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Executive Summary

e The regulators’ rationale for the Canadian insurance
industry review is to examine whether recent alleged
fraudulent and dishonest practices in the United
States are occurring in Canada, and to identify options
to enhance public confidence. The review concluded
that there was no evidence of illegal practices, and
that life and health (L&H) insurance companies have
policies and procedures in place to mitigate the
potential for conflicts of interest.

e There is no evidence to suggest that consumer
confidence is weak in the Canadian marketplace or
that consumers are being negatively affected by the
manner in which they are currently being served. A
competitive industry is what drives consumer
decisions in today’s marketplace, and the Canadian
L&H insurance industry is highly competitive.

e Unlike home and automobile insurance, life and
health insurance is not mandatory in any jurisdiction
in Canada. Canadians choose to purchase life and
health insurance, and it is as a result of competitive
market forces that consumers benefit from greater
access and reduced premiums.

e The Consultation Paper proposes possible regulatory
changes in a number of areas, including: codifying the
priority of the client's interest; restricting performance-
linked benefits offered to intermediaries; and enhancing
transparency of compensation, ownership and other
financial interests through greater consumer disclosure.
We strongly believe that no regulatory action is needed
in any of the areas identified. In an era where
governments are driven by a desire to cut through red
tape and in many cases reduce regulation, it appears
counter-intuitive for regulators to now seek to embark
upon a drive for more regulation in areas where such an
approach is unfounded.

e The priority of the client’s interest is adequately dealt
with under professional codes of conduct.

e There are significant negative impacts associated with
restricting performance-linked incentives. Such a
move would amount to a complete restructuring of the
industry, would be extremely disruptive to the
industry and would negatively impact consumers, by
actually limiting choice and ultimately reducing
service standards for consumers. These disruptive
elements to an already stable insurance distribution
system may include: an exodus of existing participants

from the industry; the creation of significant barriers to
entry of new participants in the industry; a limitation of
consumer choice resulting from a contraction of the
number of insurance intermediaries; and the
deterioration of consumer service.

The industry is already taking significant steps to meet
enhanced disclosure requirements in respect of
perceived or actual conflicts of interest, and no further
measures are necessary for regulators. Meaningful
disclosure for insurance consumers should be: relevant
to the transaction or proposed transaction; employed by
the buyer in the decision making process; aimed at
revealing bias or a reasonably likely bias on the part of
the seller; and reasonably quantifiable. Current
disclosure requirements in the L&H insurance industry
adequately address these issues without providing
unnecessary information to consumers that could
actually confuse them and distort the decision-making
process.

The P&C and L&H sectors are fundamentally different in
many respects. Regulatory requirements developed
first and foremost to deal with actual or perceived
problems in the P&C sector should not be applied
equally to the L&H sector. Any regulatory requirements
impacting the L&H sector should reflect the business
structure of the industry and the current regulatory
environment under which the L&H sector operates.
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l. Introduction and Overview

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

Advocis is the largest voluntary professional
membership association of financial advisors in Canada,
with over 14,000 members across the country. Our
members are financial advisors licensed to distribute
life and health insurance, mutual funds and other
securities. Advocis members provide financial and
product advice to millions of Canadians across a variety
of distinct areas, including: estate and retirement
planning; wealth management; risk management; and
tax planning.

The Association traces its origins to the founding of the
Life Underwriters Association of Canada (LUAC) in
1906. Advocis continues an uninterrupted history of
serving Canadian financial advisors, their clients, and
the nation for almost a century. Advocis is committed to
professionalism among financial advisors.

We have reviewed the Consultation Paper in detail and
have engaged in extensive consultations with our
members. A summary of Advocis’ response to the
Consultation Paper is set out below. A detailed
discussion of our position follows the introductory
comments. Unless otherwise noted, our comments are
directed at the life and health insurance industry.

We understand that the intent of the Consultation Paper
is to provide the results of the IPRC’s recent market
conduct questionnaire of Canadian insurers, outline a
number of potential policy options addressing key issues
as determined by the IPRC, provide a forum to consult
with interested stakeholders, and, following the
consultation process, allow 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.

We also understand that the review of Canadian
industry practices was initiated following high-profile
investigations in the United States in late 2004, where
State regulators and governments have taken legal
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action against a number of insurers, brokerages and
individuals, that were alleged to have engaged in
fraudulent, coercive and dishonest practices in the sale
of insurance. In addition to determining if issues similar
to those in the United States could arise in Canada, one
of the stated objectives of the Canadian review is to
identify options to enhance public confidence in the
Canadian insurance marketplace.

Advocis supports the objective of ensuring the highest
level of consumer confidence in the insurance
marketplace. It is also vital to maintain a competitive
market for insurance, one that is operating efficiently so
that consumers have sufficient information and choice
to make appropriate financial decisions.

However, it is important to point out that the Canadian
review concluded that there was no evidence of illegal
practices, and that companies representing the vast
majority of the Life and Health (L&H) insurance
business have policies and procedures in place to
mitigate the potential for conflicts of interest.
Moreover, there is no evidence to suggest that consumer
confidence is weak in the Canadian insurance
marketplace, or that it has been shaken in any way
by situations arising out of the United States.
Furthermore, there has been no indication by
consumers to our knowledge that any new measures
are required to bolster consumer confidence.

Notwithstanding the above, the IPRC concludes that
some current business practices may contribute to a
perception of or actual conflicts of interest in the
marketplace, thus undermining consumer confidence.
Therefore, it is important to establish if, in fact, there is
currently a lack of confidence in the insurance
marketplace, and if yes, what underlying elements are
creating this perceived lack of confidence.

Canadian consumers of L&H insurance products and
L&H insurance advice are treated fairly within the
current insurance distribution system, and advisors in
today’s environment are providing unbiased advice to
their clients. There is a significant degree of
competitiveness and choice in the market, and
consumers are provided with a substantial amount of
information in order to make appropriate financial
decisions. 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 be inclined to
do so. Consumers have also been the beneficiaries of
declining premium costs year-after-year as the industry’s
competitiveness is further enhanced.

Insurance intermediaries in today’s business and
regulatory environment are subject to a significant
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 financial
transaction is complete and as a matter of maintaining
the ongoing relationship with the client and the
continued servicing of the financial products purchased
by the consumer. Moreover, insurers impose strict
requirements in most cases on agents and brokers to
comply and often exceed regulatory requirements. This
is evident in insurers’ suitability assessments of agents,
the contracts that allow agents to sell insurance
products of a particular insurer, and the standard forms
that insurers produce that agents must use.

While the Consultation Paper does not make specific
recommendations, it establishes the groundwork for policy
considerations in three specific areas, which have significant
implications for the insurance distribution industry:

1. Codify the priority of the client’s interest;

2.Restrict performance-linked benefits offered to
intermediaries; and

3.Enhance transparency of compensation, ownership
and other financial interests.

Other main areas of consideration identified in the
Consultation Paper are whether these policy options
should apply to all insurance intermediaries, or to
independent insurance intermediaries only, and what
constitutes independence, as well as the question of
whether the proposed policy options should apply
equally to the Property and Casualty (P&C) and the L&H
sectors. Given that the policy options identified above
appear to have been developed to address perceived
problems in the P&C insurance sector, we believe that
special attention must be paid to the very different
nature of these two distinct sectors of the insurance
industry, particularly with respect to the form and
structure, and the nature of the financial products sold
in each sector.

The Consultation document notes that it is through
possible regulatory changes in these key areas, or
through other options, that the [IPRC may address its

stated objectives of reducing the opportunity for actual
or potential conflicts of interest in the marketplace and
promoting consumer confidence. This implies
inherently that problems exist in the current
marketplace and that the regulatory regime or the
industry, through voluntary measures, may be remiss in
addressing them. Advocis’ response to the IPRC
Consultation Paper deals with each of these issues and
the extent to which problems are prevalent in the
insurance industry and the potential impact of the
various policy options on the insurance distribution
system in Canada.

In addition to responding to the proposed policy options
and their potential impact, the submission explores the
rationale for the study and the nature of the key issues
and concerns raised in the Consultation Paper, which
include:

e Whether fraudulent, coercive and dishonest practices
in the sale of insurance products in the United States
could arise in Canada; and

e The extent to which public confidence in the life and
health insurance market has eroded, and whether
consumers are being disadvantaged under the
current system.

Il. Rationale and Underlying Assumptions of the
Canadian Study

CCIR and CISRO established the IPRC to examine
whether alleged fraudulent, coercive and dishonest
practices in the sale of insurance products in the United
States during 2004 were occurring in Canada, and to
identify options to enhance public confidence in the
Canadian insurance marketplace.

It is important to note that the high profile
investigations in the Untied States, launched by New
York’s Attorney General and the State’s Superintendent
of Insurance were in essence targeted to a large
insurance broker. The issue was that the company was
alleged to have steered its clients to insurers with which
it had lucrative payoff agreements and that the firm
may have solicited “rigged” bids for insurance
contracts. This type of activity, if found to have
occurred, amounts to outright fraud.

The National Association of Insurance Commissioners
(NAIC) in the United States responded by creating an
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on-line fraud reporting system in January. The NAIC
also adopted in December 2004 model legislation
calling for broker disclosure. However, the State
insurance regulators’ focus of these reforms was limited
to addressing what they perceived to be regulatory
deficiencies in the P&C insurance sector.

As was pointed out in our introductory comments, the
comprehensive market conduct questionnaire
conducted by the IPRC and aimed at insurers, which
was used in part to gauge the extent to which potential
fraudulent and dishonest practices were occurring in
Canada, revealed some noteworthy findings:

e There was no evidence of illegal practices in Canada;

e Most insurers have written policies and procedures in
place governing compensation;

e Insurance companies use standard contracts with the
career agents, agents and brokers that undertake to
sell insurance on the company’s behalf; and

e Companies representing the vast majority of the L&H
business have policies and procedures in place to
mitigate the potential for conflicts of interest.

However, another conclusion of this investigation,
which is neither based on the actual results of the
industry questionnaire nor is it supported by
supplementary empirical evidence, is that the IPRC
believes that some current business practices may
contribute to a perception of or actual conflicts of
interest in the marketplace that may be undermining
consumer confidence.

The premise behind this conclusion is that bias could
exist in the course of providing advice to consumers
due to actual or potential conflicts of interest as
perceived by a reasonable, informed, third party.
Notwithstanding that a bias could exist, there is no
evidence to support a conclusion that a bias does exist.
Advocis believes that it is important to gain the
consumer’s perspective when examining consumer
confidence issues.

There does not appear to be any definitive evidence, to
our knowledge, that consumers are being negatively
affected by the manner in which they are currently
being served in the L&H insurance marketplace. We
are not aware of instances where consumers have
raised any major concerns on how life and health
insurance intermediaries are being compensated or
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have called for intermediary disclosure beyond current
industry practice. On the contrary, consumers
understand that individuals in any sales industry are
paid on a variable basis and may be eligible for bonuses
and other incentives. In this regard, we would
encourage the IPRC to share with stakeholders details
regarding the specific nature of consumer complaints in
this area, and moreover, as the largest voluntary
member association of financial advisors in Canada, we
commit to addressing all and any such complaints
involving any of our members.

It is important to understand that the existence of
bonuses or other sales incentives in the L&H sector does
not lead intermediaries to direct business to specific
companies in disregard of customers’ best interests.
Incentives are part of any sales/distribution industry,
and insurance intermediaries do in fact place business
with a variety of carriers to obtain the best possible
product and premium for their clients. The study
revealed that all companies in Canada offer bonuses to
their career agents, agent or brokers, and that the use
of sales incentives, including non-monetary sales
incentives paid to agents and brokers, appears to be
universal.

As noted in the Consultation Paper, consumers today
may purchase life insurance through a variety of
channels, such as:

e Direct writers, which are companies that sell
insurance to the public directly;

e Career agents who are individuals authorized to sell
insurance on behalf of a company; and

e Agents and brokers who are authorized to sell
insurance on behalf of several companies.

Moreover, insurance may be purchased on the Internet,
via telephone, from a call centre representative at a
bank-owned insurance company, at a branch adjacent
to a retail bank or credit union branch, or in an
intermediary’s office, or even most traditionally from
the comfort of one’s own living room.

The results of the market conduct questionnaire
indicate that the majority of companies use both career
agents, and agents and brokers to sell life insurance
products. Today consumers have the ability and
propensity to shop around. We would also emphasize
that consumers choose to purchase life and health
insurance; it is not required as a matter of course by





governments or lenders. The same is not true of
automobile and home insurance. A competitive
industry is what drives consumer decisions in today’s
marketplace, and the Canadian L&H insurance industry
is highly competitive. In addition to the multiple
distribution channels and services suppliers in the
marketplace, a number of additional important factors
help to illustrate the competitiveness of the L&H
insurance sector, and the wide range of choices
available to consumers.

e There has been a significant reduction in nominal life
insurance premium rates over the past decade. In
fact, premiums since the mid-1990s have fallen
between 30% and 35%.1 While this reduction cannot
be attributed to any single factor, increased consumer
awareness, new marketing channels, and the
productivity impact of the Internet have all
contributed to the downward pressure on premiums,
among other factors. Simply put, life insurance has
become much more affordable for a wider number of
Canadian households.

e Intermediaries that are authorized to sell policies
from a variety of insurers use industry standardized,
multiple-quoting systems, which generate several
quotes from different insurers for clients based on
common input criteria — many agents and brokers
post links to on-line quoting services for their clients
to access.

e Consumers today have a wide variety of direct
Internet-based L&H insurance premium quoting
systems available to them to compare prices even
prior to discussing options with an insurance
intermediary. These web sites, such as WinQuote,
Term4Sale, and Insurance Direct Canada are easy to
use and produce a significant number of quotes based
on a set of input characteristics chosen by the user.

e Price variance from one policy to another (including
life, critical illness, disability and long term care
products) is relatively small, especially given the
number of possible insurance policies available to
consumers.2

e While insurance intermediaries typically will have
contractual arrangements in place with a number of
insurance companies, the lack of an existing contract
does not preclude an intermediary from delivering a
policy to a client from a company with which the
intermediary does not at the time of assessing the
client’s needs have an existing contract. Agents and
brokers can become contracted with virtually any
insurer relatively quickly (often within 24 hours), if it
is determined by the advisor and the client that a
certain insurance policy is the most suitable to meet
the client’s needs, for which the advisor is not already
contacted to distribute.

Furthermore, in today’s regulatory environment,
consumers are provided with a significant amount of
information about the insurance product, the advisor,
and the advisor’s relationship with insurers, even prior
to any L&H application actually being taken by the
intermediary through a whole host of mandatory and
voluntary disclosure requirements.

Before exploring additional disclosure requirements, it
is important for regulators to determine what, if any,
utility further disclosure will provide to consumers. The
costs associated with restructuring the industry and
introducing further regulations must be balanced with
maintaining a cost-effective and efficient insurance
distribution channel, which in turn keeps the price of
insurance products affordable, and must be
commensurate with the real benefits that clients will
ultimately receive. The issue of what constitutes
reasonable and meaningful disclosure is discussed in
greater detail below.

1 The percentage decline in premiums is based on data provided by LifeGuide (using CompuOffice Software Inc.) between June 1, 1993 and June 1, 2005, based
on the following criteria: $500,000, 10-year term product for a male, non-smoker, aged 35, in the regular category classification (general average good health,
not in an occupation considered hazardous by insurers). The range of percentage decline reflects the lowest to highest premiums in each year, from a sample
of the lowest premiums of 25 insurers. LifeGuide uses a very large number of companies and products in its comparative software.

2 For example, a hypothetical $250,000 life insurance policy quote was prepared for an individual male, non-smoker, aged 40, using one of the standard quote-
generating systems available to agents and brokers. The quote produced a minimum of twelve premiums for the client from various insurers. The difference
between the lowest and highest premium quoted was: $24 for ten-year term (T-10) product; $50 for a twenty-year term (T-20) product; and $200 for a
guaranteed T-100 product, representing a 15% differential between the high and low quote for this product.
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Ill. Policy Options Under Consideration and Their
Impact

Codify the Priority of the Client’s Interest

Advocis has been committed to professionalism among
financial advisors for nearly a century, and remains so
today. Since its inception, the Association has had a
professional code of conduct in place, which our
members agree to abide by in their business activities
and in liaising with clients and suppliers of financial
products and services as a condition of membership.
Enshrined in the Advocis Code of Professional Conduct is
the requirement that “An Advocis Member shall act in
the client’s best interest.”

The primary reason for having a Professional Code of
Conduct is to facilitate a principles-based approach to
encouraging and promoting advisor professionalism.
This is in contrast to a prescriptive-approach in dealing

with issues that directly impact consumer confidence.
In our view, the Professional Code of Conduct serves
consumers well by establishing principles in the
marketplace that are geared towards maintaining a
high degree of professionalism amongst advisors who
handle their financial affairs. This professionalism in
turn enhances consumer confidence.

It is our view that codifying the priority of the client’s
interest is not consistent with fostering and
implementing non-legislative, non-rule alternatives
where alternative solutions may be more appropriate.
Prescribing rules regarding the relationship between
financial advisors and consumers in this instance seems
somewhat redundant. Codification of the priority of the
client’s interest through regulation proposes an
external framework for the regulation of advice-givers
in their relationship with consumers of financial advice.
Advocis is of the view that regulators must defer to
expert standard-setting institutions and professional
associations to validate the professionalism of financial
advisors that deal with the public.

One option that reinforces the priority of the client’s
interest, and is consistent with a principles-based
approach, is for regulators to establish best practices
guidelines. These best practices could be adopted by
financial intermediaries and member-based
organizations to establish a consistent principle of
placing the priority of the client above all others.

The Joint Forum of Financial Market Regulators did
exactly this in January of this year, when it released a
document entitled Principles and Practices for the Sale
of Products and Services in the Financial Sector. The
purpose of this document was to set out best practices
that should apply to the conduct of all financial
intermediaries in their dealings with consumers of
financial products and services, and to provide
consumers with a benchmark to assess the conduct of
any financial intermediary with whom they currently
have a relationship, or are considering establishing a
relationship.3

The first principle in this document is:

1. Interests of the Client

The client’s interests take priority over the intermediary’s
interests and should not be sacrificed to the interest of
others.

Commentary: This principle is paramount. All
remaining principles and practices expand upon this
fundamental principle.*

The Joint Forum stated that it is seeking voluntary
endorsement of these principles and practices and that
the regulators would like the principles and practices to
be incorporated or reflected in the codes of conduct of
financial industry associations and for adherence to
those codes to be actively promoted. Advocis supports
this approach and actively promotes the principle of the
client’s interest with its members.

Advocis’ Best Practices Manual (BPM) is, by its vary
nature, grounded in the principle of the priority of the
client’s interest. This principle is embedded in all
aspects of the relationship with the client, beginning

3 See Principles and Practices for the Sale of Products and Services in the Financial Sector; Joint Forum of Financial Market Regulators; January 28, 2005.

4 Principles and Practices for the Sale of Products and Services in the Financial Sector; Joint Forum of Financial Market Regulators, p. 2.

ADVOCIS Submission to CCIR/CISRO Industry Practices Review Committee _





with the marketing stage, prior to any client interaction,
and continuing throughout the entire life-long
relationship the advisor builds with that client.

Moreover, we have no evidence that violation of this
principle is a widespread problem in the industry that
requires codification in regulation.

Restrict Performance-Linked Benefits Offered to
Intermediaries

As previously discussed, consumers understand that
individuals in any sales industry are paid on a variable
basis and may be eligible for bonuses. 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 a perception of
bias. Consumers today may purchase life insurance
through a variety of channels with significant choice,
and it is a highly competitive industry that drives
consumers’ decisions in today’s marketplace.

There are legitimate reasons for having performance-
linked benefits embedded in the compensation structure
of the insurance sector, a practices that is common for
sales in other industries. Insurers offer these
voluntarily, as part of their business model as a means
to effectively compete in the marketplace. Disallowing
sales incentives in a competitive marketplace for life
insurance would substantially disrupt the insurance
distribution industry. Moreover, such a move would
amount to a significant restructuring of the industry and
would be contrary to the objective of maintaining a level
playing field in the financial services industry. In an era
where governments are driven by a desire to cut
through red tape and in many cases reduce regulation,
it appears counter-intuitive for regulators to now seek
to embark upon a drive for more regulation in areas
where such an approach is unfounded.

There are significant negative impacts associated with
restricting performance-linked incentives. Such a move
would be extremely disruptive to the industry and would
negatively impact consumers, by actually limiting choice

and reducing service standards for consumers. These
disruptive elements to, what we believe to be, an already
stable insurance distribution system may include:

¢ An exodus of existing participants from the industry;

e The creation of significant barriers to entry of new
participants in the industry;

e A limitation of consumer choice resulting from a
contraction of the number of insurance
intermediaries; and

e The deterioration of consumer service provided by
insurance agents, should service fee performance-
linked compensation be eliminated — ongoing service
to consumers forms an integral part of the
transaction and is encapsulated in the current
compensation structure.

Eliminating performance-linked compensation on
insurance products will significantly impact revenues
for a large number of insurance intermediaries and
would have no impact on the premiums paid by
consumers, as insurers would continue to incur much of
the same distribution expenses>. However, as noted
above, service to consumers could decline, since
servicing clients has been downloaded by insurers to
agents, whose service contracts are tied to full
compensation packages, including bonuses.

The proposals outlined in the Consultation Paper have
serious implications for the structure of the entire
distribution channel of the L&H insurance sector, which
in our view is serving consumers exceptionally well.
The Consultation Paper does not clearly distinguish
between the ultimate intermediary that deals with the
client and Managing General Agents (MGAs), which is
an extremely important distinction in the context of
performance-linked benefits. Some agents (brokers)
deal with suppliers (insurers) directly and not through
an MGA. If, for example, incentives are not permitted at
the supplier level for non-captive (or independent
agents, as the Consultation Paper refers to them), then
this would result in a forced shift of all non-captive
agents to deal directly with MGAs, thus limiting choice
for consumers. Alternatively, performance-linked
incentive restrictions that directly impact MGAs could

5 For example, if bonuses, which in some cases account for 50% of the total renewal compensation paid to agents, are restricted, consumers could suffer, even if
their premiums where not impacted. For some insurance products, the maximum bonus potential outlined in compensation schedule contracts for agents is
achieved with as little as $100,000 in new premiums per year and $500,000 of premiums in force (renewals), demonstrating that the possible elimination of

performance linked bonuses will impact even small and medium-sized agents.
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have negative repercussions for this part of the
distribution channel, which again does not favour
consumers if this results in a contraction of these
intermediary groups.

The performance linked incentive structure in the L&H
insurance industry has evolved gradually over time and
is an embedded component of the overall compensation
structure. Restricting performance-linked incentives
could easily tip the balance between captive agents,
non-captive agents and agents dealing with MGAs, thus
tilting the playing field and creating a competitive
advantage in one distribution mechanism over another.

Enhance Transparency of Compensation,
Ownership & Other Financial Interests

Advocis has undertaken a number of proactive
initiatives to build awareness of regulatory
requirements regarding disclosure of conflicts of
interest, and to assist its members in complying with
these mandatory requirements. Advocis believes that
these industry-led initiatives, which have been in
response, in part, to recent enhanced conflict of interest
disclosure rules introduced by Ontario in late 2004,
must be allowed an opportunity to be adopted by
market participants. Only then can an appropriate
assessment be made as to their overall effectiveness in
supporting widespread compliance.

Outlined below are a number of projects currently
underway in support these objectives. These examples
represent some of the ways in which Advocis promotes
professionalism amongst financial advisors and
disseminates information to its members on regulatory
compliance issues.

Advisor Disclosure Reference Document:

The insurance industry has been working cooperatively
on the issue of intermediary disclosure in order to
develop a consistent approach in dealing with enhanced
disclosure requirements relating to real or potential
conflicts of interest. As referenced in the Consultation
Paper, Advocis worked with the Canadian Life and
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Health Insurance Association and other industry
associations through the Intermediary Disclosure
Working Group to develop a disclosure reference
document for advisors that was completed at the end of
March of this year. Representatives of FSCO participated
in the Working Group as observers throughout all stages
of development of this reference document.

The Advisor Disclosure Reference Document is intended
to provide sample disclosure statements to guide
advisors in complying with intermediary disclosure
requirements for all client transactions, as set out by
each province. We have made this document available
to Advocis members through our web site, and each of
the participating organizations of the Working Group
have made it available through various means to
insurance intermediaries across Canada.

We have kept our members apprised of these disclosure
requirements through a special bulletin that was issued
following the release of Regulation 347/04. In addition,
we have updated our members periodically of the
development of the Advisor Disclosure Reference
Document through Advisor Voice, Advocis’ on-line
newsletter, which is also e-mailed to all of our members.

Intermediary Disclosure Web Tool:

Advocis has taken the additional step of developing an
interactive web-based tool for advisors to generate
transaction and recommendation disclosure letters based
on the industry-approved Advisor Disclosure Reference
Document. The tool allows advisors to customize letters for
each client, and capture any provincial disclosure
requirements in place in the relevant jurisdiction. Advocis
has recently launched this innovative web-based tool for its
members. We have also taken the step of offering the tool
to other associations and insurers that wish to use it as a
means of supporting disclosure compliance requirements
with their members or agents they deal with directly.

Best Practices Manual:

Advocis publishes a Best Practices Manual (BPM), which
represents an important step in the ongoing





development of our profession. While we provide
printed updates of the BPM to our members
periodically, best practices are updated on an ongoing
basis to reflect new information and new regulations,
and are provided to members immediately upon any
major change through direct access to downloadable
files, making the BPM an evergreen document. For
example, we have incorporated into our BPM revised
engagement letter templates between advisors and
clients to reflect the most recent requirements under
Ontario’s Regulation 347/04.

Continuing Education Program:

Advocis has incorporated any new intermediary
disclosure requirements into its seminars and
workshops that it conducts regularly right across
Canada, as part of our efforts to educate our members
on best practices and compliance requirements through
our continuing education program.

Compensation Disclosure

In making financial decisions, consumers care most
about the value they are receiving. In other words, the
quality and characteristics of the product (does it meet
their needs?), the cost of the product (what is the final
price?), and the ongoing service associated with that
product (to what extent will the financial advisor be of
assistance?). Meaningful disclosure for insurance
consumers should be:

e Relevant to the transaction or proposed transaction;

e Easily employed by the buyer in the decision making
process;

e Aimed at revealing bias or a reasonably likely bias on
the part of the seller; and

e Reasonably quantifiable and remain relatively
constant or at least predictable for a reasonable time
into the future.

Current disclosure requirements in the L&H insurance
industry adequately address these issues without
providing unnecessary information to consumers that
could actually confuse them and distort the decision-
making process. The Advisor Disclosure Reference
Document (based on current regulatory requirements)
discussed above provides guidelines to all intermediaries

outlining relevant information when a consumer is
considering the purchase of an L&H insurance product. It
is intended to provide meaningful information about the
product, how it meets the consumer’s needs, the company
offering the product, and the advisor and the advisor’s
business relationships. It also obliges intermediaries to
disclose any actual or potential conflicts of interest.
Reinforcing this is the practice of placing the client’s
interest first and foremost in situations where a bias or
potential bias exists.

Going beyond these already comprehensive disclosure
requirements does little to improve the consumer’s
ultimate purchase decision. Compensation disclosure
(the actual dollar amount of compensation paid to the
intermediary or some derivative thereof) is extremely
difficult to quantify in the L&H industry, as it takes on
many forms. There is no simple answer to the question
“what should be disclosed?” (i.e., what the intermediary
receives, either in total or with any incentive-based
amount broken out, total compensation paid, total
distribution cost for the product, etc).

Insurance companies set the compensation schedule
including the bonuses and other incentives that agents
and brokers receive for each product they sell. In many
instances, the intermediary does not know what the
final compensation will be, since compensation is based
on a contractual agreement with the insurer that
includes not only commissions but also bonuses based
on targets, which may not be achieved well after the
client has purchased the policy. While the premium
between two insurers may be identical, the
compensation arrangement might vary substantially
based on the bonus structure, which forms only part of
the intermediary’s total compensation.

Disclosing a complex compensation structure with
unpredictable variables would be extremely confusing
to consumers and would take away from their focus,
which should be choosing the right product, for the right
price, serviced by a reliable, competent and accessible
financial advisor.
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IV. Scope and Applicability

Differences in the P&C and L&H Sectors -
Implications for Applicability

The P&C and L&H sectors are fundamentally different in
many respects. There are significant differences in the
advice and sales process between life insurance and the
sale of general insurance.

In particular, a significant amount of work is
undertaken in the period between when the application
is taken and the final closing date or the paid through
date in the L&H sector. This is so because of a large
amount of due diligence required in the sale of L&H
products and the regulatory requirements in all aspects
of the advice and sales process. There are significant
hurdles that must be crossed before the sale is finalized.
Compliance officers in the companies monitor these
transactions and underwriters must approve the case
not only on the basis of health factors but also on
financial suitability. Furthermore, when the policy is
ready for delivery, the client has a ten-day right of
rescission from the date of delivery (cooling-off period).
These are just some of the fundamental characteristics
in the L&H insurance sales process. The current
regulatory requirements governing the P&C and L&H
insurance sectors are, in many respects, fundamentally
different.

For these reasons, Advocis believes that any regulatory
requirements developed first and foremost to deal with
actual or perceived problems in the P&C sector should
be restricted to addressing concerns within that specific
sector. Again, we would emphasize that, within the P&C
sector, automobile insurance is mandatory across
Canada, while home insurance is a requirement by most
financial institutions as a condition for securing a
mortgage. Consumers purchase L&H insurance
products voluntarily, making them completely demand-
driven financial products. Any regulatory requirements
impacting the L&H sector should reflect the business
structure of the industry and the current regulatory
environment under which the L&H sector operates.
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V. Conclusion

The IPRC’s review of Canadian insurance industry
practices was initiated following high-profile
investigations in the United States in late 2004, where
State regulators and governments have taken legal
action against a number of insurers, brokerages and
individuals, that were alleged to have engaged in
fraudulent practices in the sale of insurance. The
investigation concludes that there was no evidence of
illegal practices in Canada, and that companies
representing the vast majority of the L&H insurance
business have policies and procedures in place to
mitigate the potential for conflicts of interest.
Moreover, there is no evidence to suggest that consumer
confidence has been shaken in any way by situations
arising out of the United States.

Advocis believes that the Canadian marketplace is
highly competitive and is operating efficiently, with a
high level of consumer confidence. There has been no
indication by consumers to our knowledge that any new
measures are required to bolster consumer confidence.
The industry has evolved over time to create a market
that is accessible through several channels, offering
significant product choice and price options to
consumers. Consumers of L&H products and advice are
treated fairly within the current insurance distribution
system, and advisors in today’s regulatory environment
are providing unbiased advice to their clients.

The policy considerations identified in the Consultation
Paper do not, in our view, result in achieving the IPRC’s
main objective, which is to bolster consumer
confidence. The priority of the client’s interest is
adequately dealt with under professional codes of
conduct, a principles-based approach that has been
working well for decades. Tampering with
performance-linked benefits would have considerable
negative impacts on the insurance distribution sector
and would ultimately hurt consumers. Furthermore,
the industry is already taking significant steps to meet
enhanced disclosure requirements in respect of
perceived or actual conflicts of interest. We see no need
to apply additional layers of regulations to enhance
consumer confidence at a time when consumers are
satisfied with L&H industry practices. If problems exist
in other major segments of the insurance industry, then
regulators need to focus their efforts on addressing
these perceived problems.





Disrupting the distribution channel by restricting
performance-linked benefits, a practice that is used in
virtually every industry, and one that has been
developed over several years in the L&H industry as a
means of maintaining a competitive and service-
oriented marketplace, will result in a reduction of
consumer choice and service standards.

In designing appropriate disclosure requirements, it is
important to consider what is meaningful to consumers.
Avoiding elements that could be confusing or that
distract from the consumer’s decision-making process is
extremely important.

Finally, we understand that regulators must balance the
priority of protecting consumers with that of ensuring
the industry is operating efficiently and in a cost-
effective manner. However, it appears counter-intuitive
for regulators to now seek to embark upon a drive for
more regulation in the L&H insurance industry where
such an approach is unfounded, and for this reason and
all the other reasons identified in our submission, we
would urge members of the CCIR, CISRO, and every
provincial government in Canada to re-consider the
approach outlined in the Consultation document.

Advocis is committed to ensuring that consumers
receive the highest quality of professional unbiased
financial advice. We would welcome the opportunity to
work with regulators to ensure that these high
standards continue to be maintained.
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From "Al Dadswell" <Al @llalta.ca>

To: <spagl i a@ sco. gov. on. ca>
Dat e: 8/ 2/ 05 5: 33PM
Subj ect : Agency Conpensation Revi ew

Just a little note from

Al Dadswell CIP, CRM CAIB

President - All Alta & RV Direct |nsurance
#145- 755 Lake Bonavista Dr. SE

Cal gary, Ab. T2J ON3

Ph 403 278 1050 or 1866 278 1050

fax 403 225 0515. al@llalta.ca <mailto:al @llalta.ca>
St ephen Paglia

Policy Manager A

CCI R Secretari at

5160 Yonge St. Box 85

17th fl oor

Toronto, Ontario MZN 6L9

Dear M. Pagli a:
July 31/05

Re: June 3/05 Report on Insurance |Industry Relations

Well, | can't say that | am dunbfounded often, but when | am it is
apparently total and conplete. Wiile | appreciate all the effort and no
doubt (tax payers) noney that was spent on this undertaking, | find it

i nconcei vable to understand why it was conducted in the first place. As
far as | know, the United States of Anerica remains a country separate
and apart from Canada and what goes on there to a great extent, has no
beari ng on what goes on in Canada. So while there may be corruption
outsi de of Canada, it does not nean that Canadi ans are to be painted
with the sane brush.

Mor eover, while there may be corruption outside the insurance industry,





we should also not be tainted with the sanme reputation. Having said
that, | also appreciate that efforts should be nmade to establish fair
busi ness practices in Canada to not only protect the public, but

busi ness owners alike. Fromwhat | have read in your report, we seemto
di sagree on what protection neans.

Protection, M. Paglia is not legislation. The gun control registry is
only one exanple of that. Legislation cripples industry, often making
it so cunbersone to operate, that businesses often crunble and fold.
Consider the "red tape" involved in operating legitinmate a business in
many countries as an exanple. At such tinmes, operating a business can
be forced to be a clandestine activity away fromthe prying eyes of
regul ators that prevents one party fromearning a decent and profitable
living and the other from obtaining goods and services at a reasonable
cost. The exorbitant fees caused through the bureaucracy inposed by

| egislators sinply drives costs of business to extrenmes, nobst tines
which is passed onto the public through increasing of fees or reducing
or enpl oyees due to increased operating costs. For what reason?

Well, your report indicates to ne that there is no valid reason for any
action in this regard. There is no evidence of corruption in Canada in
the insurance industry that has been in place for over one hundred years
- sonething that few industries can boast, including Gl and Gas,

Aut onotive Repairing and Manufacturing, and in fact the Governnent -
given the recent "Adscant situation in Quebec. So it appears that the
"wi tch-hunt" undertaken by the government to find areas of concern,
proved fruitless, but yet your organi zation has taken upon itself the
intention of fixing the "non" problem anyway.

Hasn't anyone ever heard the term "If it isn't broken, don't fix it?"
The chances are, if you try to fix sonmething that is working well, you
will only make it worse for all concerned. Let's be candid, nobst of the

time, Governnents are NOT known for inproving systens, hence the term
"Bureaucratic Red Tape..."

But let's take a minute to review your recommendations to fix a system
that is functioning extrenely well (a glowing comentary to those
working in the industry, sonething you neglected to nention!)

1) Codify or legislate the client's interest be placed above other
parties.





In any successful business, this is obviously the main priority. OQur
client's always cone first - if they didn't, they would go somewhere
el se where their needs were the priority. | amnot only imediately
of fended by the thought of regulating something that is already
evidently taking place, but believe this to be just nore wasted energy

on sonething that is blatantly obvious. Sone businesses do well, others
fail. If you treat your clients right, they refer nore clients to you -
the conpany grows and does well. |If you treat them poorly, they |eave

and tell others to not do business there - the conpany fails and goes
under .

Besi des that - How do you even begin to regulate and enforce this | aw?
When a client calls the governnment and says "My interest wasn't placed
above all other parties?" what does that nean and how do you investigate
this accusation and why woul d you? The |Insurance Council's already have
enough on the go without having to deal with this added task. This wll
only create huge anpbunts of work for the governnent, brokers, insurers
and acconplish what - little if anything. The broker will have a reason
for why/how they placed the account and | don't doubt that it will be
for the best interest of the client, no matter what they m ght believe.
Besides that, often it is a judgnent call on the broker's part - the
rate m ght be better with conpany a, but conpany b charges a | ower
interest rate on financing and has a slightly better coverage..

2) Restrict Performance - Linked Benefits Offered to
I ntermediaries.

Once again, why fix a systemthat isn't broken, but none the |ess,
have no issue with this concept, provided that this |aw applies to ALL
| NDUSTRI ES AND BUSI NESSES W THI N CANADA and not just insurance.

O her exanples of industries that utilize a conm ssion and incentive
based fee structure are: Car Deal erships, Appliance & Furniture
retailers, the Ol & Gas industry, Medical Supplies & Drug Providers,
Travel Agencies, Mrtgage Brokers, Financial Institutions, Minicipal
Provi nci al and Federal Governnents.

To suggest that every business in existence that receives or provides
"Donations," Bonuses, or "Increased" Comm ssions for doing a good job,
has to now cease this nmethod of doing business is quite imaginative, to
say the | east. If you feel it is necessary to regulate the insurance

i ndustry, despite not ever finding one issue to be concerned about,
because of "potential" conflicts, you m ght want to first consider other
i ndustries that cannot boast such a clear conscience.





3) Enhance Transparency of Conpensation, Oamership and O her
Fi nanci al Interests.

Pl ease see ny comment #2 above and apply the sanme rules for al
i ndustries. |If we are forced to disclose our income systens, so should
all industries.

For exanpl e, Autonobile and RV Deal erships:

Many people do not know that when they buy a vehicle, the deal ership
receives a substantial bonus fromthe nmanufacturer based on total yearly
sales. The public (according to you) needs to know this because uh,
well, to be honest, | amnot really sure why they need to know this.
amguessing it is because if they did know that there were bonuses

i nvol ved, the buyer is sonmehow being treated unfairly, or being taken
advantage of. | just don't know what the exact issue is, so please fil
me in as to why it is inportant for the consuner to know that the

deal ership is receiving a gross sales bonus. | can't see how know ng
about the Deal ership Bonus will nmake a difference to the consuner and
just purchased a new car..

Here is another exanple: Financial Institutions pay bonuses/conm ssion
to Deal erships for every vehicle |oan they process for the bank. The
deal ership then receives a higger bonus when they sell the consuner
“"l'ife insurance" on the |oan (sonething we have to take training and
obtain a license for - but deal ershi ps sonehow don't have get trained to
do sell this type of life insurance - maybe consuners need sone
protection there...) The deal er receives another bonus for selling
protecti on packages (Paint and Uphol stery protection from other product
whol esal ers), Extended Warranties (another form of insurance they don't
need to have be properly trained to sell), etc. WMbst dealership

busi ness offices are paid nore fromthese "fringe" service

conmi ssi ons/ bonuses than fromthe actual sale of the autonpbile!!! Yet,
| am anazed that your task force has a bee in their bonnet about the
General Insurance Industry and have not even "peeked" into the
activities of notor vehicle deal erships and their "HI DDEN' conm ssions.

How ' bout anot her exanple: Physicians, Surgeons and Hospitals al so
recei ve bonuses and commi ssions for "prescribing" nmedications to the
public. WOW!! Talk about a conflict of interest with repercussions!
Does it make sense to have this industry "self - regulate" wthout





governnent |egislation? Wat a quandary for the doctor: Prescribe drug
#1 and get a 10% bonus. Prescribe drug #2 and get a 25% bonus. \Wich
drug is better for the patient - all things considered, probably drug
#2111 AND THE MORE THEY PRESCRI BE, THE BETTER THE BONUS!!! This isn't
counting the cruises and exotic trips that drug conpanies pay to nedica
staff to "educate" themon the benefits of "the manufacturers” drug
options.

But when you consider that it is nowthe life and well ness of the
patient that is the concern, why is this not at the top of the
governnent's list regarding "Transparency!" That is certainly a
guestion that will be brought to the surface if this insurance

| egislation is passed.

I don't think I need to comment on every other exanple of industries
that receive "hidden" incentives fromother parties, do1? It is and
has been a way of doing business for thousands of industries,
corporations, proprietors, sales people, etc. throughout the world since

the beginning of time. |If the governnent unfairly sel ects against the
i nsurance i ndustry, be prepared to regulate EVERY industry in Canada the
same way, because last | heard, we are still denocratic country and we

believed in equal rights for all

In addition, | could foresee nunerous court challenges for unfair
actions by the government agai nst one industry, while failing to protect
the public fromother industries utilizing a simlar format of
conmi ssi ons, bonuses, incentives. Hopefully, it will never come to such
activities, because the governnent will realize that opening this
Pandora's Box is sonething that may becone too big to control

I.E. Once again, please see "Gun Control Legislation" for another
exanpl e of an Al batross too big to properly regul ate.

Like ny conmpetitors in the insurance industry, | believe that overall we
strive to be good, conscientious brokers. W work hard for our clients
and always try to make sure that they are | ooked after properly, both in
the acquisition of insurance, the premiumthey receive and service
times. |f and when an insurer nmakes a nistake, we nake sure the client
receives the coverage they are entitled to.





We have never placed a single client or policy with a conpany because of
a contingency bonus we might receive, because renmenber - bonuses are not
guarantees! (Unlike with car deal erships, banks, physicians, etc., we
only receive a bonus if we work hard, do a good job and make the insurer
work less and remain nore profitable.) Sonetines, this nmeans that we do
data entry or pull reports for an insurer, sonetines it neans that we
don't wite certainly risks (high hazard business, |ike welding,

oi |l /gas, house nobving, etc.), sonetinmes it neans that we do not insure a
client that we are not know edgeabl e enough about to offer insurance to
because we woul d di sservice ourselves, the conpany, and the client.

When we take on extra work for the insurer, we should be conpensated for
our efforts and if you renove this option fromus, we will then have to
either service the client |ess (because we cannot afford to operate at
the current standards we have set at reduced inconme) or begin charging
our clients service fees for our services, simlar to what auto

deal ershi ps, banks, physicians, etc. currently do. Either way, the
expense to the public will increase, because we cannot and will not work
for less - the cost of doing business has to be paid for by soneone. |If
the insurers pay us, great. But if you take this away and renove this

i ncome, the consuner will either pay by added service fees or by seeing
many smal | er brokerages fold and go under due to the loss of this

i ncone.

However, | nust add that in the 30 years of being in the insurance

i ndustry, | have never heard of a single brokerage owner that has ever
told their staff to place business with a specific insurer because they
will get a better bonus - it just doesn't happen. Sonetines, when one
insurer is being sold or going out of business, brokers will negotiate
with insurers to pay themextra comrm ssions to help with the cost of
transferring the business, but never otherw se, have | heard of brokers
pl aci ng busi ness based on bonus incone. Those that m ght do business
that way, are probably slowy going out of business because they have
obviously not placed the client first and the public, once aware of this
will go el sewhere and the brokerage slowy dw ndles and dies. Self
regulation at it's best!

Lastly, | would like to mention that | undertook a small survey with
some of our clients quite recently. W asked themif they were aware
that we received bonuses fromour insurers and if they had any concerns.
The overwhel mi ng reply was unani nous:

A) WE KNOW YOU RECEI VE BONUSES - EVERY BUSI NESS | N EXI STENCE RECEI VES
BONUSES I N ONE WAY OR ANOTHER. THAT | S HOW FREE ENTERPRI SE WORKS! !





B) WE COULD CARE LESS | F YOU RECEI VE A BONUS AND | T DOES NOT MAKE
ANY DI FFERENCE TO US HOW YOU ARE PAID. JUST KEEP DO NG A GOOD JOB FOR
UsS.

| submit, that if this is not of any concern to any of our clients,
suspect that it is of no real concern to mpjority of Canadi ans.
Therefore, why may thousands of businesses take on nmore work when it is
unnecessary and only likely to confuse the public about an issue they
care little if anything about. But | will accept that there are those
that may have concerns and if so, should be able to have those concerns
alleviated, be it related to insurance or otherwise. Thus, it nmay be
prudent to draft legislation for the protection of all consuners from
ALL RETAILERS sinmilar to this:

"Whenever a consumer purchases a product, good or service, they have the
right to know of the parties that own or have a financial interest in
that business, including a |oan, nortgage or lease. |In addition, the
consuner has the right to know how that business is fully and totally
conpensated by various suppliers and providers, including comm ssions,
bonuses, and incentives. |f a consuner requests such information, the
business is obligated to provide answers relating to this portion of the
operation of the business."

In this way, | believe that all consuners will be protected from al
potential causes of indiscretion in all industries in Canada, which
shoul d actually be the real intention of your task force...not a public
cruci fixion of insurance providers. Shoul d you have any questions or
concerns, please do not hesitate to contact nme directly.

Best regards,

Al Dadswel!l CIP, CRM CAIB
Pr esi dent

All Alta and RV Direct |nsurance
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Michael J. Donoghue
President &
Chief Executive Officer

Tel: (905) 475-4477
Fax: (905) 475-4991

July 29, 2005

Ms. Carol Shevlin
Policy Manager
CCIR Secretariat
5160 Yonge Street
Box 85

17" Floor

Toronto, ON

M2N 6L9

Dear Ms. Shevlin;

| would like to take this opportunity to respond directly to the Canadian Council of Insurance
Regulators (CCIR) consultation paper, Relationships between Insurers and Sales Intermediaries.

By way of background, The Allstate Canada Group of Companies (ACG) includes Allstate
Insurance Company of Canada, Pembridge Insurance Company and Pafco Insurance Company.
Allstate Canada Group is a multi-channel producer and distributor of home and auto insurance
products, accessible through our community-based agents, our broker representatives, directly
on-line, and our Customer Contact Centre at 1-800-ALLSTATE.

Over the past several months provincial regulators and the insurance industry have worked
extremely hard to address the issue of disclosure and transparency. The CCIR is to be
commended for spearheading the development of the consultation paper, which has provided a
thorough and comprehensive assessment of this very important topic.

ACG strongly believes that consumers deserve nothing less than complete openness and
transparency from the insurance industry and its representatives. It is incumbent upon the
industry to earn the trust and confidence of consumers through education and information on the
methods used to assess risk, the products and services that are offered and the means by which
these products and services are distributed and delivered.

It will be important to continue to work together in order to maintain the consultation paper as a
meaningful and thoughtful process to achieve our mutual goals of long-term market stability and
consumer protection and awareness. To that end, Allstate Canada Group of Companies has
identified three specific items that were queried in the CCIR paper on which we would like to
provide comment for further consideration by the CCIR.
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First, as noted above, ACG strongly believes that the industry and its representatives have a
responsibility to be as open and transparent to consumers as possible. By doing so the industry
can address public perception of conflict of interest head on and in fact, may well provide the
necessary remedy to the issues identified in the CCIR paper.

However a closer look reveals that when dealing specifically with agents or direct channels such
as call centres and the internet, the potential for conflict of interest does not exist because the
products and services are provided by only one company.

Therefore, a reasonable approach for the CCIR would be to clarify the proposed
recommendations by exempting agents and direct channels from any initiatives or guidelines
intent on addressing issues around the potential for a conflict of interest. It goes without saying
that agents and direct channels will continue to address consumers in a manner that supports
openness and transparency.

Second, competitive compensation arrangements generate greater competition between insurers
for access to broker markets. Commissions earned by brokers do not adversely affect the
consumer any more than commissions earned by individuals selling products or services in other
industries. Brokers have and will continue to act in the best interests of their customers with a
goal to sustain their independent business through excellent customer service and customer
advocacy. Regulation in the area of compensation packages would stifle the spirit and small-
business economics of the broker distribution channel, ultimately resulting in less choice for
consumers.

Therefore, a reasonable approach for the CCIR would be to continue to allow the open and
competitive market to regulate commissions, incentives and/or support packages for broker
intermediaries.

Finally, and certainly among the most challenging issues to address in our industry is defining
what is considered, ‘independence’ in the broker distribution channel. ACG believes that a strong
concept of transparency for the broker channel will necessarily provide consumers the
information they need to understand the nature of their relationship with their broker and their
transaction for purchase of insurance. The industry can well devise the necessary types of
transparency initiatives that support this goal, and indeed must do so themselves directly in
careful consultation with all necessary stakeholders, including consumers.

We also believe that actual regulation in this area may create both unnecessary costs and/or
impose restrictions on issues within the consumer’s experience of the purchase of insurance that
ultimately Canadian consumers are telling us are not the source nor cause of issues for them.

A critical distinction to make when considering broker distribution and “independence” is that the
nature of independence resides solely in the jurisdiction of capital share and/or financial
ownership and links. The volume of business a particular broker places with a particular insurer
is irrelevant, as the competitive market is fully at play.

.13





The broker can and will place a customer’s business with the insurer who provides the most
suitable coverage at an affordable price, regardless of market volumes. At ACG we believe that
for a broker to be truly independent, capital share or ownership ties must be less than 50 percent.
As a result, the volume of business with a particular insurer will have no bearing, as it cannot be
deemed codified by ownership or interest. In addition, competition would thrive and consumers
would benefit.

Therefore, a reasonable approach for the CCIR would be to create a definition of ‘independence’,
which clearly states that capital share, ownership or financial ties must be less than 50 percent in
order to enhance transparency and improve consumer confidence.

As the CCIR deliberates on these issues there is one additional point that should be highlighted.
ACG strongly supports an approach that would harmonize disclosure practices with the creation
of one set of guidelines for Canada. There is no need for regional discrepancies in disclosure
practices from a consumer’s perspective.

Allstate Canada Group is committed to working with the CCIR to create a framework for
transparency and disclosure that improves consumers’ confidence of the insurance industry. We
believe that agents and direct channels do not pose a potential for conflict of interest; that
regulating compensation and commission will stifle competition between insurers and provide the
consumer with less choice; and that clear and concise definition of ‘independence’ is necessary
for the broker channel, and that the consumer’s interest is best served if the experience of such
purchase with respect to transparency requirements is harmonized across all jurisdictions.

| appreciate the opportunity share our suggestions on behalf of Allstate Canada Group and |
thank you in advance for your measured and thoughtful consideration of these proposals.

Sincerely,






Industry Practices Review
Committee

Canadian Council of
Insurance Regulators

Response to Consultation Paper

August 1st, 2005
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Response to Consultation Paper

1. Introduction

The Policy Options proposed in the Consultation Paper fail
to recognize some important issues at hand:

§ the large size of some industry players and its
obvious potential to enable improprieties to occur;

§ the difference between commercial Insurance buyers
and consumers at large;

§ the potential hardship that can be caused to the vast
majority of Brokerage firms by the additional costs
resulting from the application of even more
regulation;

§ the impact of additional regulation on the price of
products;

§ the fact that performance linked remuneration is
completely ethical as opposed to volume, growth or
retention linked remuneration;

§ the lack of independence of many industry players.

We believe Regulators MUST be very careful not to bring
harm and chaos to an industry solely for purpose of
managing appearances. The objective of Regulators should
not be to maintain the appearance of propriety but propriety
itself.

Regulators must also be careful not to treat all market
players as guilty parties; let’s remember that the present
situation was brought about by the unethical activities of
only a handful of people and organizations.
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Response to Consultation Paper

The facts brought to light by the Spitzer affair were not the
doing of small or medium size organizations and their
employees. These actions were only possible due to the large
market shares controlled by the organizations guilty of
impropriety. Let us keep in mind that 99% of intermediaries
in Canada are small and medium size.

To use an analogy, when an individual commits a crime,
society does not send its cousins to jail. As the majority of
players in the industry are of modest size, it might be
appropriate to recognize they are not in a position to
replicate the actions uncovered in the Spitzer affair.
Consequently, it might be more a propos to devise Policy
Options to control large organizations rather than a whole
industry of innocent by-standers.

The size and market shares of large Insurance Brokerage
organizations allows them, as the case would be in any other
industry, to pressure their suppliers, namely the Insurers.
This pressure can come in many forms:

§ abuse of contingent commissions (as in the Spitzer
case);
bulk transfer of portfolios;
agreements dealing with services provided by Broker
to Insurer (contents imposed by Broker);

§ etc.
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Therein lies one of the real risks of impropriety, which in our
opinion, should be the target of any reform.

The lack of independence of many industry players is also
very conducive to potentially improper or unethical
behavior of industry players towards consumers in general.
Financial dependence on another entity or the promise of
financial support from another entity are very powerful
incentives and should not be ignored. The consumers’
interest, private and commercial alike, is more at risk of
being violated when the Insurance industry players
processing the transaction are financially linked.

We are also very mindful of the fact that ill-directed
regulation will not solve anything except changing
appearances. In addition, we fear it would needlessly
burden small and medium-sized players in the industry
with the additional costs required to achieve compliance.
These additional costs, depending on their extent, might put
some small Brokerage firms out of business, or be passed on
to the “consumer” either by the Insurer or by the Broker,
both of which are absolutely contrary to the objectives of
fostering competitive markets and providing products at
affordable prices.

The industry’s ability to provide products at affordable
prices is especially crucial to the Brokerage players at a point
in time when private and commercial consumers alike are
sending a very clear message to their Brokers about the fact
that they are outraged by the profits of Insurers. It would
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seem appropriate for Insurance Regulators to consider this
previous issue as well; after all, it would be regrettable to
cause an increase in Insurance prices for consumers and
commercial organizations alike, due to the imposition of
new but factually ineffective regulation.

We are troubled not only by the fact that the Consultation
Paper does not address some very important issues, but also
that it provides the same treatment for private consumers
and commercial organizations. In our opinion, they are
completely different in their knowledge of business dealings
and the selection of products they purchase.

Private consumers are at the mercy of their Brokers and
Insurers, since they are not as well informed of various
business practices, and since they do purchase standard
products of Insurers through an intermediary. An analogy
would be that of a consumer entering a store and choosing a
product off the shelf. As such, it is important to inform
private consumers with more diligence on certain issues
than one would commercial organizations.

When it comes to commercial organizations purchasing
Insurance products, the “store shelf” analogy cannot be
used. The complex and/or subtle nature of their needs
require in depth analysis by their Broker and the tailoring of
Insurance products. The role of the Broker is different in this
case as it entails more work and requires more knowledge.
As such, Commercial Brokerage should command higher
remuneration than personal lines Brokerage. In addition,
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Response to Consultation Paper

the business community is well attuned to numerous
business practices and, more often than not, negotiates their
Broker’s remuneration upfront. Therefore, it cannot be said
that commercial organizations purchasing Insurance are at
the mercy of their Broker and Insurers.
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2. Client’s interest

In view of the above, although we are not opposed to
codifying the client’s interest per se, we feel it is unnecessary
and will simply be an added expense. The reason for our
position is that all industry players are well aware of the fact
that the client’s interest MUST come first and that the vast
majority of them conduct themselves accordingly. In
addition, present industry regulation is already very clear in
that matter, although not always expressed directly.

Every industry sector and every profession will, on occasion,
discover unethical or illegal behavior by one of its members;
greed is unfortunately a human failure. The Insurance
industry is no more prone to this than other industries.

We feel that all industry associations should continue to
promote ethics relentlessly to their constituents.
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3. Performance-linked benefits offered to
iIntermediaries

As mentioned above, the Policy Options proposed with
respect to this topic are based on a false premise.

The risk of impropriety lies with large size intermediaries
who control large market shares, and therefore, with all
contingent remuneration which is linked to wvolume
(including retention, growth and pure volume), as it clearly
creates a conflict of interest.

It is important to note that the problems brought to light by
the Spitzer affair had nothing to do with contingent
commissions based on profitability. They were related to
volume and to the power exerted by large Brokerage firms
over equally large Insurers to be remunerated in a special
way.

Any reasonably informed third party will understand that
volume-linked benefits should be banned. They will,
however, also understand that profitability-linked benefits
are perfectly legitimate and acceptable and in no way
constitute a conflict of interest. How can profit sharing on
the total results of the portfolio placed with an Insurer on a
yearly basis even remotely be perceived as a conflict of
interest by a reasonably informed third party?
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The only parties who would be punished by a total ban of
contingent commissions are the small and medium-sized
Brokerage firms who do not have enough market share to
influence the market in any way. In addition, the large
firms, who are at the root of the problem, have already
chosen to renounce contingent commissions publicly in the
wake of the Spitzer affair.

The Policy Option proposing for example to set a maximum
dollar amount or a frequency regulation on contingent
commissions is mind boggling. Are we really protecting
consumers by selectively condoning a practice such as
volume-linked benefits? (Allowing the practice but only in
small doses???)

Furthermore, the power exerted by large firms can take
many forms and create not only the appearance of a conflict
of interest but rather an actual conflict of interest. One such
form is the outright transfer of a portfolio from one Insurer
to the other by a large Brokerage firm who wishes to receive
additional remuneration from Insurers.

Consequently, we feel any Policy Option should target only
volume-linked benefits (including growth and retention)
and should also address portfolio transfers in circumstances
other than the downgrading of an Insurer by rating agencies,
the change of ownership of an Insurer, or a broad and
sudden change in coverage imposed by an Insurer.
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Legislation or regulation should be introduced to restrict
Insurers from offering volume-linked (including growth and
retention) benefits to their sales intermediaries. This
restriction should be absolute. Profitability-linked benefits
should be allowed to continue without any restriction.

Legislation or regulation should also be introduced to
prevent large Brokerage firms from transferring portfolios of
Insurance in block from one Insurer to another, unless under
very specific circumstances (bankruptcy, downgrading of
Insurer, etc.). In other words, portfolios transfers should
only be allowed if they provide a benefit to Insureds first
and foremost. That an advantage would also be derived by
the Brokerage firm is fine, as long as the criteria regarding
benefit to the Insured is met.

Any regulation should be principle-based.
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4. Transparency of compensation, ownership and

other financial interests

Independence or lack
thereof

Enhancing disclosure with respect to compensation,
ownership or other financial interests is, in our opinion, an
effective method to make private and commercial consumers
aware of potential conflicts of interest and to give them the
opportunity of requesting additional information to make
decisions.

We definitely believe that any initiative in that area should
be industry-led for the simple reason that industry players
will understand the financial and administrative burden
associated with the proposed initiatives. Initiatives should
be applicable to all intermediaries, not only independent
ones, as the lack of independence is certainly conducive to
potential conflict of interest.

In our opinion, Brokers should be under obligation to reveal
either their independence or their ties to Insurers or
organizations of any type, be it with respect to ownership
(owning or being owned in total or in part) or to loans made
or received. The importance of their commercial dealings
with such Insurers or organizations should also be disclosed.
For example:

§ what percentage of a Brokerage firm is owned
directly or indirectly by an Insurer;

.
FoR
0 TR
BFL CANADA
i L
4;.'_-.'.'

The Loranzalll Seaup of Companias

12





Response to Consultation Paper

§ what percentage of a Broker’s business is placed with
a single Insurer;

§ loans made directly of indirectly by an Insurer to a
Brokerage firm and vice versa.

Evidently, the more important the commercial dealings with
one party, in comparison to total business dealings, the
stronger the possibility of conflict of interest.

The criteria for independence of an intermediary should be:

§ Total absence of ownership ties to any other
organization;

§ Total absence of loans or other financial advantages
from Insurers or other organizations;

8§ No commercial relationship representing in excess of
10% of their total sales.

Disclosure of independence or lack thereof should be made:

§8 by Insurers, by way of their respective websites and
by way of a cover page attached to each Insurance
Policy;

§ by Brokers, by way of their respective websites (as
applicable) and by way of a cover page attached to
each invoice.

We feel this type of disclosure would be an effective
deterrent to impropriety towards private and commercial
consumers alike. It would highlight potential conflict of
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interest situations and induce or at least strongly encourage
ethical behavior by industry players towards all consumers.

Compensation  With respect to disclosure of compensation, we believe:

§8 Insurers should disclose, by way of their website, the
range of commissions they grant Brokers for the
various lines of Insurance underwritten;

§ Insurers should disclose the terms of the contingent
commission remuneration they award interme-
diaries, by way of their website and by cover page to
each Insurance Policy;

§ Broker invoices to clients should bear a clear mention
of the fact that they are remunerated by way of
commission and/or fees and that any fees are shown
separately on the invoice.

As is clearly shown above, we believe Insurers should bear
the bulk of the responsibility for disclosure.

With respect to the actual amount received as remuneration
by intermediaries, we believe it is almost always irrelevant
to the client since clients tend to calculate the total
disbursement for Insurance and Brokerage services with one
Broker, and compare that amount with the total
disbursement if they had used another Broker.

In addition, most commercial organizations are well aware
of the remuneration possibilities for a Broker and when they
are not, have no qualms asking directly about it; in our
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experience, very few commercial clients question the level of
remuneration received by their Broker when they are
satisfied with the product and services purchased.

We therefore feel that as a general rule, it is not absolutely
necessary for clients to know the exact remuneration
received by their Broker.
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5. Conclusion

As professionals, we are well aware of the fact that the
client’s interest must come first and we are not against
additional transparency in the conduct of our business.

However, we feel the Policy Options proposed in the
Consultation Paper do not address the issues that actually
are problematic, such as the incredible economic power of
large Insurance industry players and its equally incredible
potential for conflict of interest or the lack of independence
of many industry players. We believe Regulators should be
concerned about regulation or practices that are intended to
prevent actual conflicts of interests or impropriety, as
referred to above, rather than to preserve mere appearances.

In addition, we feel that putting all players and consumers
in the same basket does not do justice to the situation in our
industry nor to all parties involved as it does not recognize
the varied needs of different types of consumers nor their
varied levels of sophistication.

If Regulators are intent on bringing about meaningful
changes to the Insurance industry, when it comes to
potential conflict of interest, we believe they need to
reexamine their objectives and formulate new Policy Options
with respect to contingent commissions and additional
Policy Options with respect to disclosure of independence or
lack thereof and with respect to the various forms of
economic pressure that large intermediaries can use to
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obtain remuneration from Insurers, in addition to up front
and profitability based contingent commissions.
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B.F. Lorenzetti & Assoc. Inc.
2001 McGill College Avenue, Suite 2200
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From: Julie L eefe <jlecfe@biebersec.mb.ca>

To: <SPaglia@FSCO.GOV.ON.CA>, <dahal @fsco.gov.on.ca>,
<ann.leduc@lautorite.gc.ca>

Date: 8/2/2005 11:34 AM

Subject: Disclosure in the Insurance Industry (to IPRC & CAPSA & CSA)

Asafully licensed financid planner and investment advisor (securities and insurance, in
Manitoba) | have aconcern with mideading (I believe) disclosure thet 1've encountered from
severd insurance companies (SunLife, GWL, Manulife) snce the Capital Accumulation Plan
guiddines were released in May/04.

The insurance companies have changed from disclosing net rates of return (after MER)
on fund offeringsin group plans, to giving GROSS historical rates of return when
bidding new contracts.

These gross higtoricdl rates of return are being compared to benchmarks which of course
carry no MER, so the comparison is mideading...it's not apples to apples...it's grossto
net, effectively.

Investment management fees (IMFs) are being disclosed, but not full management
expenseratios (MER), dl in.

Human representatives of the issuers are telling potentia group members that the cost of
ownership of fundsin the group plans are subgtantialy lower than funds they can buy
elsawhere (again disclosing IMFs only, not full MERS).

The answers thet I'm getting from the insurance companies when | query the inadequacy
of the above disclosures (versus MER dl-in) are:

o The plan participants will see net rates of return on their personaized statements
only (the consumer will see the net result after joining the plan and seeing results
after 1-2 years, a which time true MER may not be caculable if the employee has
been continuoudy adding to a holding during the year), and
They don't have to disclose MERS because they fal under the Insurance Acts, and

o The CAP guiddines are only guiddines and not mandatory, and

o Under the CAP guiddinesit is the plan sponsors who are responsible for
disclosing fund operating expenses (see page 10 of CAP guidelines), not the
respongbility of the supplier. | ask what are the sponsorsto do if the suppliers are
not disclosing dl built-in or embedded cogts to them, for example, in afund of
funds offering?

In short, it appears to me from my vantage point that the insurance companies have figured out a
way to fly under the radar screen of the intended spirit of the CAP guidelines, and I'm not
comfortable with it, asalicensed advisor.

Since CCIR has anew consultation paper out, in response to U.S. kerfuffle, | agreefully that itis
time to examine our own store and clean up from within. Please advise meif | should take my
concerns to my provincid regulators in Manitoba as well because | cannot St by on the Sddlines
on thisissue,

| thank you for consdering my comments, and particularly for including them in response to





Industry Practices Review Committee request for feedback. | have not read the 48-pg
consultation paper in full Smply because I'm busy trying to serve my clients (I've printed it and
scanned, but not read in full). 1 have been working on gathering info on the CAP disclosure
issue, though, ever snce | had a couple of dlients bring in their disclosure kits on group plansin
their workplaces (over the past 3-4 months). The misrepresentative disclosureis distressing to
me as an advisor.

JuieA. Leefe, CFP, R.F.P.

Bieber Securities Inc.
400 St. Mary Ave., Ste. #3801
Winnipeg MB R3C 4K5






August 3, 2005

Stephen Paglia

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, Ontario M2N 6L9

Dear Mr. Paglia

RE: CCIR/CISRO Consultation on Relationships
Between Insurersand SalesIntermediaries

| am writing on behdf of the Canadian Association of Direct Response Insurers (CADRI)
in response to the consultation document recently released by the joint CCIR/CISRO
Industry Practices Review Committee (IPRC) on the relationships between insurers and
sesintermediaries.

Before turning to the specific questions posed in the consultation document, CADRI
would like to make some comments of agenera nature. The efforts of the IPRC in
reviewing current industry practices have provided al stakeholders with important
information on how the Canadian insurance market actudly functions. The results of the
surveys, both IPRC’ s and the RIBO survey of brokers, document the nature and extent of
certain practices regarding insurer/intermediary relationships. Potentia regulatory
concerns are examined and various policy options for addressing them are discussed.

The IPRC ==t laudable goas for this exercise: to determine whether issues smilar to
those in the United States could arise in Canada, and to identify opportunities to enhance
public confidence in the Canadian insurance marketplace. CADRI believes that these
gods have aready been largely achieved, in that the U.S. issues were found not to be a
factor in the Canadian marketplace, and no evidence of illegd activity wasfound. While
there may be some outstanding issues relating to perceived or actud conflicts of interest,
these are limited and managesble. The RIBO survey of Ontario brokers smilarly
concluded that there was no evidence of undue “steering” of business because of
financid rdationships with insurers. These findings indicate strongly thet provincid and
territoria regulatory regimes governing intermediaries are working asintended. The
necessary controls dready in place through laws, regulations and voluntary undertakings
are having an effect in the market.
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Publication of the survey results aso helps to raise awareness of potentia conflict of
interest issues that could arise during an insurance transaction.

Given that thereis no evidence of illegd activity in the marketplace, CADRI does not
believe that it is necessary or advisable to initiate arange of new regulatory responses,
which will entail compliance and enforcement costs that do not seem justified in terms of
benefits to consumers. The practices identified as possibly contributing to a“ perception
of or actud conflicts of interest in the marketplace’ have not been shown to affect
consumersin any demonstrable way. While the report states that these practices “ may
have a negative impact on consumer confidence’, consumers have not been surveyed
about this. Moreover, some of the practices, such as non-monetary salesincentives, are
not used widdy in the P& C indudtry.

A risk-based regulatory approach was taken in devel oping the market conduct assessment
questionnaire, and it would seem that risk-based regulatory principles should apply to the
outcome, i.e., that more prescriptive, interventionist regulation should be directed at the
aress of highest risk in the insurance system. The CCIR/CISRO findings show that the
financid relationships between insurers and sdlesintermediaries is, in fact, an area of

lower risk. Most insurers have policies and procedures in place to mitigate potentia
conflicts of interest, and standard contracts are used with brokers sdlling their products.
While the use of contingent commissions is widespreed, they are too diffuse and paid

after long time lags to expect them to influence particular transactions.

Asthere was no clear problem identified, thereis no judtification for the range of
regulatory solutions identified in the consultation document. In some cases (e.g.
disclosure to consumers), voluntary measures have been adopted since the survey was
taken; these address the concerns raised in the paper, but are new. The consultation
document mentions building on these requirements, but CADRI believes they should be
in operation for at least ayear and then assessed before further requirements are layered
on top of them.

If it is determined by the IPRC that new policy responses as proposed in the consultation
document are necessary, then CADRI submits that it should be recognized that most of
the issues smply do not gpply to direct writers of P& C insurance. Thereis no conflict of
interest when an intermediary representsasingle insurer. The intermediary’s
remuneration will not vary based on the particular product sold. Nor isthere need for
gpecia disclosures to inform consumers of something ingpplicable to the transaction a
hand.

Following are CADRI’ s responses to the questions on pp. 15-17 of the consultation
document.





Policy Options

1. How do the policy options affect you (insurers)? Do the policy options alter
current intermediary relationships with insurers and consumers/clients
respectively and if so, how?

The policy optionswould have avariable effect on insurers. With respect to codifying
the priority of the consumer’ sinterests, there would be no clear-cut effect. This principle
dready underpinsinsurance saes through severa mechaniams, induding intermediary
codes of conduct, voluntary industry codes, and the Joint Forum'’s Principles and
Practices for the Sde of Products and Servicesin the Financiad Sector.

Disclosure options would likely have the biggest effect on insurers, but the impact would
depend on the content to be disclosed, who would make the disclosure, and how.
However, we do not believe any of the options fundamentdly dtersthe intermediary’s
relationship with ether insurers or consumers.

2. How would the policy options affect the existing methods of insurance
distribution?

CADRI’s concern iswith a particular form of distribution: direct response, which
involves cdl centers, direct mail and the Internet. The call center environment requires
scripts to be used and aso places a premium on brevity; calers smply will not stay on
the phone to listen to paragraph after paragraph of information not geared to their
immediate concerns. Thus, it is of paramount importance to direct reponse insurers not
to lengthen disclosures or include information that may serve to confuse consumers rather
than enlighten them. It would aso be troubling to have to make disclosures that do not
have any bearing on direct response digtribution; e.g., regarding financid relaionships,
compensation of intermediaries who are usudly employees of the insurers, and smilar
issues.

3. Arethe policy options the best means of accomplishing the objectives identified in
the consultation paper?

No, CADRI believes that the policy options presented are duplicative to some extent with
currently existing messures and/or are not commensurate with the problems/risks
identified. Given that no clear problem wasidentified, it would be appropriate to
continue monitoring the marketplace for evidence that confidence in the insurance system
is actualy being jeopardized before intervening.

4. Have the policy options overlooked any other approaches or considerations?





Yes. There are other possible approaches to enhancing public confidence, such as:
surveying consumer's, undertaking consumer education initiatives, and publicizing
information on regulator and company web sites rather than making it part of every
transaction. It would likely be worthwhile to survey brokersin other jurisdictions
(replicating the RIBO survey) before implementing new disclosure rules that do not
gppear, from the Ontario findings, to be necessary. With respect to the findingsin the
Quebec market, we understand that another consultation will be held in September to
consder issues there.

5. Asa consumer/client, do you feel your interests will be better protected by some
or all of the policy options.. . .?

N/A to CADRI.

6. Arethereany regional issuesor considerations such as different distribution
channels that have not been adequately considered?

See question #2 with respect to distribution channels.
Scope and Applicability

7. Thisconsultation paper proposes two potential approaches for determining the
scope and applicability of the policy options. Do you have a suggested approach
re scope and applicability?

It makes sense to gpply the policy options only to intermediaries who hold themsdlves out
to be independent, since they are the ones making a cdlaim that the public relies on.
However, it would be adminigratively cleaner to gpply any policy optionsto dl
intermediaries, across dl types of insurance and channdls, avoiding the issue of “who is
independent”. CADRI would support this broader gpplication as long as specific
provisons adlowed for the unique circumstances of direct response—e.g., disclosures
would not have to be made if an issue could not arise in the direct response sdes
environmen.

8. Should some or all of the policy options apply only to intermediaries that hold
themselves out as independent, or should they apply to all intermediaries?

See the answer to #7; CADRI has a particular concern about the disclosure requirements
that may be adopted.

9. Do you have any suggestions for describing or interpreting independence?

It will not be smple to identify which intermediaries are “independent”, particularly in
light of market trendsin recent years, when some brokers found themsdves losing
markets. In making this determination, CADRI believes that it would be useful to
remove al direct employees and career agents who represent only one insurer from the





“independent” category. While having more than one market may or may not be enough
to consider an intermediary to be independert, it might be ussful to indlude anyone using
the broker association logo, which has been heavily promoted as amark of independence
and way to differentiate brokers in the marketplace.

10. Some intermediaries provide additional servicesto insurersor to consumers on
behalf of insurers. Arethereany services .. .that may create conflicts of
interest or potential conflicts of interest?

CADRI does not believe that additional service arrangements, such as clams or policy
service, pose any problems regarding conflicts of interest.

Performance-Linked Benefits Provided by Insurersto Intermediaries

11. Isthe concept of performance-linked benefits sufficiently clear?
Yes.

12. Should performance-linked benefits be regulated and if so, how?

CADRI does not believeit is necessary to intervene in the workplace incentive programs
currently in use. In the direct-response model, most compensation paid to agentsis
sdary; there are typicaly some smal cash bonuses available for meeting sdes volume
targets. We aso undertake extensve training and ensure that employees understand their
obligations to assess client needs and provide sound advice. Asdirect writers, thereisno
possihility of aconflict of interest with respect to recommending one insurer’ s product
over another because of varying compensation.

13. Should the restrictions on performance-linked benefits be absolute or limited by
introducing appropriate controls and qualifications?

CADRI does not have comments on this.

14. In determining what constitutes a performance-linked benefit, should the relevant
rules be principle-based or compliance-based?

CADRI srongly favours principle-based regulaion. Compliance-based regulation will
likely lead to the need for repeated revisions as some players may seek to introduce new
benefits to get around exigting rules. It is more straightforward and codt- effective for
everyone if the rules are based on principles that can be gpplied to facts. That aso
minimizes the risk of regulatory variation across jurisdictions.

15. Some insurers offer services or assistance to intermediaries (e.g., office
gpace). While these services/assistance may not be linked to a specific
performance target, some may argue that they create a potential conflict of





interest. Do you agree that regulatory measures need to be introduced to address
this potential conflict of interest?

CADRI does not have aview on these other forms of assisance. These issues do not
arisein the direct response environment.

Disclosure

16. Thedisclosure option provides for differing levels of detail, timing and methods
of disclosure. Asan intermediary or insurer, do you anticipate any difficultiesin
complying with this option?

Y es, we would anticipate severd difficulties, including the length and complexity of new
disclosures; the requirement that some disclosures be in writing when our methods are
based on verba/dectronic interactions with customers, and the fact that some of the
information identified would be difficult to keep current. For example, financid
relationships change over time and may fluctuate as market vauations of companies do.
Similarly, ligts of intermediaries with whom an insurance company works would be

changing congtantly.

17. Isthe scope of the disclosure option broad enough to provide consumers/clients
with sufficient information to make informed purchase decisions? If not, what else
should be included? Do you have any suggestions as to how this disclosure option
could be structured so that is would be easier to under stand?

The scope of the disclosure option is arguably too broad. Given that thereis no evidence
that loans, ownership or other financid relationships have led to brokers “ steering”
businessin the RIBO survey, and the fact that thisinformation is both complex and
changing, CADRI does not bdieve it serves consumers well to require such disclosures.

With respect to the two options for enhancing transparency, CADRI would support the
second one, Industry-led Best Practices for Disclosure. However, rather than
immediately undertaking “an expansion” of the cooperative disclosure initiatives adopted
by the P& C insurance industry at the beginning of 2005, CADRI believes that those new
practices should bein place for at least ayear and then assessed before further
requirements are added. It should be noted that some companies have aready
implemented the new disclosures nationdly, rather than in Ontario only.

18. Asan intermediary or insurer, do you anticipate any difficulties disclosing the
guantum of any commissions and service fees associated with the specific
transaction, excluding any contingent commissions, expressed in dollarsand as a
per centage of the premium?

CADRI does not have any problems with commission and fee disclosure; it should be
noted, however, that our members do not generaly use this form of compensation.





19. Do consumers need to understand how an intermediary is paid for his/her
services (e.g., contingent commissions and bonuses) and how much in financial terms
the intermediary earns from the sale of a policy to a consumer? Isit relevant
information for the consumer?

It isimportant for consumers to understand how intermediaries are compensated (method
of remuneration). However, CADRI does not believe it is necessary for absolute
amounts to be disclosed. Consumers are able to comparison shop based on quotes for
certain insurance coverage. Thetota cost and value proposition are what isimportant,
not how much of the cogt is paid to the intermediary.

20. Are there any innovative methods of satisfying disclosure requirements that you
can provide that have not been considered in this consultation paper?

CCIR/CISRO could develop a standard statement that informs consumers of the issues
involved in financid relationships, or support a consumer group in creating their own
communications focusng on “mythsin insurance’, i.e, taking on areas that are
commonly misunderstood by consumers. Insurers and intermediaries could make this
and other information available on web stes, for consumers to accessiif they wish.

21. Arethere any alternatives to disclosure that regulators should consider?

Consumer education initiatives, continued monitoring of market developmentsin the
areas identified.

L&H Insurance

22. pertainsto L&H insurance
N/A to CADRI

Regulatory Compliance

23. Are the policy options cost-effective and enfor ceable?
The answer to this question depends entirely on the choices made under each option—
e.g., whether to focus on industry-led best practices for disclosure or develop new
disclosure regulaions; whether to ban or limit some or dl performance-linked benfits,

etc. Mogt would be enforceable, but we would question the cost-€effectiveness, given the
modest benefits for consumersin the absence of a clearly defined problem.

In closing, | would like to thank you for giving CADRI the opportunity to meet with
representatives of the IPRC last week. We hope that both the informal discusson and





these written comments will assigt the IPRC in making its recommendations to CCIR and
CISRO on the best course of action now with respect to intermediary/insurer
relationships. CADRI commends the IPRC for publishing the survey results; this has
provided a vauable service to the marketplace by shining alight on current market
practices and highlighting issuesthat dl stakeholders should be aware of as potentia
concerns. Please do not hesitate to contact meif you would like to discuss this matter
further.

Sincerdly,

Richard Evans
President
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July 29, 2005

To: The Canadian Council of Insurance Regulators (CCIR) and
Canadian Insurance Services Regulatory Organizations (CISRO)
Industry Practices Review Committee (IPRC)

Re: Relationships between Insurers and Sales Intermediaries — Discussion Paper

The Canadian Association of Financial Institutions in Insurance (CAFII) is comprised of
insurance companies licensed in all Canadian jurisdictions, which provide life, property
and casualty, travel, creditor, reinsurance and other insurance products and services.
CAFII members serve a major share of the Canadian insurance marketplace, collectively
protecting more than 10 million Canadians. CAFII members use an array of distribution
methods such as call centres, agents and brokers, travel agents, direct mail, the Internet,
and, for "authorized" products, branches of deposit-taking institutions. CAFII therefore
spans the insurance industry and is the only organization with members in all the major
lines of business. Our diversity enables us to take a broad view of the regulatory regimes
governing the insurance marketplace.

CAFII supports the initiative of CCIR and CISRO through the IPRC in undertaking the
project on relationships between insurers and sales intermediaries to identify
opportunities to enhance public confidence in the Canadian insurance marketplace. We
note that the two surveys conducted conclude that there is no evidence of illegal
marketing activity as found in the United States. Regulators, however, are concerned
about actual or potential conflict of interest that might make a sales representative bias
toward certain companies arising from:

a) Monetary and non-monetary incentives such as contingent commissions, and

b) Financial links between insurance companies and brokers

As an overview, CAFII supports the concept that regulators reviewed the marketplace to
ensure there was no evidence of marketing irregularities, particularly in light of problems
in the United States. Our first comment pertains to the need for a policy response. The
IPRC studies revealed that there are no major issues, and that the majority of companies
have a policy in place to mitigate conflict of interest. Nor have there been consumer
concerns raised over the insurance sales process. We further note that the RIBO study
concluded that there did not appear to be a “steering” issue among brokerages that have a
business relationship with a particular insurer in Ontario. CAFII therefore feels that it is
reasonable to conclude that there is no major problem in Canada and that there is,
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therefore, no need for a major policy response. This position is consistent with the
concept of risk-based regulation, such that there should be less focus on companies and
practices where there is less risk and more where problems exist. Given that the study
has shown this to be a low-risk concern, the policy response should be proportionate.

Notwithstanding the above, we understand that some consumers may have issues with the
traditional insurance distribution system. CAFII believes that the best way to control a
market is to allow the forces of competition to create pressure for superior service. We
believe that consumers would benefit from being able to receive information about
insurance from market participants that are in a position to help them, whether that is an
independent advisor, a broker, an agent, or a deposit taking institution. The competitive
pressures brought about by an expansion of insurance advisory channels would be an
incentive to the traditional channels to provide good service and be cost-effective;
achieving the result sought by regulators without the need for more regulation of the
industry.

With respect to the first policy option, to codify the priority of the client’s interest, CAFII
agrees with this direction. This concept is the number one principle in the Joint Forum’s
Principles and Practices in the Sale of Financial Products document which CAFII
supported. The Joint forum called for the Principles document to form the basis of
industry codes of conduct. We note that certain provinces have codes of conduct
administered by Insurance Councils, which require the interest of the client to be
paramount. CAFII would support harmonization of requirements in this area.

With respect to restricting performance-linked benefits, CAFII recommends against
making any changes to the rules. We see no reason for regulation of commission systems
as differing business plans allow companies to pursue different objectives in the
insurance market. If, however, regulators feel that some measure is required, CAFII
would not object to the elimination of travel benefits such as expense-paid trips to
remove a potential for sales-person bias. On the matter of contingent commissions, we
note that they are widely used by industry and so do not provide an advantage to place
business with one company over another.

On the transparency option, CAFII believes that there is sufficient disclosure now for
consumers to make an informed purchase decision. We further believe that too much
disclosure may dilute the effectiveness of this regulatory tool. If there is too much
information, people can become overwhelmed and may miss what is really important to
their purchase decision. Furthermore, it adds costs to the sales process that are ultimately
passed on to the consumer. Both the P&C and Life industries have recently made
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voluntary changes to disclosure. CAFII would support having industry work with
regulators to develop best practices on an industry wide basis.

We are also concerned that increasing disclosure requirements could jeopardize sales that
take place over the telephone. Increasing the length of a script has a negative impact on
the sales process, particularly if the customer does not believe that the additional
information provides a meaningful contribution to their purchase decision. Telemarketing
and call centres are increasingly important marketing and distribution channels,
particularly for those segments of the population that are currently underserved by
traditional distribution models. We would hope that the effect of any changes in
disclosure requirements would be neutral across all channels.

CAFII appreciates the opportunity to provide input to the IPRC. We have completed a
set of answers to the questions set out on page 15 of the discussion document in the
appendix to this submission.

We would be pleased to provide further comments or answer any questions you might
have.

Yours truly,

o

Cathy Honor
Chair
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Appendix

CAFII input to questions on pages 15-17 of the discussion document

Policy Options
The consultation paper proposed three policy options as follows
o Codify the priority of the client’s interest
e Restrict the use of performance-linked benefits (absolutely or subject to a
certain maximum amount)
o Enhance transparency of compensation, ownership and other financial links

1) How do policy options affect insurers? Do the options alter current intermediary
relationships with insurers and consumers/clients, and if so, how?

Codifying priority of client interest- This would not affect insurers current operations.
Restrict the use of performance-linked benefits - It is common practice for most large
companies in insurance and other areas, to offer sales incentives to encourage growth,
Restricting the use of incentives would therefore alter the relationship between insurer
and intermediary. We are concerned that removing incentives for intermediaries could
reduce productivity of the sales force and therefore result in lower standards of customer
service. If, however, regulators feel that some measure is required, CAFII would not
object to the elimination of travel benefits such as expense-paid trips to remove a
potential for sales-person bias. We see no reason for regulation of commission systems
more broadly as differing business plans allow companies to pursue different objectives
in the insurance market.

Enhance transparency of compensation, ownership and other financial links — CAFII
recommends that no further disclosure be required as consumers will be overwhelmed by
receiving an overabundance of information. We support having industry work with
regulators to develop best practices on an industry wide basis.

2) How would the policy options affect the existing methods of insurance
distribution?
Requiring further disclosure at time of sale is detrimental to direct/telephone sales as this
increases the length of the script.

3) Are the policy options the best means of accomplishing the objectives identified in
the consultation paper?
Codifying priority of client interest - CAFII supports the option to codify the client’s
interest. This concept is the number one principle in the Joint Forum’s Principles and
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Practices in the Sale of Financial Products document which CAFII supported. The Joint
forum called for the Principles document to form the basis of industry codes of conduct.
We note that certain provinces have codes of conduct administered by Insurance
Councils, which require the interest of the client to be paramount. CAFII would support
harmonization of requirements in this area.

Restrict the use of intermediary incentives — In general we do not recommend changes to
intermediary incentives. If, however, regulators feel that some measure is required,
CAFII would not object to the elimination of travel benefits such as expense-paid trips to
remove a potential for sales-person bias.

We do not support any move to regulate the compensation systems of insurers who utilize
employees or captive sales forces (agents) for the distribution of their products.
Consumers would have no expectation that such representatives are assessing competitive
offerings from other companies.

We do not view contingent commissions as an issue. Contingent commissions are
widely used by industry and so do not provide an advantage to place business with one
company over another. We see no reason for regulation of commission systems as

differing business plans allow companies to pursue different objectives in the insurance
market.

Enhance transparency of compensation, ownership and other financial links — CAFII
believes that the current level of disclosure is appropriate. Both the P&C and Life
industries have recently made voluntary changes to disclosure. To increase disclosure
may actually be a disservice to the consumer. If there is too much information, people
can become overwhelmed and may miss what is really important to their purchase
decision. Furthermore, it adds costs to the sales process that are ultimately passed on to
the consumer.

We believe that if a consumer wants information, he/she will ask and it would be part of
the sales process to answer a consumers’ question. Certain elements of the listed
information should be available, within reason, if requested.

4) Have policy options overlooked any other approaches or considerations? If so
please provide an outline of those approaches or considerations.

CAFII believes that the best way to control a market is to allow the forces of competition
to create pressure for superior service. We believe that consumers would benefit from
being able to receive information about insurance from market participants that are in a
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position to help them, whether that is an independent advisor, a broker, an agent, or a
deposit taking institution. The competitive pressures brought about by an expansion of
insurance advisory channels would be an incentive to the traditional channels to provide
good service and be cost-effective; achieving the result sought by regulators without the
need for more regulation of the industry.

5) As a consumer/client do you feel your interests will be better protected by some or
all of the policy options? Which policy options do you believe would offer the
most value in making insurance purchasing decisions?

6) Are there any regional issues or considerations such as different distribution
channels that have not been adequately considered?

See question 2,

Scope and Applicability

7) Do you have a suggested approach for determining scope and applicability?
We would make a distinction between those who hold themselves out as independent and
those who hold themselves out as a representative of a single insurance company if
regulators institute more stringent restrictions on performance-linked benefits and
disclosure. Such measures might be considered only for independent intermediaries for
whom consumers would hold the perception that they are shopping the market.

We would recommend that an intermediary be considered independent or company
linked depending on how they hold themselves out. If the business card shows that they
are a representative of a single insurance company, they would be representing that one
company. If they hold themselves out as representing more than one company or as a
representative of a brokerage or MGA, for example, they would be considered
independent.

8) Should some or all of the policy options apply only to intermediaries that hold
themselves out as independent, or should they apply to all intermediaries?

Codifying priority of client interest: CAFII recommends that this should apply to all
intermediaries.

Restrict the use of intermediary incentives: We do not support any restriction on the form
of compensation paid to those intermediaries who hold themselves out as a representative
of a single insurance company.

Enhance transparency of compensation, ownership and other financial links: Many of the
disclosure items will not be relevant to the consumer for agents who represent a single
insurance company. The detail on number of markets and quotations is not relevant nor
would a financial link have any relevancy for those who represent only one company. It
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would not be relevant information for a customer to know compensation information,
only total cost for the coverage which he could use to compare to other options.

9) Do you have any suggestions for describing or interpreting independence?
See question 7,

10) Some intermediaries provide additional services fo insurers or to consumers on
behalf of insurers. Are there any services provided by intermediaries that may
create conflicts of interest or potential conflicts of interest? If so do you have any
suggestions to address such conflicts?

Performance-Linked Benefits Provided by Insurers to Intermediaries

11) Is the concept of performance-linked benefits sufficiently clear?
Yes

12) Should performance —linked benefits be regulated, and if so, how?
CAFII does not see a need to regulate in the area of performance-linked benefits. Such
regulation would create costs of monitoring and compliance for regulators and could
remove incentives for intermediaries, potentially impacting productivity. CAFII would
not object to prohibitions on sales incentive travel and cruises for independent
intermediaries.

13) Should the restrictions on performance-linked benefits be absolute or limited by

introducing appropriate controls and qualifications ( eg setting a maximum dollar
amount)?

See question 12

14) In determining what constitutes a performance-linked benefit, should the relevant
rules be principles- based or compliance- based.

As noted in question 1, CAFII does not see a need to regulate in the area of benefits.
Such regulation would create costs of monitoring and compliance for regulators and
could remove incentives for intermediaries, potentially impacting productivity. However,
in general, CAFII would support principle-based regulation rather than regulation based
on compliance with specific rules. Principle-based regulation is more flexible to
changing market conditions and regulators can then ensure that companies have
appropriate controls in place.
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15) Some insurers offer services or assistance to intermediaries ( eg office space).
While these services or assistance may not be linked to a specific performance
target, some may argue that they create a potential conflict of interest. Do you
agree that regulatory measures need to be introduced to address this potential for
conflict of interest?

CAFII does not see the need for any further controls.

Disclosure

16) The disclosure options provide for differing levels of detail, timing and methods of
disclosure. As an insurer, do you anticipate any difficulties in complying with this
option? As a consumer, does this option provide information on intermediary
relationships with insurers that is meaningful and useful for insurance purposes?

We believe that the level of detailed disclosure as set out in Appendix 1 is not
warranted. We believe that providing to customers the names of all intermediaries an
insurer deals with will be extremely costly and will be of little, if any, value to the
consumer. It will also be a list that is constantly changing so will be administratively
difficult to maintain. One of our members for example deals with over 17,000
independent representatives. We are also concerned about revealing details of
compensation as this could be confusing and lengthy material that takes away
consumer attention from what is important to the purchase decision. We do not
believe that the representative should routinely reveal the amount of his commission.
This is not relevant to the purchase decision, and could potentially be misleading.

17) Is the scope of the disclosure option broad enough to provide consumers with
sufficient information to make informed purchase decisions? If not, what else
should be included? Do you have any suggestions as to how this disclosure option
could be structured so that it would be easier to understand?

18) As an insurer, do you anticipate any difficulties disclosing the quantum of any
commissions and service fees associated with the specific transaction, excluding
any contingent commissions, expressed in dollars and as a percentage of
premium?

In principle, CAFII does not support the insurer disclosing the amount of

commissions and fees associated with a specific transaction. This would be

confusing for consumers as the industry has many different levels of payment, some
of which may not be paid or calculated until after the sale to the consumer.

19) Do consumers need to understand how an intermediary is paid for his/her
services (eg contingent commissions and bonuses and how much in financial
terms the intermediary earns from the sale of a policy to a consumer?) Is it
relevant information to the consumer?
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The relevant financial information to a consumer is the total cost (ie premium) being
paid for coverage. This can be compared to other options. It is also relevant to know
whether a representative is paid by salary or commission. If a consumer needs further
information, he may inquire of his representative during the sales process, ie it can be
information that is made available on request, within reason, as part of providing
good service to a client.

20) Are there any innovative methods of satisfying disclosure requirements that you
can provide that have not been considered in the consultation paper?

21) Are there any alternatives to disclosure that regulators should consider?

We understand that the CCIR and other regulators are moving in the direction of risk-
based regulation. Such systems require that standards be set and that company
supervisors put in place systems to meet those standards. This approach is different
from the compliance-based system that sets specific rules that must be met. We
support a risk-based approach which is more flexible to changing circumstances of
different companies and which will help focus regulator attention and resources on
the areas of highest risk.

L&H Insurance

22) Should all L&H products be subject to the same requirements or are there
situations where exemptions should be permitted?

We recommend that requirements should focus on the individual retail life and health
market.

Regulatory Compliance

23) Are the policy options cost effective and enforceable?

We do not believe that the marketing of insurance products can be considered an
industry in crisis. Consumers have not been raising concerns in the areas being
addressed and the IPRC’s studies have shown that there are no major issues or illegal
practices in the industry. We therefore suggest that the policy response should be
proportionate and not create a costly regulatory burden.
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From "Sherry Denesha" <sherryd@ ayl orenterprises.conp

To: <gswanson@ sco. gov. on. ca>
Dat e: 8/ 4/ 05 12: 13PM
Subj ect : Consul tati on Paper on Rel ationshi ps Between I nsurers and Sal es

I nternedi ari es

August 4, 2005

M. Grant Swanson, Executive Director
Li censi ng and Market Conduct Division
5160 Yonge Street, 4th Floor, Box 85

North York, Ontario MN 6L9

Re: Consul tati on Paper on Rel ationshi ps Between |Insurers and Sal es

I nternedi ari es

Dear M. Swanson,

On behal f of the Canadi an Association of |Independent Life Brokerage Agencies
(CAILBA) and its menbers, we would like to thank you for taking the tine to
nmeet with us. W found the neeting productive and informative.

There were nunerous matters di scussed including the fact that the regulators
have not had any indication of bid rigging or inproper practices in Canada and
nore specifically, to the Canadian Life and Health Insurance Industry in
reference to fraudul ent, coercive and di shonest practices in the sale of

i nsurance products. The role played by CAILBA nmenbers in this industry is
very uni que and one that has expanded significantly over the past 30 years.
Qur formof product distribution is very different than the Property &
Casualty or Miutual Fund form of distribution

CAI LBA was fornmed in 1995 and incorporated in 1998, with over 40 nenbers
representing the Managi ng General Agents (MGA's), across Canada. MGA's are
pr of essi onal busi ness owners who are responsible for adm nistrative and





mar ket i ng support for thousands of brokers and nost mmjor Canadian Life

I nsurance carriers. W are responsible for recruiting, selecting and
contracting brokers with the various carriers represented by that MGA. The
internmediary is contracted directly with the supplier conpany after the MGA
has performed due diligence and recommends the intermediary to the supplier
conpany. The MGA is corporately and personally responsible for any conm ssion
charge back that may not be paid by the intermediary. MGA’s are al so invol ved
in continuing education, best practices, screening of business and support of
an in-force bl ock of business.

It is inportant to note that due to the highly conpetitive nature of the

br okerage market, commission rates for similar products are conparable and not
typically a deciding factor for internediaries when making a recommendation to
aclient. The life internediary does not have the ability to set the "rate"
or cost for the client as the supplier conpanies establish the rates. The

i nternedi ary ensures that the bal ance between the client's needs and the
appropriate products are net.

The Life and Health Insurance Industry is very conpetitive and brokers dea
with many conpanies in order to do the best job for the client. As such

busi ness is often spread anpngst several carriers and the opportunity for a
broker to qualify for performance-linked benefits is difficult because of the
| evel s of qualification set by the conpanies. The CAILBA nenbers do not see
or believe that these "incentives" influence the advice or recommendati on of
any particular conmpany. Convention participation is usually limted to the
producer and spouse and a T4A is issued to the producers, as attendance is a
taxabl e benefit. It is also inportant to note that the majority of these
conferences have a significant educational content.

The CAILBA nenbers are very proud of their reputation in the industry and of
t he brokers who deal with them The nature of the sale of life insurance is
very personal and as such the brokers may know nore about their clients than
anyone else in the financial industry. There are nmany exanples of a single
brokers dealing with three generations of a famly. It is exanples like this
that indicate that a trust has to be built and honoured for this to happen
This is where a very inportant distinction nust be made. Regardless of the
nmet hod of distribution a Iife insurance conpany nakes, the price for the
client will remain the sane. Since the relationship of the client/broker is
long-term it is inperative that the broker bal ances the need of the client
with the right product.

CAl LBA nenbers and the Brokers that we do business with val ue consuner
protection and strive to nmeet the needs of the consuner at all tines.
Conpl i ance and proper sales techniques are of paranount inportance when the
product sold, is sinply a promise to do sonething in the future. Qur nenbers
and their brokers realize this and take this responsibility very seriously.





M. Swanson, we hope we have addressed all the concerns in the Consultation
Paper on Rel ati onshi ps between Insurers and Sales Internediaries. Should you
have any questions, please don't hesitate to contact nme at 905-731-1984.

Si ncerely,

Canadi an Associ ati on of Independent Life Brokerage Agencies

Mari - Jayne Wbodyat t

Pr esi dent
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Version: 7.0.338 / Virus Database: 267.9.7/60 - Rel ease Date: 7/28/2005
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The Canadian Association of Mutual Insurance Companies commends the Canadian Council of
Insurance Regulators (CCIR) and the Canadian Insurance Services Regulatory Organizations
(CISRO) for establishing the Industry Practices Review Committee for the purpose of conducting a
review of the relationship between insurers and insurance sales intermediaries.

The Canadian Association of Mutual Insurance Companies (CAMIC or the Association) is a national
trade association for property and casualty mutual insurers in Canada. It provides information,
research, advocacy to its members and negotiates supply agreements. The Association promotes a
strong, healthy and competitive insurance market and supports regulatory efficiency and legislative
changes which are in the interest of all policyholders. The present membership of CAMIC includes
98 mutual insurers from coast to coast, a significant portion of the total 200 p&c insurers competing
on the Canadian market.

Mutual insurers are owned by their policyholders and most of them operate under the one member,
one vote principle. The policyholders elect the board of directors of their company. Mutual insurers
are renowned for their strong balance sheet and their community involvement. Most Canadian mutual
insurers are based in small communities.

CAMIC conducted its review of your consultation paper under the following guiding principles:

1) to ensure that the Canadian insurance industry continues to be truly competitive;

2) to ensure that the Canadian insurance industry meets the current and future needs of Canadians
by offering a full range of products and services at reasonable prices and in a manner acceptable
to consumers;

3) to establish a proper balance between legislation, regulations and policies aimed at protecting the
consumer and the objective of maintaining an efficient and effective regulatory system.

CAMIC understands that the CCIR/CISRO’s main objective for conducting a survey of the Canadian
insurance industry late last year was to determine if any of the indictable activities that took place
earlier in the U.S. insurance industry were present in Canada’s insurance industry. Your secondary
objective was to identify opportunities to enhance public confidence in the Canadian insurance
marketplace.

The Association is pleased but not surprised with the main conclusion of your survey that: “No
evidence of any illegal insurance related activity was found.” That conclusion in itself should go a
long way towards enhancing public confidence towards Canada’s insurance industry. The very fact
that the CCIR/CISRO decided to conduct a survey of the Canadian insurance industry in the wake of
the U.S. findings was sufficient in itself to decrease public confidence in the Canadian insurance
marketplace.

Your consultation paper further reports that some current business practices may contribute to a
perception of or actual conflicts of interest that may have a negative impact on consumer confidence
in the insurance marketplace. Among your findings specific to the p&c insurance industry, the
following are of particular interest to CAMIC:

- More than two-thirds of insurers in Canada offer contingent commissions to their agents or
brokers; and





- More than half the companies report having loans, ownership and other similar financial
relationships with sales intermediaries.

The Association supports your objective of reducing the opportunity for actual and potential conflicts
of interest in the marketplace and of promoting consumer confidence while respecting the business
objective of insurers.

The consultation document published by Industry Practices Review Committee (IPRC) invites
comments on the policy options presented in the paper and invite suggestions for additional policy
options.

As mutual insurers, we do not have a conflict of interest between our owners and our policyholders
as our owners are also our policyholders. Our role as providers of insurance products to our owners
is to offer the products that they demand at a price as close as possible to their actual (short and long
term) cost and delivered in a manner acceptable to them. Mutual insurers’ products are mostly
delivered through agents and brokers and your review is bound to have an impact on them.

In your document, you offer a series of policy options. They are addressed below in the order you
presented them.

Codify the priority of the client’s interest

Because of their ownership relationship with their policyholders, mutual insurers have always
included in their operations the elements of a code of ethics for board members, employees and
agents, code of ethics that goes much beyond a simple conflict of interest declaration. More recently,
CAMIC has formulated a code of ethics which mutual insurers were invited to formally adopt. Should
provincial regulators require by legislation that the client’s interests be placed above those of the
agent, mutual insurers would only have to adopt a code of ethics identical to that required by
provincial governments or simply adapt their code of ethics to meet the requirements of the provincial
legislation/regulation. We therefore support codifying the priority of the client’s interest.

Restrict performance-linked benefits

Mutual insurers are the guardians of the assets that have been built by past generations of
policyholders/owners. Guarding these assets means charging the right price for the risk that insurers
decide to underwrite and leaving aside those risks that are losing propositions. Such an outcome can
only be attained through hard, collaborative, and often additional work performed by sales
intermediaries and the company’s underwriter. Compensating sales intermediaries based on their
volume of business only would likely not generate the right outcome. It is therefore not surprising that
most insurers do provide contingent commissions to agents and brokers based on the profitability of
their portfolio. Profit-based contingent commissions have their raison d'étre and should therefore
be maintained.

The same cannot be said, however, about volume-based contingent commissions or bonuses
offered to brokers as these favour steering the business to a particular company at the expense of
other insurers and potentially at a cost to the policyholder. Volume-based contingent commissions or
bonuses should be prohibited.






Similarly, growth and retention contingency commissions or bonuses are intended to bring and
maintain volume of business with a particular insurer at the expense of other insurers and potentially
at a cost to the policyholder. Growth and retention contingency commissions or bonuses should be

prohibited.

Equally disturbing are contracts between insurers and brokers under which the broker is required to
bring a large level of business to the insurer to be allowed to do business with that insurer. When
the insurer in question offers a wider range of products in a region than its competitors do, the high
volume requirement does in fact “force” the broker to bring that level of business to the insurer if the
broker wants to be able to serve the diverse insurance needs of his/her clients — the high volume
requirement becomes an anti-competitive practice by the insurer. This being said, we are not against
a reasonable volume requirement of say $250,000, i.e. a volume necessary to make the relationship
financially viable between the company and the broker. Also, a number of insurers include clauses
of first refusal in their contracts with brokers should the broker wish to sell his/her business. Such
clauses of first refusal have the effect of bringing to one insurer the business formerly spread among
many insurers — another anti-competitive practice. Large volume requirements and clauses of first
refusal in insurer/broker contracts should be prohibited.

Enhance transparency

While it is difficult to be opposed to enhance transparency, let us suggest that the policyholder, and
the consumer in general, suffers from information overload and that not all policyholders (consumers)
are able to spend the time necessary to appreciate and interpret the information provided to them
with respect to compensation level, types of compensation, financial relationship between the broker
and insurer, conflicts of interest, etc. and act accordingly. Rather, the policyholder (or consumer)
expects the licensing and/or regulatory authorities to disallow certain types of compensation,
ownership interest between the insurer and the broker, and conflict of interest and to fine those who
are caught failing to meet those requirements.

In section 7 of your document, you highlight a number of questions under the headings “Policy

Options”, “Scope and Applicability”, “Performance-Linked Benefits Provided by Insurers to
Intermediaries”, “Disclosure”, “L&H Insurance” and “Regulatory Compliance”. You ask that we use
these questions to help structure our suggestions and comments. Our recommendations above are

repeated below as a response to the appropriate questions.

Q.3
The requirement by legislation or regulation that the client’s interests be placed above those of the
intermediary or any third party is appropriate for both agents and brokers.

Legislation or regulation could be introduced to restrict insurers from offering certain types of
performance-linked benefits to their brokers. The performance-linked benefits that should be
prohibited include volume-based contingency commissions or bonuses, growth-based contingency
commissions or bonuses and retention-based contingency commissions or bonuses. For their part,
profit-based contingency commissions or bonuses should be allowed.

Q.4
The policy options overlooked contracts between insurers and brokers. Large volume requirements
constitute an anti-competitive practice and should be prohibited. However, we are not against a






reasonable volume requirement of say $250,000, i.e. a volume necessary to make the relationship
financially viable between the company and the broker. Similarly, clause of first refusal should be
prohibited as they favour selling the brokerage business to a given insurer thereby steering business
away from other insurers.

Q.8
All policy options, except codifying the priority of the client’s interest, should apply to the brokerage
distribution channel only.

Q.12

Yes, legislation or regulation could be introduced to restrict insurers from offering certain types of
performance-linked benefits to their brokers. The performance-linked benefits that should be
prohibited include volume-based contingency commissions or bonuses, growth-based contingency
commissions or bonuses and retention-based contingency commissions or bonuses. For their part,
profit-based contingency commissions or bonuses should be allowed.

Q.13

The restrictions should be absolute for volume-based contingency commissions or bonuses, growth-
based contingency commissions or bonuses and retention-based contingency commissions or
bonuses.

Q.14
The rules should be compliance-based.

Q.15
No.

Q.16

While it is feasible for insurers to comply with this option, we do not believe that this option provides
information on intermediary relationships with insurers that is meaningful and useful for an insurance
purchase. We are against implementing this option as the implementation of the other options makes
this one redundant.

Q.18
We do not have a technical difficulty in disclosing the quantum of any commissions; however, we do
not see the benefit of disclosing that information. We are against implementing this measure.

Q.19
This is not relevant information for the consumer.

Q. 21
The alternatives to disclosure are included in the other options of your consultation document.
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Why survey SMES on insurance?

¢ Pressure from CFIB members

+ Escalating concerns about premiums,
coverages, communications, etc.

¢ Impact felt by SMEsin all regions/all sectors
+ Need to understand impacts
+ Undertook consultations in designing survey





Input costs are #1 external factor
affecting business performance

Input costs

Gov't regulations
Customer demand
Competition

Tax levels

Labour availability
Border crossings

Access to bank financing
Interest rates

Access to technology b
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CFIB Insurance Survey

¢ Conducted between March and May 2002
+ 8,181 business owners responded
¢ All regions, all sectors

¢ Main Focus: the role of broker/agent, carrier and
SME client in managing insurance costs
+|nsurance coverage
oBroker-SME client relationship
+3Service satisfaction levels
oPremiums
+Claims experience
+Banksin insurance





Commercial

Personal

Extent of Coverage

Business interruption

"Small Business" package

% response
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High cost and lack of suitable
plans are main reasons for lack of
|NSUrance coverage

0-4 5-19 20-49 50-99 100+
Size of firm (# of employees)

High cost

Refused coverage
Unable to access a suitable plan






High cost remains top issue

regardless of sector
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Manufacturing
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Business services
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Majority of SMIES use Brokers

How do you typically purchase insurance for your business?

Ontario 84 144
Quebec g3l 1008
Manitoba 79 194
Nova Scotia 76 222

British Columbia 75 222
Saskatchewan 74 23
New Brunswick 72 258
Alberta 72 27

P.E.I. 57 3N
Newfoundland 55 34 E
CANADA I 188
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% response

Through a "Broker"

Through an "Agent"
Directly from insurer






...but Brokers are somewhat less
popular with SMEs that are:

¢ Veary small (74%, fewer than 5
employees)

¢ Young (67%, in operation for 1 year or
|ess)

¢ Agriculture (64%)

¢ Retall (74%)

¢ Rural (74%)





Nine out of ten established SMES
have a longstanding relationship
with their broker

10 years or more

(90.5%) \

.1 to 2 years
(0.7%)

Under 1 year
(0.3%)

SMEs that have been in business for 11+ years and use a broker





Overall Service Satisfaction

Through a "Broker"
Through an "Agent"

Directly from insurer

% response

Very satisfied
Somewhat satisfied
Somewhat dissatisfied
Very dissatisfied

HEEN






Majority of SMEs are satisfied
with their broker...

Shops for best coverage/rates

Provides assistance during a claim

Informs about types of insurance

Explains details of my coverage

% response

Very satisfied Somewhat satisfied
Somewhat dissatisfied Very dissatisfied
Not provided






...but brokers have much room for
|Mprovement In some areas

Informs me how marketplace impacts
my premiums

Helps me identify potential hazards
to reduce risk

Advises me how to manage premiums

0 20 40 60 80 100
% response

B Very satisfied Somewhat satisfied
B Somewnhat dissatisfied |:| Very dissatisfied
Not provided
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Change In Insurance Premiums,
Commercial

Auto

Decrease 7.9%
No change 22.6%

Decrease 5.0%

Property (incl. liability) No change 19.9%

Decrease 4.0%

Business interruption No change 29.5%

. Decrease 5.1%
Small Business package No change 20.2%

| | | | | |
0 20 40 60 80 100
% response

Up 1-19% Up 20-49%
Up 50-99% Up 100% or more

Responses for those SMEs that either had no change to their policy, or either had their
deductible increased and/or a deletion of coverage.






Change In Insurance Premiums:
Personal

Decrease 8.0%

Auto No change 26.1%

Decrease 5.8%

Property (incl. liability) No change 28.8%

| | | | | |
0 20 40 60 80 100
% response

Up 1-19% Up 20 or more%

Responses for those SMEs that either had no change to their policy, or either had their
deductible increased and/or a deletion of coverage.





Changes to insurance policy
In addition to premium hikes

None — 1.5
Additional coverage — 24.2
Higher deductible 1.8 Onein three
SM ES appear
Deletion of coverage 13.2 to be paying
more and

Lower deductible —

}1 getting less

0 10 20 30 40 50 60
% response





Written notification 1n advance of
all changes to insurance policy

Yes, | was notified 30 days

or more in advance

Yes, but | was notified "less" than
30 days in advance

No, | was not notified at all

22

|
0

20 40 60
% response





I notified, were you provided with
an explanation for all the changes

Notification on time Late notification
(30+ days in advance) (Less than 30 days)

Yes (90%) Yes (80%)

N N

f
No (10%) I

No (20%) -






Majority of SMIEs had no
INSurance claims in past year

Newfoundland — 83
P.E.l. 1 80
Nova Scotia — 76
British Columbia — 74
Ontario 72
New Brunswick — 72
Alberta — 71
Saskatchewan — 70
Manitoba — 69
Quebec 68
CANADA - >
| | | | | |
0 20 40 60 80 100

% response





Most claims tend to be auto

Alberta
Quebec

New Brunswick
Manitoba
Saskatchewan
Ontario

Nova Scotia
British Columbia
P.E.I
Newfoundland
CANADA

| | |
10 15 20
% response

D Bus. int. Property/liab. Auto

25





Satisfaction with I nsurance Co.
Auto Insurance Claim

Professional treatment during claim
Prompt response to your claim

Fair settlement of claim

0 20 40 60 80 100
% response

Very satisfied Somewhat satisfied
D Somewhat dissatisfied Very dissatisfied





Satisfaction with Insurance Co.
Property/Liability Claim

Professional treatment during claim
Prompt response to your claim

Fair settlement of claim

0 20 40 60 80 100
% response

Very satisfied Somewhat satisfied
| | Somewhat dissatisfied Very dissatisfied





Satisfaction with Insurance Co.
Business Interruption Claim

Professional treatment during claim

Prompt response to your claim

Fair settlement of claim

33 32. 22
| | | | | |
0 20 40 60 80 100
% response

=

Very satisfied Somewhat satisfied
D Somewhat dissatisfied Very dissatisfied





Less than half of business owners
snop around when buying insurance

Manufacturing — 47
Hospitality, pers. services — 47
Retail — 45
Primary — 44
Trans. & comm. — A4
Construction — 43
Wholesale — 43
Community services — 37
Business services — 36
Agriculture — 35
Fin., ins. & real est. 20

CANADA ﬁ
|
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Not all business owners attempt to
negotiate better policy terms...

Successful attempt hzo

Unsuccessful attempt — 20
| | | |
0 20 40 60

% response





... lower premiums are the most
likely outcome of a successful
negotiation

70 — 68
60 —
50 —
40 —
30 —
20 —

10 —

Premium Coverage Deductible





Overall findings

+ High cost/lack of suitable plans are concerns

& Broker use iswidespread/strong loyalty and
satisfaction levels...but what does the future hold?

¢ Premium Increases: better communications,
justification, impact on the SME economy

¢ Claims satisfaction generally favourable, but room
for improvement

¢ Need for business owners to shop around, attempt
to negotiate better terms
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Executive Summary

The ability for SME owners to achieve their goals is highly dependent on a strong, competitive financial
services sector. Whether it be convenient access to banking services that are competitively priced or the
availability of insurance that fits the needs and budget of small businesses, access to financial services is
critical to the continued future success of the SME sector and to the health of the Canadian economy.

In his 1998 Task Force's review of the financial services sector, Mr. Harold MacKay concluded that there
was at that time too little competition in the provision of banking services to the small business market.
CFIB agreed with this assessment and, unfortunately, feels even more strongly about this issue today. CFIB
survey findings show that the major banks have not yet demonstrated that they are better able to serve the
SME market than they were in 1998. The overall level of competition in the banking sector has not
increased in recent years—at least not in terms of servicing the small business segment of the economy.
Banks continue to focus their efforts on increasing the number of ATMs—at the expense of fewer full-
service branches.

The issue of Property and Casualty (P& C) insurance for small business is also a critical issue facing SMEs.
Business insurance has been identified as a top issue of concern with CFIB members, not just with respect
to high costs but also on the availability of business insurance policies tailored for the SME market. While
there are some limited alternative means of financing some businesses without resorting to bank financing,
there are no alternatives to business insurance. A business owner either obtains proper insurance coverage,

or faces the consequences of not being properly insured. Depending on the specific business sector,
government legislation, as well as lenders, often require a business to have specific insurance coverage.

Hence, business ownersreally have no choice but to obtain business insurance, often at astronomically high
premiums rates. The fact of the matter is that fair access to competitively-priced insurance and banking
products are vital for the future success of Canada’ s entrepreneurs.

To help the banking and insurance sectors better serve their SME clientele, CFIB offers the following
recommendations:

Banking:
- The federal government should not allow major chartered banks to merge with each other given
the current level of competition in the banking industry.

The federal government should collect andreport publicly additional information specific to the
banking sector’s competitive status.

The banking Code of Conduct should be consistently enforced to ensure that, at a minimum, the
existing measures are implemented and to develop additional standar ds designed to improve
overall service levelsto the small business community.

Business | nsurance:

The federal government should undertake areview of P& C insuranceissues affecting the SME
sector.

Additional information and statistics should be collected and reported publicly on business
insurance.

The P&C insurance industry should work with government and the CFIB to develop and
implement, in a timely manner, its own voluntary Code of Conduct to help improve the overall
service levelsto the small business community.





I ntroduction

This brief is composed of four main sections. The first part outlines the importance of the
SME sector to the overall economy. The second section deas with banking issues
affecting the SME sector. Given the time constraints, however, we will not be presenting
a comprehensive report on the banking industry. CFIB’s views on banking issues are well
documented. In fact, CFIB presented its views on bank mergers to this Committee on
November 25, 2002. We will however highlight some key findings from our most recent
review of the banking sector as we believe it is important to this Committee's
deliberations. The third part of this brief focuses on the impact of business insurance
issues on the SME sector. The final section outlines recommendations with respect to
banking and insurance.

The SME Sector: Canada’s Engine of Economic Growth

A strong small and medium-sized enterprise (SME) sector is the key to a successful,
prosperous economy. Estimates based on Statistics Canada data indicate that Canada’'s
SME sector accounts for close to half (43 per cent) of the gross domestic product
(GDP)—a clear indication that all segments of the economy and society are affected in
one way or another by small business. Despite the constantly changing business
environment, the focus of Canada's entrepreneurs has never wavered: to take the
initiative of starting and growing their own businesses and make a solid contribution to
their communities in the form of jobs and economic growth.

The SME sector is a very accurate indicator of what is going on in the Canadian
economy. Figure 1 highlights the CFIB Index that is based on survey data about our
members 12-month expectations for their own business and compares it to changes in
the GDP. As the graph shows, there is a very close relationship between the two lines,
which is hardly surprising since independent business owners report what they know
best—their own business.

Figure 1:
SMEs—Barometer of Economic Growth
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Banking on the Future of SMEs

Unfortunately, some disturbing trends in Canada's financial sector have emerged during
the past severa years that have limited Canada's entrepreneurs in achieving their full
potential. With respect to banking, there have been several failed merger attempts in the
late 1990s by the major chartered banks. There is also the disturbing trend of bank branch
consolidation throughout the country. In terms of public policy, the federal government
has focused on developing merger review guidelines. The banks, however, have not
demonstrated their ability to better serve their small business clientele. To the contrary,
independent business owners have not seen any major improvement in banking
competition. CFIB’s October 2003 report “Banking of Competition” confirms this
finding and points to the need for banks to better serve the SME market before
government policy alows Canada s major banks to merge with each other.

Despite these efforts by the federal government to boost competition, not much has
changed in the banking industry to better serve small business. In fact, for the vast
majority of independent business people, the overal level of competition in the financial
services sector in their local community has not changed in the past three years. Overall,
survey respondents stated competition has either stayed the same (69 per cent) or
decreased (16 per cent); only 15 per cent of business owners have seen competition rise
(see Figure 2).

Figure 2:
Change in overall competition in banking industry during past 3 years
(2000-02)
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Source: CFIB, Banking on Competition: Results of Banking Survey (October 2003), based 9,565 responses

Since the 1980s, the banking industry has placed a heavy emphasis on changing the ways
consumers and businesses conduct their banking. Automated teller machines (ATMs), the
telephone and the Internet have al been used by the banks to steer their clients away from
their local branch. In abroad sense, the banking industry’ s overall objective was twofold:
(i) to offer their clients greater convenience and constant availability of services; and (ii)
to lower their costs in delivering services. The banks have lowered their wsts through
mostly electronic service delivery, but to the detriment of many of their clients.





Business owners preference in how they want to conduct their banking is
straightforward: through a branch that is conveniently located and offers the full
range of services essential to operating their business. More than three-quarters of
respondents (77 per cent) stated that a full-service local branch is very important to
running their business, while 17 per cent indicated it is somewhat important (see Figure
3). Only 6 per cent said access to a branch is not important. There is significantly less
importance given to alternative banking methods, such as ATMs, the telephone and the
Internet. This is because the range of services provided through these methods is
restricted and do not allow access to basic banking services such as financing and cash
management.

Figure 3:
Importance of methods of accessing banking services
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Source: CFIB, Our Members’ Opinions Survey #56, preliminary datafor January 2005, based 1,641
responses

The significance of the bank branch is even more evident for SMEs based in rural
parts of Canada compared to those in urban centers. Eighty-six percent of SMEs in
rural regions cited access to bank service at a localy-based full service branch is
important to their business compared to 76 per cent respondents in urban centers. This is
an especialy troublesome finding given that banks have focused much of their branch
consolidation efforts in rural parts of Canada.

According to Bank of Canada data, loan activity for amounts under $200,000 has
remained stagnant but larger-loan activity of $200,000 or more has increased
significantly (see Figure 4). Considering that the majority of small businesses that have
loang/credit lines are for amounts under $200,000, aggregate bank loan activity for small
businesses has not grown in the past few decades. In fact, adjusting the data for inflation
shows that small-loan activity has actualy declined since the 1980s, while lrger-loan
activity increased.






Figure 4:
Chartered Bank Lending to Business
(Authorized Loan Limits)
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The demand for bank financing within the small business sector continues to fall.
Compared to previous years, fewer and fewer small businesses are applying for
financing. Survey data from 2000 and 2003 shows that only 60 per cent of business
respondents applied for either aterm loan, new line of credit or anincrease in an existing
line of credit during the previous three-year period (see Figure 5). In 1987, the
corresponding figure was significantly higher at 73 per cent. The low demand for
financing is even more evident among very small businesses and firms in the retail and
servicesrelated sectors.

Figure 5:
Share of SMEs that applied for financing in previous three-year period
(2000-02)
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The decline in bank financing for the small business sector has been steady, without
interruption since the late 1980s. Most importantly, fluctuations in the overall Canadian
economy during this period do not appear to be a factor. One would expect the overal
demand for small business bank financing to rise during high economic growth periods,
and fall during times of low growth. But this relationship appears to be absent indicating
that other factors are at play. A partial explanation is that during the recession in the early
1990s, the banks called in lines of credit to their small business clientele as a way to get
their houses in order. As a result, those small business owners who were abandoned by
their bank are reluctant to put themselves in that situation again.

The client-bank relationship is of paramount importance when it comes to loan
applications being accepted or rejected. Simply put, the higher the turnover rate of
account managers at the same bank, the higher the loan rejection rate. For example, close
to one third (31.7 per cent) of businesses with four or more account managers in the past
three years had their loan application turned down by their bank (see Figure 6).

Figure 6:
Loan Rejections Rates, by account manager turnover

The higher the account

31.7
200 2 manager turnover rate, the
150 14 higher the loan rgjection rate.
11.4
10.0 {
nl
0.0-

2
One Two Three Four +

% clapplival o e ecled

# account managers in past 3 years

Source: CFIB, Banking on Competition: Results of Banking Survey (October 2003), based 9,565 responses

Previous CFIB survey data has consistently demonstrated the importance of the account
manager to various aspects of a bank’s relationship with the small business client,
particularly the strong correlation to the loan rejection rate and overall higher costs of
financing. Unfortunately the survey data show that the major banks are still not retaining
account managers with their small business clientele long enough to continue to build on
the client-bank relationship. More and more small business owners must deal with far too
many new faces at their bank. This is primarily the result of career opportunities within
the bank provided to account managers or the multi-staff approach adopted by some
banks. New account managers are not fully aware of the track record of the owner, the
history of the business, the dynamics of the industry sector, etc. As aresult, banks are not
capable of fully understanding the specific needs of the small business client in order to
evaluate loan applications in a fair and informed manner. The implications of high
account manager turnover are far reaching, affecting virtually every maor aspect of the
bank-client relationship. Whether it is a loan rejection, high service charges, or higher





bank financing costs, a small business has nothing to gain and everything to lose when its
own bank keeps replacing their account manager.

The size of the business is dso a maor factor
affecting the likelihood of a loan being rejected. | The smaller the business, the
In general, the smaller the firm, the higher the higher the loan rejection rate.
incidence of aloan application being rejected. For
example, the loan rejection rate ranged from 23.3
per cent for the smallest businesses to 3 per cent
for larger businesses.

A gignificantly smaller portion of the small business community is applying for bank
financing and those that do apply are more likely to be turned down by their bank. A
troublesome finding, however, isthat 26.9 per cent of business owners were not provided
a reason by their financial institution for rejecting
their loan application. To exacerbate the situation, | The chartered banks are not
the vast mgjority of respondents (83.1 per cent) |adhering to their own

voluntary Code of Conduct.

stated their bank did not offer any information on
aternative financing sources. These findings
indicate that the chartered banks are not adhering
to the banking industry’ s own Code of Conduct.

The implications of these findings are very significant. Why is a key segment of the
economy—the SME sctor—not seeking or obtaining bank financing for growth and
expansion? Why are the magjor banks not fully adhering to their own Code of Conduct
and offering appropriate financial information/advice to their own SME clients. Not only
is the growth potential of the SME sector compromised by these findings, it will
inevitably take its toll on the overall performance of the Canadian economy.

Insuring the Future of SMEs

With respect to insurance, it remains a top issue for small and medium-sized businesses
across our nation. Rising insurance costs have become a major challenge for the majority
of SMEs. CFIB has been addressing this issue over the past several years in order to
better understand the nature of the problem, and provide some basic advice to business
owners about protecting themselves. CFIB continues to hear from its members about
their problems with business insurance on a weekly basis. Various CFIB surveys on
insurance have confirmed that the cost of property and casualty (P&C) insurance has
climbed rapidly and that the problem extends to al business sectors. Compared to all
other major business input costs, insurance premiums rank #1 in terms of having a
significant impact on small business (see Figure 7).





Figure 7:
Small Business Input Costs
Which of the following input costs is having a significant impact on your
business? (% response)
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During the past few decades, the banks have honed their skills at raising more and more
revenue by adopting a fee-for-service strategy. It is therefore no surprise that bank service
charges are al'so a critical concern for one in two SMEs (49 per cent). Comparing the top
two finarcial services input costs, insurance premiums outweigh bank fees in terms of
impacting SMEs in every province (see Figure 8).

Figure 8:
Financial Input Costs: Insurance vs. Bank Fees
Which of the following input costs is having a significant impact on your

business?
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The difficulties associated with bank financing and small business have been well
documented in the recent past. CFIB has played a pivotal role in this regard. In addition,
the work undertaken by Industry Canada in reporting publicly the results of the Statistics
Canada survey on SME financing is also instrumental in helping to track banking issues
affecting small business. Unfortunately, the high level of awareness and analysis on SME
banking issues does not exist for business insurance.

Many insurers have experienced significant financial chalenges during the past several
years. In general, the combination of significant increases in both the amount/value of
insurance claims worldwide and poor investment performance have made the insurance
market very difficult. CFIB is aware that these problems plaguing insurance markets are a
worldwide phenomenon and that there are no instant solutions to solve the problem.
However, given its significant impact on the Canadian economy, CFIB is continuing to
address this issue in the best interest of its members.

CFIB believes that the key to addressing insurance-related issues in the future is to
increase the overall level of awareness of the specific needs of the industry and its SME
clients. The P& C insurance sector acknowledges that it needs to improve significantly its
own understanding of the specific insurance needs of its SME clientele. While the
Insurance Bureau of Canada has taken some steps to better understand small business,
CFIB believes much more needs to be done.

Likewise, much more needs to be done to better understand how the insurance industry
functions, particularly as it relates to business insurance. CFIB believes that an
appropriate starting point to better understanding the P&C insurance market is the
collection and publicly reporting of statistics on
business insurance. We acknowledge that much | Thereis currently insufficient
!nformatlon is available on personal auto statistics publicly available to
insurance. In fact, the Bank of Canada recently adequatdlyv understand
identified rising persona auto insurance prices eq ,y

as contributing factor to inflationary pressures.  |PUSINESS insurance markets.
This news eventually led to a review by
Statistics Canada on whether the appropriate
methods were being used in its reporting of auto
insurance prices. The point being that even major government institutions do not have
access to the appropriate level of statistics on insurance. CFIB is therefore recommending
that additional information and statistics should be collected and reported publicly on
business insurance.
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Figure 9:
Written notification in advance of all changes to insurance policy

Yes, | was notified 30 days *IiSl .
or more in advance Insurance companies are not

adequately informing their SME
Yes, but | was notified "less" than - P2 . .
30 days in advance clients when making changesto

E their policies.
No, | was not notified at all 27

0 20 40 60
% response

Source: CFIB, Insuring Your Business survey, May 2002, based 8,200 responses

An additional concern on insurance is the lack of effective communications between the
insurance companies and their SME clients. CFIB survey data shows that only one in two
(51 per cent) independent business owners were notified in writing 30 days in advance of
any changes made by the insurer to their insurance policy (see Figure 9). One in five (22
per cent) were notified in writing but received the notification less than 30 days in
advance, while the remaining 27 per cent of survey respondents were not notified all.

CFIB finds these figures are very troublesome as they signal a severe lack of
communications from the insurance industry to their SME clients. The lack of
communications can have direct consequences for many business owners if they are not
informed sufficiently of any mgor changes to their insurance premiums or level of
coverage. In some cases, the policy was cancelled with little warning or reasons leaving
the SME client out in the cold to shop around for insurance coverage. As aresult, CFIB is
recommending that the Property & Casualty insurance industry should develop its own
voluntary Code of Conduct to help improve the overal service levels to the small

business community.

Conclusions and Recommendations

Therole of public policy on financia institutions is now more important than ever. While
banking issues are key concerns to many SMEs, insurance has become a top business
issue for SMEs. Whether it is the rising cost of insurance, the lack of competitively-
priced insurance products for the SME market, or access to bank financing, much needs
to be done to improve conditions in the access to, and provision of, financia services to
small business. CFIB believes that there are many ways to help improve the financial
services market for SMEs. The following recommendations, if acted upon by the banking
and insurance communities and government policymakers, would help in this respect:

11





Banking:

The federal government should not allow major chartered banks to merge with
each other given the current level of competition in the banking industry. There
is currently insufficient competition in the banking industry and allowing bank
mergers would only exacerbate the situation. The loss of the major trust companies,
most recently Canada Trust, is a clear sign that mergers will only reduce the overall
level of competition in the banking industry. (Please refer to CFIB survey question on
bank mergers in the Appendix.)

The federal government should collect and report publicly additional
information specific to the banking sector’s competitive status. While Statistics
Canada and Industry Canada currently collect and report survey data on SME
financing issues to the House Industry Committee on an annual basis, there currently
exists a wide gap in pertinent information relating to competition and concentration
levels within the bank sector. Examples include: the number and location of bank
branches; types of service offerings on a branch basis, and the accessbility of
banking services offered in various communities.

The banking Code of Conduct should be consistently enforced to ensure that, at
a minimum, the existing measures are implemented and to develop additional
standards designed to improve overall service levels to the small business
community. CFIB survey data indicate that one in four small businesses that are
rejected for credit financing are “not” informed of the reasons for the decision and are
not provided with information on financing alternatives. The Code of Conduct for
banks stipulates that these two actions must be carried out in cases of credit
turndowns. The banking industry, in conjunction with government and CFIB, should
work together to ensure the Code is being fully implemented and to develop
additional banking standards to better serve the small business market.

Business I nsurance:

The federal government should undertake a review of P& C insurance issues
affecting the SME sector. The purpose of the review would be to identify the
problems facing the SME sector with respect to business insurance, and to identify
ways of aleviating the problems. Such a review should also aim to answer the
following: what are the overall impacts on the Canadian economy?; what are the
impacts on SMEs and job creation?, what are the impacts on regional economies and
exports?, Are government regulations set right and is there federal/provincial
overlap?, and how can insurance rates be lowered?

Additional information and statistics should be collected and reported publicly
on business insurance. While much information exists on personal auto insurance,
there is insufficient information available publicly on business insurance (e.g.,
commercia auto, property, liability, business interruption, etc.). The collection and
publicly reporting of statistics on business insurance would help increase the overall
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understanding of the P& C insurance sector and allow the tracking and monitoring of
markets trends in business insurance premiums and the availability of business
insurance.

The P& C insurance industry should work with government and the CFIB to
develop and implement, in a timely manner, its own voluntary Code of Conduct
to help improve the overall service levels to the small business community. Such
a code should be on par with the Code of Conduct for banks and be based on the
following four fundamental principles: the client’s interest must come first; the right
to be informed; the right to advance notice of any changes to an insurance policy; the
right to redress. CFIB has outlined each of these key principles in a draft Insurance
Code of Conduct (attached) that should be used by both the Insurance Bureau of
Canada (IBC) and the Insurance Brokers Association of Canada (IBAC) and its
provincial chapters to develop a Code suitable for improving the P&C insurance
sector’ s ability to better service its small business clientele.
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Canadian Federation of Independent Business |

INSURANCE CODE OF CONDUCT:
Key Principlesfrom Canada’s SME Sector

1. TheClient’sInterests Must Come First
The interests of the business owner as a client must have priority over the
intermediary’ s interests and must not be sacrificed to the interests of others.

2. TheRight to Belnformed
The business owner is entitled to full disclosure in plain language of the risks
and benefits of the insurance package being offered, along with information
about the intermediary’ s business relationships as they pertain to the
transaction.

3. The nght to Advance Notice
Business owners need to be informed in writing no less than 30 daysin
advance when the price and/or terms of their insurance policy are to change
and why.
Business owners need to be informed no less than 60 days in advance when
the insurer will not be renewing an insurance policy at expiry and why.

4. The rlght to Redress
Insurers will ensure that a complaint resolution procedure is available for use
by its SME customers that is on par with the Code of Conduct for banks.
Insurers and intermediaries will provide SME customers with the information
they need to access the complaint resolution procedure.
Each insurer will appoint a senior officer at the national level who is
ultimately responsible for the resolution of complaints.
Insurers will respond to customer complaints as quickly as possible and
inform the SME owner on when to expect a response to a specific complaint.
If acomplaint is not resolved to the satisfaction of the SME owner, the insurer
will provide written reasons justifying the insurer’ s decision.
The SME owner may then take the complaint to the General Insurance
OmbudService where mediation services will be offered.
Insurers will make the following address available to their customers:

Financial Consumer Agency of Canada (FCAC)
427 Laurier Avenue We<t, 6th floor

Ottawa, Ontario
K1R 1B9
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Should additional competition in the banking industry be a
prerequisite for allowing major Canadian banksto merge with each
other? (select one)

Background: Last fall, Scotiabank discussed a possible merger with the Bank of Montreal and,
in 1998, there were two merger attempts—the Roya Bank with Bank of Montreal, and CIBC
with TD Bank. To date, the federal government has rejected all proposed bank mergers, citing
competition issues as a concern. The federal government did approve the merger between TD
Bank and Canada Trust in 2000 and between Scotiabank and Nationa Trust in 1997. There is a
process in place to review proposed bank mergers through the Competition Bureau and the Office
of the Superintendent of Financia Institutions. The final decision over bank mergers rests with
the Minister of Finance based on public interest considerations that includes the costs and benefits
to individual consumers and small business owners, as well as regional impacts and employment.

Supporters say there is currently insufficient competition in the banking industry and allowing
bank mergers would only worsen the situation. The loss of the maor trust companies has not
been replaced by other competitive entities and foreign banks are not viable aternatives for most
small businesses. Ensuring that competition in Canada’s highly concentrated banking industry has
increased before alowing bank mergers would be responsible public policy.

Opponents say the Canadian banking industry is competitive, but to protect consumers and small
business in the long run, banks need to increase in size and pool their resources to offer the full
range of banking services at competitive prices. A bank merger is smply a business strategy and
Ottawa should not interfere in deciding what a bank's business strategy should be. Many other
countries allow bank mergers as away to strengthen their banking industry.

Resultsof Web Survey (n = 1,943)

The presence of additional competition
should be a prerequisite for allowing 57.6
bank mergers

Banks “should not” be allowed to _| 298
merge under “any” condition '

Banks should be allowed to -

merge without “any” conditions‘|i9-5 Nine in ten SMEs do
not currently support

bank mergers

Don’t know/No interest in issue —:|3_ 1

T T 1
0 20 40 60

% response

The above survey question was conducted by e-mail on January 23-27, 2003. A total of
1,943 responses were received from small and medium-sized independently-owned and
operated businesses located in all regions and sectors throughout Canada. The results are
accurate to within £2.2 percentage points, 19 times out of 20.
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June 30, 2005

Mr. Stephen Paglia '
Policy Manager {A), CCIR Secretariat
5160 Yonge Street, Box 85, 17 Floor
TORONTO, ON M2N 6L9

‘Dear Mr. Paglia:

Re:  Canadian Counse! of Insurance Regulators (CCIR) and the
Canadian Insurance Services Regulatory Organization (CISRO) Consultation Paper

As the chairperson for the Canadian Independent Adjusters Association’s (CIAA) Legislation
Committee, | have reviewed the consultation paper entitled “Relationships Between Insurers
and Sales Intermediaries” and even though this paper did not address independent insurance
adjusters, we would like to submit a presentation on behalf of CIAA.

Over the years we note that there has not been any comment or concern relative to
independent insurance adjusters by Insurance Regulators and we believe that a grave concern
could exist which will impact the future of independent adjusters and the insurance industry
itself, ‘

Members of CIAA are licensed independent insurance adjusters and our organization is the
only voice of independent adjusters across Canada.

There has been a monumental change in the industry over the last five years and a substantial
influx of new industry personnel. The older, experienced personnel are diminishing daily and
there is a very large age/experience gap between personnel in the industry.

Our records indicate that there has been a decline in the number of licensed independent
adjusters in Ontario and in other provinces across Canada over the last several years and we
anticipate a decline with the upcoming renewal of licenses.

We find that many adjusters are leaving the independent adjusting field and taking
employment with insurance brokerage firms in the capacity of claims consultant. Because
they work for brokers, they must obtain brokers licenses, as dual licenses (adjuster/broker) are
not allowed. :





Canadian Independent Adjusters’ Association

There are also many independent adjusters leaving the adjusting field to join insurance
contracting firms presumably as estimators; however, there is a countrywide problem of
contractors being merged by certain insurers to perform the investigative tasks of the adjuster
at a much reduced charge, if a charge is allowed at all. This is in keeping with cost cutting
measures of the insurers.

The rank of risk managers is also expanding in light of ever growing self-insured retention. We
are aware that claims are being handled by this faction without the utilization of licensed
personnel in ali cases. We are also aware that cities, the provincial government, and the
federal government and many large companies with self-insured retentions of $1 million and
upwards are delegating personnel fo deal with their claims within that parameter and the
personnel are not always licensed individuals. '

As CCIR and CISRO are aware, the mandate of CIAA is to promote professional ethical service
to the public. We also endorse and provide continuing education to our members and from
our past discussions, various superintendents of financial services have indicated much to our
credit that there have been no complaints about licensed independent adjusters. However,
this could also be a curse in that we are overlooked because Insurance Regulators encounter
no problems with us as a group.

There is a fast growing element of people who are handling claims without licenses and the

~public’s perception is that since insurance is not involved in the case of high self-insured

retention, there would be no reason for the public to lodge a formal complaint with your
department. If allowed to go unchecked, this sector will rival the paralegal element and
ultimately create possibly as many problems with no avenue of control since they technically
fall outside the parameter of your jurisdiction. A recent example has become case law where
an accused was charged with four counts under Section 385(8) of the Insurance Act in the
Province of Manitoba when he was acting as an adjuster without a license and was convicted

on each of the four charges.

We enclose a copy of the decision that was delivered on May 19, 2005 in Winnipeg,
Manitoba between Her Majesty the Queen and the accused Laurie Tomlinson.

We believe that the area of independent insurance adjusting should be a priority of CCIR and
CISRO in what we believe could be a foreseeable problem to the public’s interest.






Canadian Independenl Adjusters” Associalion

With the foregoing in mind, it is CIAA’s position that other cases like the Tomlinson case can
he avoided if the regulators would assist us by having legislation put forth requiring that all
claims adjusting be handled by licensed independent adjusters and/or staff adjusters, and all
licensed independent adjusters should be members of the CIAA, so we can better monitor the
use of unlicensed adjusters who settle claims in all the provinces of Canada.

We invite CCIR and CISRO to give us their comments with respect to the above.

Respectfully submitted,

Gus Boem, CIP

Chair Person

CIAA National Legislative Committee
ghoem@maltmans.com

Grant King, BA, B.Ed., CIP
Co-chairperson

Crawford Adjusters Canada

3 Spectacle Lake Drive, Suite 290
Dartmeuth, N.5.  B3B 1TW8

GAB/ia

c.c.  r. Michael Grist
Chair, Canadian Counse! of insurance Regulators
Deputy Superintendent of Insurance
Financial institution Commission
1050 West Pencler Street, Suite 1900
Vancouver, B.C. V6E 357

c.c: Ms. Maya Raic
c/o Canadian Insurance Services Regulatory Organization
500 Sherbrocke Street W., 7" Floor
mMontreal, P.Q. H3A3C6

Encl:  Reasons for Decision







Association canadienne Canadian Life
des compagnies d’assurances and Health Insurance
de personnes inc. Association Inc.

MEMOIRE DE L’ACCAP EN REPONSE
AU DOCUMENT DE CONSULTATION DU
CCRRA ET DES CISRO :

Relations entre assureurs et

intermédiaires






Association canadienne Canadian Life
des compagnies d’assurances and Health Insurance
de personnes inc. Association Inc.

MEMOIRE DE L’ACCAP EN REPONSE
AU DOCUMENT DE CONSULTATION
DU CCRRA ET DES CISRO :

Relations entre assureurs et intermédiaires

présenté par
I’Association canadienne des compagnies

d’assurances de personnes

Aout 2005





TABLE DES MATIERES

ST 0] 1 418 F= U1 /= 1
l. [ ] 1 oo 18 o3 (o] o [P PP 4
. Clients éventuels — Cadre de protection existant .................ccocoviieenn... 7
I1l. Options et approches possibles en matiére de politiques.................. 20
V. Conclusion et prochaings EtapPesS ....cooeiiiiiiiiii e 29
ANNEXES

Annexe A - Publications de I’'ACCAP a I'intention des consommateurs

Annexe B - Code de déontologie des sociétés membres de I’ACCAP

Annexe C - Lignes directrices de I’ACCAP

Annexe D - Document de référence sur la communication de renseignements

concernant les conseillers





SOMMAIRE

L’ACCAP se réjouit de I'occasion qui lui est donnée de soumettre des observations au
sujet du document de consultation publié par le CCRRA et les CISRO, intitulé Relations

entre assureurs et intermédiaires.

Dans le présent mémoire, I'industrie des assurances de personnes soumet les

principaux points suivants :

e Les produits offerts par les sociétés d’assurances de personnes jouent au

Canada un réle trés important sur les plans économique et social.

e Bien que le document de consultation traite a la fois de I'industrie des
assurances de personnes et de celle des assurances IARD, il est important de
bien comprendre qu’il s’agit de deux industries distinctes, et qui a certains

égards sont tres différentes.

¢ |l existe déja un cadre exhaustif de protection des intéréts des clients éventuels
d’assurances vie et maladie, qui inclut notamment un certain nombre
d’organismes, de dispositions législatives et réglementaires et de normes de

I'industrie.

e Ala fin de 2004, I'industrie des assurances de personnes a lancé un ensemble
d’initiatives visant a améliorer la communication de renseignements aux clients

et a rehausser la confiance de ces derniers.

e L’industrie appuie les objectifs d’'intérét public énoncés dans le document de
consultation, et estime que la meilleure facon de les atteindre est de faire en
sorte que soit maintenue la collaboration entre les organismes de

réglementation et I'industrie a I'égard des aspects suivants :

1. Priorité des intéréts des clients : Etant donné que le fait de simplement
greffer de nouvelles dispositions Iégislatives ou réglementaires au cadre
multidimensionnel déja en place entrainerait fort probablement des

chevauchements et autres effets contraires au résultat souhaité, I'industrie





estime que I'un des principaux objectifs a viser dans le cadre d’efforts conjoints
serait de consigner les dispositions actuellement en place eu égard a la
«priorité des clients», d’évaluer ces dispositions et d’étudier les liens qui
existent entre elles. Aprés cette premiere étape, I'industrie et les organismes de
réglementation pourraient déterminer ensemble de quelle facon la
réglementation, les codes et les dispositions connexes devraient étre
éventuellement améliorés. Ce n’est qu’une fois franchies ces étapes que I'on
pourra déterminer si de nouvelles mesures s’'imposent a I'égard de cet aspect

fondamental.

2. Transparence et communication de renseignements : Toute initiative
dans ce domaine devrait reposer sur une collaboration entre les organismes de
réglementation, ’ACCAP et les organismes de conseillers, I'objectif étant
d’assurer que le protocole en matiére de communication de renseignements sur
les conseillers soit mis en ceuvre rapidement et intégralement par toutes les
sociétés et tous les intermédiaires au pays. Le climat de transparence et la
disponibilité de I'information résultant de cette approche, conjugués aux autres
normes mentionnées dans le présent mémoire et touchant la communication de
renseignements, devraient permettre aux clients éventuels de I'industrie
d’accéder a une diversité inégalée de renseignements sur les produits et sur les

conseillers, leur permettant ainsi de prendre des décisions éclairées.

Une fois le protocole mis en oeuvre, les organismes de réglementation et
I'industrie pourraient évaluer la capacité du nouveau systeme a répondre aux
besoins et aux attentes des clients, puis déterminer si d’autres efforts sont
nécessaires dans le cadre de ladite mise en ceuvre ou sur le plan de

I'information, de la communication des renseignements ou de la transparence.

3. Avantages liés au rendement : Plutdt que de s’exposer a des effets
potentiellement néfastes, dans un contexte ou I'expérience n’a pas prouveé la
nécessité de modifier le systeme en intervenant par d’autres voies législatives
ou réglementaires, l'industrie propose de prendre part avec les organismes de
réglementation a I’évaluation de la nature et de la structure des avantages liés
au rendement qui sont actuellement offerts dans I'industrie des assurances de

personnes, et ce, compte tenu du cadre global de protection en place ainsi que





des efforts en cours touchant la priorité des intéréts des clients, la transparence

et la communication de renseignements.





L’ACCAP se réjouit de
I’occasion qui lui est
donnée de formuler
des observations.

23 millions de
Canadiens bénéficient
d’une protection au
titre de produits
d’assurances de
personnes.

Placements au
Canada : 342 milliards
de dollars

Emplois : 116 000

INTRODUCTION

L’Association canadienne des compagnies d’assurances de
personnes (ACCAP) se réjouit de I'occasion qui lui est donnée
de formuler des observations au sujet du document de
consultation® intitulé Relations entre assureurs et
intermédiaires, publié par le Comité de révision des
pratiques de I'industrie du Conseil canadien des responsables
de la réglementation d’assurance (CCRRA) et des
Organismes de réglementation des services d’assurance au
Canada (CISRO).

Etablie en 1894, ’ACCAP est un organisme sans but lucratif
a adhésion libre qui représente des sociétés détenant 99 p.
100 des assurances vie et maladie en vigueur au Canada.
Les produits d’assurances de personnes englobent
I'assurance vie, I'assurance invalidité, I'assurance maladie
complémentaire et les rentes, y compris les REER et les
régimes de retraite. Quelque 23 millions de Canadiens
bénéficient d’'une protection au titre de produits d’assurances
de personnes. L’'industrie fournit en outre une protection a
environ 20 millions de titulaires de contrats dans 20 autres
pays. En 2004, les prestations versées aux Canadiens ont

totalisé 47,8 milliards de dollars.

Outre la protection qu’elle fournit directement aux
Canadiens, I'industrie contribue de fagcon importante a
I’économie canadienne. En 2004, elle détenait au pays des
placements se chiffrant & environ 342 milliards de dollars.
L’industrie des assurances de personnes fournit en outre un
trés grand nombre d’emplois, quelque 116 000 Canadiens
tirant la totalité ou une partie de leurs revenus de cette
industrie.

1 Ci-aprés appelé le Document.





Les produits
d’assurances de
personnes jouent un
réle important dans la
société canadienne.

L’industrie des
assurances IARD et
celle des assurances
de personnes sont
distinctes et a certains
égards tres
différentes.

Les produits qu’offrent les sociétés d’assurances de
personnes jouent au Canada un rdle trés important sur les
plans économique et social. Grace a I'autosuffisance qu’ils
procurent aux Canadiens, ces produits contribuent a réduire
le fardeau que doit assumer I'Etat dans divers domaines
d’importance capitale, notamment le financement des soins
de santé et la retraite. Il est important de reconnaitre que
les produits en cause sont en général vendus, plutét
qu’achetés, dans le sens ou le fait d’affecter aujourd’hui une
part de leur revenu disponible a une protection contre des
pertes a venir constitue bien souvent une décision plus
difficile & prendre pour les clients éventuels que d’autres
décisions d’achats répondant a des besoins immeédiats. Cette
caractéristique des produits d’assurances de personnes fait
qu’il est essentiel que le régime réglementaire tienne compte
du rdle que jouent ces produits sur les plans social et

économique.

Le Document traite a la fois des pratiques utilisées dans
I'industrie des assurances IARD et dans celle des assurances
de personnes, I'accent étant mis sur les ramifications qu’ont
ces pratiques sur la nature et la qualité des conseils fournis
aux clients éventuels, c’est-a-dire ceux qui songent a
souscrire une assurance. Malgré le fait que les deux
industries soient traitées dans le Document, il est important
de bien comprendre qu’il s’agit de deux industries distinctes,

et qui a certains égards sont trés différentes.

Par exemple, les produits offerts par I'industrie des
assurances de personnes, contrairement aux produits
d’assurances IARD, ne sont pas imposés par la loi (comme
c’est le cas de I'assurance automobile) ou consacrés par
I'usage (comme I'assurance des biens). Autre exemple : les
contrats vie et maladie sont souvent en vigueur sur une tres

longue période, contrairement a la plupart des contrats





IARD, dont la durée est généralement de six mois a un an,
aprés quoi ils peuvent étre renouvelés. Dans lI'industrie des
assurances de personnes, par opposition a celle des
assurances IARD, les structures de rémunération reflétent
souvent le fait que le service a la clientéle doit étre maintenu

tant que le contrat demeure en vigueur.

Le présent mémoire porte uniquement sur les questions
touchant I'industrie des assurances de personnes (ci-aprées
appelée I'industrie) et ne traite en aucune facon celles qui

concernent I'industrie des assurances IARD.

Il est structuré de la facon suivante :

e le chapitre Il décrit le cadre de protection actuel des
consommateurs qui sont des clients éventuels, c’est-a-
dire ceux qui, songeant a souscrire un contrat
d’assurance vie ou maladie, n’ont pas encore pris de
décision définitive ni choisi le type de protection qui leur
conviendrait;

e le chapitre 11l renferme des observations sur les
politiques et les approches possibles présentées dans le
Document comme point de départ aux discussions;

e le chapitre IV présente une conclusion et des
recommandations sur les prochaines étapes a suivre
dans le cadre de la collaboration entre les organismes de

réglementation et I'industrie.





Cadre de protection

des clients éventuels :

e oOrganismes

e dispositions
Iégislatives et
réglementaires

e normes
sectorielles

1l. CLIENTS EVENTUELS — CADRE DE

PROTECTION EXISTANT

A. INTRODUCTION

Dans le présent chapitre? est décrit le cadre de protection
des intéréts des consommateurs canadiens qui sont des
«clients éventuels», c’est-a-dire qui songent a obtenir une
protection et cherchent a déterminer quels types de produits
vie ou maladie correspondraient a leurs besoins et a leurs
ressources. Dans ce document, nous considérons comme des
clients éventuels tous ceux qui envisagent de se procurer un
produit vie ou maladie, qu’ils bénéficent déja ou non d’une
protection en vertu d’'une ou de plusieurs polices vie ou

maladie.

La partie B de ce chapitre contient une description des
organismes chargés de la protection des clients éventuels, et
la partie C, un sommaire des principales dispositions
lIégislatives et réglementaires ainsi que des normes
sectorielles qui protégent ces derniers. La partie D traite
d’'un important ajout récent a ce cadre de protection, a
savoir les initiatives, annoncées par I'industrie fin 2004,
visant a améliorer la communication de renseignements aux

consommateurs et a renforcer la confiance de ces derniers.

. ORGANISMES

Les organismes dont il est question ci-aprés ont tous, dans
le cadre de leur mandat, des responsabilités et une
responsabilisation pour ce qui est de la protection des clients

éventuels de I'industrie.

2 Le chapitre reprend en grande partie des extraits du mémoire soumis en témoignage par I’ACCAP en mai 2005 au Comité
sénatorial permanent des banques et du commerce et intitulé Assurances de personnes — Le cadre de protection des

consommateurs au Canada.





Les assureurs de
personnes jouent un
réle majeur.

Les surintendants des
assurances sont des
intervenants clés.

i) Sociétés d’assurances de personnes

Le conseil d’administration et la direction des sociétés
d’assurances de personnes sont responsables de veiller a ce
que la société observe les lois et les normes applicables, y
compris en ce qui a trait aux activités de vente et de
commercialisation qui touchent les clients éventuels. Toutes
les sociétés sont dotées de programmes de gestion de la
conformité leur permettant de s’assurer gqu’elles s’acquittent
en permanence de ces obligations. Egalement a cette fin,
elles supervisent et forment leur personnel. En outre, pour
aider les clients éventuels a faire des choix éclairés, les
assureurs mettent a la disposition des intéresseés, sur leurs
sites Web de méme que par I'entremise de leurs
intermédiaires, des renseignements sur la société et sur les

produits et services qu’elle offre.

i) Autorités provinciales et territoriales de

réglementation des assurances

Les surintendants des assurances des provinces et des
territoires jouent un réle trés important en matiére de
protection des clients éventuels. Les surintendants
administrent et font appliquer les lois sur les assurances qui,
entre autres, énoncent des exigences précises en ce qui a
trait a la vente de contrats d’assurances de personnes. Les
dispositions législatives et réglementaires en cause sont
décrites a la partie C du présent chapitre. Les surintendants
font partie du Conseil canadien des responsables de la
réglementation d’assurance (CCRRA), organisme de
coordination actif fournissant une tribune permanente en vue
de repérer des questions d’intérét commun, d’en débattre et
de partager des renseignements a leur égard, et d’élaborer
des approches communes en matiére de réglementation. En
outre, ils sont représentés au sein du Forum conjoint des

organismes de réglementation du marché financier, qui





Les conseils
d’assurance et la
Chambre de la sécurité
financiere sont trés
présents.

regroupe les autorités du Canada en matiére de valeurs
mobiliéres, de régimes de retraite et d’assurance, I'objectif
étant d’élaborer des approches réglementaires coordonnées

a I’échelle du secteur des services financiers.

iii) Conseils d’assurance
Quatre provinces (la Colombie-Britannique, I’Alberta, le
Manitoba et la Saskatchewan) sont dotées de conseils
d’assurance — et le Québec a la Chambre de la sécurité
financiére — auxquels elles ont délégué le pouvoir de faire
respecter les dispositions législatives et réglementaires
régissant les activités des intermédiaires qui offrent des
produits d’assurances de personnes. Le mandat de ces
conseils porte principalement sur la protection des clients
éventuels par le biais notamment de la mise en oeuvre et de
I'application d’exigences en matiére d’octroi des permis aux
intermédiaires et de mesures disciplinaires a I’égard de ces
derniers. La Chambre, pour sa part, ne s’occupe que de
I'aspect discipline. Son mandat précise également qu’elle
veille a la formation continue. Les conseils et la Chambre ont
leur propre organe de coordination interprovincial, désigné
sous le nom d’Organismes de réglementation des services
d’assurance au Canada (CISRO), lequel est représenté au
sein du Forum conjoint des organismes de réglementation du

marché financier.

iv) ACCAP
L’Association canadienne des compagnies d’assurances de
personnes (ACCAP) est un organisme sans but lucratif a
adhésion libre qui représente des sociétés détenant 99 p.
100 des assurances vie et maladie en vigueur au Canada.
Comme le précise son énoncé de mandat, «I’Association
s'assure de prendre en compte de facon équitable les
divers points de vue et intéréts de ses membres et du

public». En outre, I'un de ses objectifs stratégiques consiste





L’ACCAP contribue sur
trois fronts :

1. le Centre
d’assistance aux
consommateurs

e renseignements
sur les produits

e renseignements
sur les sociétés

e guides a lI'intention
des consomma-
teurs

a «préconiser des principes sains et équitables dans la

conduite des affaires de ses sociétés membres».

Conformément au mandat et aux objectifs stratégiques de
I’ACCAP, trois aspects des activités de cette derniére
concernent directement I'assistance aux clients éventuels et

la protection de ceux-ci.

a) Centre d’assistance aux consommateurs
(CAO)

L'industrie assure, depuis plus de 30 ans, le
fonctionnement du Centre d’assistance aux
consommateurs; celui-ci est venu en aide a plus de
1 115 000 consommateurs depuis sa création,
mettant ses services a la disposition des Canadiens
d’'un bout a l'autre du pays, en francais et en anglais,
par le truchement de lignes téléphoniques sans frais
d’interurbain et de son site Web. En 2003, le CAC a
répondu a prés de 59 000 appels, et enregistré

44 000 visites sur son site Web.

Nombre des appels traités par les conseillers du CAC
proviennent de clients éventuels cherchant a obtenir
des renseignements sur les produits et les sociétés
avant de souscrire un produit d’assurances de
personnes. De la méme fagon, nombreux sont les
consommateurs ayant visité son site Web qui étaient

en quéte d’'information sur les sociétés.

Par I'intermédiaire du CAC, ’'ACCAP met également a
la disposition des consommateurs canadiens des
guides pratiques sur une vaste gamme de produits
d’assurances de personnes. Ces guides, qui sont
disponibles sur le site Web de I’Association, a

I'adresse www.accap.ca, renferment des



http://www.accap.ca/



2.

3.

le Code de
déontologie

les lignes
directrices de
I’ACCAP, établies en
concertation avec
les surintendants
des assurances

b)

renseignements utiles et des conseils pratiques sur
les produits et les types de protection offerts, sur la
facon de choisir un intermédiaire et de traiter avec
lui, et sur bien d’autres aspects encore. L’Annexe A
renferme un sommaire annoté des publications a

I'intention des consommateurs.

Code de déontologie des sociétés
membres de ’ACCAP

Les sociétés membres de ’ACCAP s’engagent a
respecter le Code de déontologie des sociétés
membres de '’ACCAP comme condition d’affiliation a

celle-ci. Ce code fait I'objet de 'Annexe B.

Lignes directrices de I’ACCAP

Les lignes directrices de I’ACCAP fixent des normes
sectorielles pour certains aspects de I'industrie des
assurances de personnes qui portent sur des
questions d’intérét public particulierement
importantes. Elles sont établies par I'industrie en
concertation avec les surintendants des assurances,
qui donnent leur avis et les approuvent avant qu’elles
ne soient adoptées. Une fois que I'industrie a pu
forger un consensus et gu’elle a tenu compte des
observations des surintendants, les lignes directrices
sont adoptées officiellement par le Conseil
d’administration de I’ACCAP.

Les lignes directrices sont transmises a chaque
société membre de I’ACCAP et renferment la mention
suivante : i) I'on s’attend a ce que toutes les sociétés
membres se conforment aux lignes directrices, et

ii) les lignes directrices doivent étre portées a

I’attention du conseil d’administration de I'assureur ou





Les codes de
déontologie des
organismes
d’intermédiaires
ajoutent a la
protection.

du comité du conseil responsable du programme de

conformité en vue de l'incorporer a ce programme.

L'observation des lignes directrices constitue une
ligne de conduite prudente pour diverses raisons,
notamment parce gu’elles sont parfois percues, au
civil, comme étant I'aune de la «pratique normale» au
sein de I'industrie. Il est évident que les assureurs qui
les observent sont mieux protégés contre toute
allégation de pratiques inappropriées. En outre, le
respect de certaines lignes directrices (par exemple la
LD2, Contrats individuels a capital variable afférents
aux fonds distincts) est obligatoire, certains territoires
de compétence les considérant comme équivalentes a

un reglement.

Les lignes directrices qui touchent spécifiguement la
protection des clients éventuels sont traitées a

I’Annexe C de ce document.

v) Organismes d’intermédiaires

Il existe plusieurs organismes d’intermédiaires qui
fonctionnent essentiellement en tant qu’associations
professionnelles et dont les codes constituent un élément

important de protection des consommateurs.

Advocis a un code de déontologie aux termes duquel ses
membres sont tenus d’agir de facon compétente, de faire
passer avant toute chose les intéréts des clients, d’agir avec
intégrité, de divulguer tout conflit d'intéréts et de respecter
le caractére confidentiel des renseignements fournis par les

clients.

Les Courtiers indépendants en sécurité financiere du Canada





Les lois sur les
assurances prévoient
des protections
importantes.

Exigences relatives a
I’octroi de permis aux
sociétés

(CISF) ont un code de déontologie aux termes duquel leurs
membres sont tenus de faire passer avant toute chose les
intéréts des clients, d’évaluer les besoins de ces derniers,
d’agir de fagcon professionnelle, de divulguer tout conflit
d’'intéréts et de respecter le caractére confidentiel des

renseignements fournis par les clients.

La Chambre de la sécurité financiére du Québec dispose elle
aussi d’'un code de déontologie, qui s’applique a tous les
intermédiaires en assurances de personnes, y compris les
représentants en assurance collective et les planificateurs
financiers, et vise a protéger le public et a assurer I'intégrité
de la profession. Ainsi, conformément a I'article 19 de ce
code, le «représentant doit subordonner son intérét

personnel a celui de son client et de tout client éventuel».

DISPOSITIONS LEGISLATIVES ET NORMES
SECTORIELLES

Lois provinciales et territoriales sur les

assurances

Au Canada, les lois provinciales et territoriales sur les
assurances prévoient des mécanismes de protection notables
concernant les clients éventuels de I'industrie des assurances
de personnes. A cet égard, une protection fondamentale
découle des exigences d’ordre législatif en matiére d’octroi
des permis applicables tant aux assureurs qu’aux conseillers
qui distribuent les produits d’assurances de personnes. Les
exigences relatives a I'octroi de permis applicables aux
sociétés d’'assurances de personnes garantissent que ces
derniéres sont aptes a agir a titre d’assureurs et fournissent
aux surintendants un puissant outil (& savoir la révocation

ou la restriction du permis d’exercer) auquel recourir pour





Normes de compétence
des intermédiaires

Exigences en matiere
d’octroi de permis aux
intermédiaires

Exigences en matiére
d’information des
consommateurs

Protection contre les
ventes coercitives et
les pratiques injustes
ou trompeuses

faire appliquer les dispositions législatives et réglementaires

en cause.

En vertu des exigences en matiére d’octroi de permis aux
intermédiaires, les conseillers doivent, pour étre habilités a
exercer, satisfaire a des critéres d’acces a la profession
(programme de formation pour les candidats au permis
d’agent vie — LLQP) ainsi qu’a des normes de compétence
(formation continue). Les conseillers doivent aussi, entre
autres exigences, détenir une assurance de la responsabilité
civile professionnelle dans la plupart des territoires de
compétence. Un intermédiaire qui manque aux exigences
réglementaires peut voir son permis suspendu ou révoqueé.
D’autres mécanismes de protection importants prévus par
les lois et les reglements provinciaux et territoriaux sur les
assurances ont trait aux renseignements devant étre
communiqués aux clients éventuels. Ces renseignements
peuvent notamment concerner les sociétés que représente le
conseiller ou celle qui offre le produit en cause, tout conflit

d’intéréts ou la facon dont est rémunéré le conseiller.

En outre, les lois sur les assurances prévoient des
restrictions concernant les ventes coercitives, les pressions
indues et les ventes liées, et interdisent a toute personne de
se livrer a des actes ou a des pratiques injustes ou
trompeurs, notamment faire des déclarations fausses ou
trompeuses concernant les conditions, les garanties ou les
avantages se rattachant a une police d’assurance devant
étre établie, ou procéder a une comparaison incompléte de
toute police d’assurance avec celle de toute autre société

dans le but d’inciter un assuré a résilier une police.





ii) Forum conjoint des autorités de

réeglementation du marché financier

En 2004, le Forum conjoint des autorités de réglementation
du marché financier a publié un document intitulé Principes

et pratiques relatifs a la vente de produits et services dans le
Le Forum conjoint ) . 3 3
établit, pour secteur financier. Les normes énonceées dans ce document
I’ensemble du secteur

. . établissent un cadre de protection des intéréts des clients
financier, des normes

sur la conduite des éventuels couvrant un certain nombre d’aspects clés de la
intermédiaires et la . . Lo . L.
communication de conduite des intermédiaires, et constituent une référence

renseignements. solide en matiére de pratiques commerciales. En adoptant et

en diffusant ces normes, les autorités de réglementation ont
clairement fait savoir qu’elles s’attendaient a ce que tous les
organismes d’intermédiaires évaluent leurs propres normes
en fonction de celles contenues dans le document du Forum
conjoint, favorisant ainsi I’établissement de normes de
conduite uniformes a I’échelle du secteur des services

financiers.

Les Principes et pratiques précisent notamment que la
priorité doit étre accordée aux intéréts du client, que
I'intermédiaire doit agir de bonne foi et de facon
professionnelle, éviter les conflits d’intéréts et informer le
client de tout conflit éventuel, et que des renseignements
clairs doivent étre fournis sur le produit et sur le conseiller.
Les renseignements a fournir sur le conseiller comprennent
le nom des organismes qui le rémunerent et la nature de sa
relation avec ces organismes, le mode de rémunération du
conseiller, I'existence de tout autre avantage découlant de
programmes de stimulant a la vente, et, le cas échéant, tous

les droits payables par le client.






iii) Lignes directrices de I’ACCAP

Comme noté précédemment, les lignes directrices de

. . . I’ACCAP établissent pour I'industrie des normes trés
Les lignes directrices

de I’ACCAP établissent importantes. Les lignes directrices suivantes protégent tout
d’importantes normes R . B . R
pour I'industrie. particulierement les clients éventuels relativement a la

communication de renseignements, la sélection des

intermédiaires et le droit d’annulation.

. LD1 — Communication de renseignements sur les
produits

. LD2 — Contrats individuels a capital variable afférents
aux fonds distincts

° LD5 — Assurance voyage

. LD6 — Exposés en assurance vie

. LD7 — Assurance crédit collective

. LD8 — Sélection des intermédiaires et déclaration des
irrégularités

. LD9 — Marketing direct

. LD11 — Droit d’annulation de dix jours

Des renseignements sur chacune de ces lignes directrices

figurent a ’'Annexe C.

D. INITIATIVES SUR L’INFORMATION DES
CONSOMMATEURS ET LA CONFIANCE DE CES
DERNIERS

En décembre 2004, les sociétés membres de ’ACCAP ont
Les initiatives de ; . o . .
I'industrie visant a lancé un ensemble de cing initiatives visant a renforcer la
mieux informer les

R confiance des consommateurs grace a une communication
consommateurs et a

renforcer leur de renseignements améliorée et & une transparence accrue.
confiance ont . , L. .
consolidé et accru la Ces initiatives d’application nationale se fondent sur une

protection dans cinq

- ° approche axée sur le vaste cadre déja existant décrit dans
domaines clés :






les parties précédentes du présent chapitre, I'objectif étant
de faire en sorte que les clients éventuels disposent de toute
I'information dont ils ont besoin pour faire les meilleurs choix
possibles pour eux-mémes et pour leurs familles. Certaines
des initiatives sont déja en place alors que d’autres sont en

voie de I'étre :

i) Sensibilisation accrue des consommateurs :

® Sensibilisation des Le Centre d’assistance aux consommateurs de
consommateurs
I'industrie, les publications de cette derniere a
I'intention des consommateurs et le Code de
déontologie des sociétés membres de I’ACCAP
sont disponibles par I'intermédiaire de
I’Association (sur son site Web et au moyen d’un
numéro sans frais). Les sociétés membres se sont
engagees a accroitre I'accés a ces services et
ressources en créant des liens sur leurs propres
sites Web. La plupart des sociétés ont maintenant
créeé de tels liens, et la mise en ceuvre de cette

initiative est presque achevée.

ii) Communication de renseignements sur les

e Communication de
renseignements
sur les produits sorte que les consommateurs qui envisagent de

produits : L’industrie s’est engagée a faire en

souscrire un produit d’assurances de personnes
recoivent des renseignements respectant de
nouvelles normes sur les caractéristiques clés du
produit, renseignements dont les consommateurs
ont besoin pour prendre en toute confiance une
décision éclairée. La nouvelle Ligne directrice sur
la communication de renseignements sur les
produits de ’ACCAP a fait I'objet de consultations
avec les sociétés membres I'an dernier, et, plus
tot cette année, elle a été approuvée, et

applaudie, par les autorités de réglementation.






Etude de la
rémunération

Incitatifs sous
forme de voyages

Communication de
renseignements
sur les
intermédiaires

i)

V)

Cette ligne directrice, qui a été sanctionnée par le
Conseil d’administration de ’ACCAP en mars
2005, s’applique a I'’égard de tous les produits
d’assurances vie et maladie souscrits
individuellement, a I’exception des contrats
individuels a capital variable et de I'assurance
voyage, qui sont couverts par des lignes
directrices distinctes. La mise en ceuvre de cette

initiative est prévue pour le 1°" janvier 2006.

Etude de la rémunération : Les sociétés se

pencheront sur les structures et pratiques
concernant la rémunération liée a la vente, sous
I'angle notamment des intéréts des clients. Cet
engagement est en train d’étre codifié dans le

cadre d’une nouvelle ligne directrice de ’'ACCAP.

Incitatifs sous forme de vovages : Les sociétés

offrant de tels incitatifs exigeront des
intermédiaires qu’ils le précisent aux clients pour
y étre admissibles. Comme pour I’engagement
évoqué au point iii), I'on s’occupe actuellement de
codifier cet engagement au moyen d’une ligne
directrice de I’ACCAP.

Communication de renseignements sur les
intermédiaires : Bien entendu, outre la nécessité

d’étre bien informés sur le produit, les
consommateurs ont besoin d’étre renseignés sur
le conseiller. Par conséquent, les sociétés se sont
engagées a collaborer avec les intermédiaires
distribuant les produits d’assurances de personnes
pour faire en sorte que les clients recoivent un
document d’information clair et concis sur lesdits

intermédiaires. Ce document d’information





renfermera :

= des renseignements sur les assureurs que
représente le conseiller;

= des précisions sur la nature des liens qui
existent entre eux, y compris les liens de
propriété et autres intéréts financiers;

= des renseignements sur la facon dont le
conseiller est rémunéré;

= des renseignements sur toute rémunération
supplémentaire, monétaire (p. ex., des
bonis) ou non monétaire (p. ex., des
incitatifs sous forme de voyages) a laquelle
le conseiller peut avoir droit;

] des précisions sur tout conflit d’intéréts;

] la mention que le client a le droit de
demander des renseignements

supplémentaires.

En collaboration avec des organismes représentant
les conseillers, dont Advocis, les CISF et la CAILBA,
I’ACCAP a publié en mars 2005 un document de
référence sur la communication de renseignements
concernant les conseillers. Ce document énonce les
six éléments clés devant étre communiqués,
accompagnés de notes explicatives et de libellés
types (se reporter a ’Annexe D). L’ACCAP et les
organismes de conseillers concernés poursuivent
leurs travaux en vue de la mise en ceuvre de cette
initiative, en la faisant connaitre et en fournissant
des formulaires d’'information standard a I'intention

des conseillers.





L’étude n’a permis de
déceler au Canada
aucun probléme
comparable a ceux
repérés aux Etats-
Unis.

L’industrie se rallie
aux importants
objectifs d’intérét
public énoncés dans le
Document.

I1l. OPTIONS ET APPROCHES POSSIBLES EN

MATIERE DE POLITIQUES

A. INTRODUCTION

Avant de nous pencher sur les options possibles décrites
dans le Document, il est important de souligner que I'étude
du CCRRA et des CISRO, motivée par la situation aux Etats-
Unis, ou des courtiers en assurance des entreprises auraient
dirigé des clients vers certaines sociétés en échange de
paiements inappropriés, n’a permis de déceler aucun
probléme comparable au Canada. Précisons en outre que les
politiques suggérées dans le Document ne sont liées a aucun
probléme constaté dans I'industrie. Ceci dit, I'industrie se
rallie a tous les objectifs énoncés dans le Document, a

savoir :

e Confiance du public

e Information du public

e Egalité

e Réglementation qui peut évoluer en fonction du
contexte

e Harmonisation

e Marchés concurrentiels

Depuis maintenant des décennies, I'industrie travaille a
I'atteinte de ces objectifs en collaborant de fagon
constructive avec les surintendants des assurances.
Conformément a cette tradition de coopération, I'industrie a
soigneusement évalué les options et les approches
suggérées dans le Document comme point de départ des
discussions. Elle s’est surtout attachée a déterminer dans
quelle mesure, le cas échéant, chacune de ces options ou

une variante de ces dernieéres — ou d’autres approches non





formulées dans le Document — contribuerait notablement a
nous rapprocher plus encore des objectifs susmentionnés.
Dans chaque cas, il a été tenu compte dans I’évaluation non
seulement des résultats de I'étude, menée au moyen de
questionnaires, mais également des mécanismes de
protection déja en place visant les clients éventuels (décrits
au chapitre I1) ainsi que des questions posées aux

intervenants dans le Document.

Dans le reste du présent chapitre, nous examinons chacune
des options et approches suggérées dans le Document, sous

les angles suivants :

i. la nécessité d’appliquer les options relatives aux
politiques a tous les intermédiaires, ou uniquement a
ceux qui se présentent comme étant indépendants;

ii. la priorité des intéréts des clients;

iii. une plus grande transparence en ce qui concerne la
rémunération, les liens de propriété et autres intéréts
financiers;

iv. les avantages liés au rendement.

B. Champ d’application

Les vastes Comme le montre le chapitre Il, des mécanismes en place

mécanismes de

; . fournissent déja aux clients éventuels une vaste protection
protection visant les

intermédiaires visant les intermédiaires. Ces mécanismes comprennent des
s’appliquent a tous et ; . . . . .
a chacun. codes de déontologie, les exigences relatives a I'octroi de

permis, des dispositions sur les conflits d’'intéréts et des
initiatives se rapportant a la communication de
renseignements, notamment celles mises en ceuvre a la fin
de 2004 par I'ACCAP, Advocis, les CISF et la CAILBA. Dans
leur trés vaste majorité, tous ces mécanismes de protection
visent I'ensemble des intermédiaires, leur portée ne se

limitant pas a un sous-groupe quelconque.






La portée de toute
nouvelle mesure
devrait étre évaluée.

L’industrie s’est
engagée a accorder la
priorité aux intéréts
des clients.

L’'industrie estime que tous les intermédiaires
d’assurances de personnes ont a coeur de procurer a
leurs clients les meilleures solutions qui soient, et que
la portée actuelle des mesures existantes est
adéquate. L’application de toute nouvelle mesure
devrait étre étudiée et évaluée compte tenu des

caractéristiques propres a cette dernieéere.

. Priorité des intéréts des clients

Comme il est souligné dans le Document, il existe déja
partout au Canada une gamme étendue de dispositions
ayant pour effet de donner la priorité aux intéréts des
clients; mentionnons les exigences relatives a I'octroi de
permis, les codes de déontologie et les regles sur les conflits
d’intéréts. La description du cadre de protection, au chapitre
11, fournit plus de détails sur la situation actuelle. La vaste
gamme de dispositions actuellement en place comprend un
certain nombre d’initiatives sectorielles qui attestent de
I’'engagement solide de I'industrie a servir d’abord et avant

tout les intéréts de ses clients.

Compte tenu des dispositions réglementaires et Iégislatives,
des pratiques en matiere de communication de
renseignements et des codes de déontologie en place, il est
trés important de reconnaitre que rien ne laisse soupgonner
des lacunes dans le systéme actuel. Cela dit, le Document
suggeére la possibilité d’une collaboration dans ce domaine
entre les organismes de réglementation et les associations
de I'industrie. L'industrie est trés ouverte a l'idée de se
pencher sur ces questions de facon constructive avec les

autorités de réglementation.

Etant donné que le fait de simplement greffer de nouvelles

dispositions législatives ou réglementaires au cadre





Avant d’envisager de
nouvelles mesures,
I'industrie et les
autorités de
réglementation
devraient étudier et
évaluer les
dispositions
existantes.

multidimensionnel déja en place entrainerait fort
probablement des chevauchements et autres effets
contraires au résultat souhaité, I'industrie estime que I'un
des principaux objectifs a viser dans le cadre d’efforts
conjoints serait de consigner les dispositions
actuellement en place eu égard a la «priorité des
clients>», d’évaluer ces dispositions et d’étudier les
liens qui existent entre elles. Apres cette premiére étape,
I'industrie et les organismes de réglementation pourraient
déterminer ensemble de quelle facon la réglementation, les
codes et les dispositions connexes devraient étre
éventuellement améliorés. Ce n’est qu’une fois franchies ces
étapes que I'on pourra déterminer si de nouvelles mesures

s'imposent a I'’égard de cet aspect fondamental.

D. Transparence et communication de

renseignements

Le Document souligne I'importance d’assurer la transparence
sur le marché, de sorte que les clients éventuels possédent
toute I'information reliée aux conseils gu’ils recoivent de
intermédiaire. A cette fin, le Document suggére deux
approches pouvant servir de point de départ aux discussions,
a savoir : i) des exigences prévues par la loi; et ii) une
approche axée sur les pratiques exemplaires et dirigée par
I'industrie, selon laquelle les organismes de réglementation
travailleraient avec des représentants de I'industrie, tant de
I’ACCAP que des organismes d’intermédiaires, a
I'établissement de normes en matiére de communication de
renseignements applicables a I'échelle de I'industrie et

partout au pays.

Les membres de I'’ACCAP prennent trés au sérieux leur
engagement sur le plan de la transparence et de la

communication de renseignements, comme le montrent les





Les membres de
I’ACCAP prennent tres
au sérieux leur
engagement en
matiere de
transparence et de
communication de
renseignements.

Les cinq initiatives de
I’'industrie visent a
renforcer la confiance
des consommateurs
grace a une
communication de
renseignements et a
une transparence
accrues.

nombreuses initiatives de I'industrie en ce sens, décrites au
chapitre Il. Comme nous I’expliquons, le Code de
déontologie des sociétés membres de ’ACCAP, que toutes
les sociétés s’engagent a respecter en devenant membres de
I’ACCAP, exige de celles-ci gu’elles fournissent des
renseignements clairs sur les produits offerts aux clients
éventuels. En outre, les clients éventuels peuvent accéder
sans frais a de I'information sur les sociétés et les produits,
par le truchement du Centre d’assistance aux
consommateurs. Et plusieurs lignes directrices de I’ACCAP
établies de longue date visent spécifiqguement une
communication claire des renseignements pertinents lors de
la souscription, notamment les lignes directrices suivantes :
LD2 (CICV), LD5 (assurance voyage), LD6 (exposés en
assurance vie), LD7 (assurance crédit collective) et LD9

(marketing direct).

Plus récemment, fin 2004, les sociétés membres de I’ACCAP
ont lancé un ensemble de cinq initiatives visant a renforcer
la confiance des consommateurs grace a une communication
de renseignements accrue et a une plus grande
transparence. L'accés aux ressources du CAC en matiére
d’information a été amélioré. La nouvelle Ligne directrice sur
la communication de renseignements sur les produits a déja
été ratifiée et en est actuellement a I'’étape de la mise en
ceuvre, sa prise d’effet étant prévue pour le 1°" janvier 2006.
Une nouvelle ligne directrice est actuellement élaborée dans
le but de codifier 'engagement pris par les sociétés
membres de '’ACCAP d’exiger des intermédiaires qu’ils
informent les clients éventuels qu’ils ont droit a des incitatifs
sous forme de voyages pour y étre admissibles. Enfin,
I’ACCAP, Advacis, les CISF et la CAILBA ont élaboré
ensemble un protocole en matiére de communication de
renseignements concernant les conseillers, qui fait I'objet

d’'un document de référence de I’ACCAP (voir ’Annexe D).





Le protocole relatif a
la communication de
renseignements sur
les conseillers couvre
la rémunération et les
conflits d’intéréts.

Des efforts conjoints
devraient étre
déployés pour assurer
la mise en ceuvre
rapide et intégrale du
protocole partout au
pays.

Les organismes de
réglementation et
I’'industrie devraient
ensuite déterminer si
d’autres efforts sont
nécessaires.

Des efforts conjoints sont actuellement déployés en vue de
promouvoir et de faciliter la mise en application de ce

protocole par I’ensemble des sociétés et des conseillers.

Ce nouveau protocole couvre la rémunération, y compris le
fait pour le conseiller d’étre admissible a des incitatifs
monétaires et non monétaires, les conflits d’'intéréts et les
liens de propriété et autres intéréts financiers. Est également
énoncée dans le document I'obligation d’informer le client

qu’il peut demander des renseignements supplémentaires.

Selon I’'industrie, toute initiative dans ce domaine
devrait reposer sur une collaboration entre les
organismes de réglementation, ’'ACCAP et les
organismes de conseillers, I’'objectif étant d’assurer
gue le protocole en matiére de communication de
renseignements sur les conseillers soit mis en ceuvre
rapidement et intégralement par toutes les sociétés et
tous les intermédiaires au pays. Le climat de
transparence et la disponibilité de I'information résultant de
cette approche, conjugués aux autres normes
susmentionnées touchant la communication de
renseignements, devraient permettre aux clients éventuels
de l'industrie d’accéder a une diversité inégalée de
renseignements sur les produits et sur les conseillers, leur

permettant ainsi de prendre des décisions éclairées.

Une fois le protocole mis en oeuvre, les organismes de
réglementation et I'industrie pourraient évaluer la capacité
du nouveau systeme a répondre aux besoins et aux attentes
des clients, puis déterminer si d’autres efforts sont
nécessaires dans le cadre de ladite mise en ceuvre ou sur le
plan de I'information, de la communication des

renseignements ou de la transparence.





E. Avantages liés au rendement

Le Document fait remarquer que, dans l'industrie, les
pratigues en matiére de rémunération incluent fréquemment
des avantages monétaires liés au rendement (p. ex., des
bonis) et des avantages non monétaires (qui peuvent
notamment prendre la forme de séances de formation, de
consultations ou de voyages). Le Document souligne en
outre que I'admissibilité a ces avantages et la valeur de
ceux-ci dépendent d’'un ou de plusieurs critéres liés au
rendement, comme le volume de vente et la conservation
des affaires. Enfin, il est mentionné que les avantages liés au
rendement pourraient faire percevoir des conflits d’'intéréts,
dans le sens ou un intermédiaire pourrait orienter un client
éventuel vers un produit ou un assureur précis dans le but
d’accéder aux avantages en question. Dans ce contexte, le
Document propose comme politique possible la restriction,

partielle ou absolue, du recours a ce type d’avantages.

Il faut souligner d’abord et avant tout que, dans I'industrie
Les incitatifs liés au o L
rendement visent des assurances de personnes, les incitatifs liés au rendement
souvent a reconnaitre

o ne sont pas structurés d’'une maniere qui nuise aux intéréts
la continuité du

service et la des clients. Par exemple, ces incitatifs sont souvent accordés
conservation des . . . .
affaires. pour reconnaitre la conservation des affaires et, par la,

contribuent a assurer la continuité du service a la clientéle;
inversement, ils contribuent a éviter que les conseillers ne se
livrent a des pratiques indésirables, par exemple le

barattage (churning).

1l faut étudier les Lorsque I'on évalue les effets que peut avoir le recours aux
avantages compte

tenu du cadre global
de protection. tenir compte du cadre global de protection des clients

avantages liés au rendement dans l'industrie, il est crucial de

éventuels, cadre qui est décrit au chapitre 11, plutét que
d’étudier la question isolément, comme si ce cadre de

protection n’existait pas. En outre, le rapport qui doit étre






Le cadre de protection
global permet
d’exercer des
contrdles efficaces.

établi entre ces avantages et la priorité des intéréts des
clients, d’'une part, et la transparence et la communication
de renseignements, d’autre part, est lui aussi fondamental

dans I'évaluation desdits avantages.

Eu égard a la priorité des intéréts des clients, si, comme le
croit et le veut l'industrie, priorité il y a en tout temps, les
avantages liés au rendement ne peuvent influer ou étre
percus comme influant de facon néfaste sur les conseils
fournis. C’est ce que confirme I'absence totale de données
empiriques a I'appui d’'un quelconque probléeme généralisé de

cet ordre.

Considérés dans le contexte global du cadre de protection
des clients éventuels, les contrbles que permettent d’exercer
les multiples organismes, dispositions Iégislatives et
réglementaires, et normes sectorielles protégeant les
intéréts des clients sont déja extrémement efficaces pour ce
qui est de garantir que les conseils fournis sont adéquats
compte tenu des besoins et des ressources des clients.
L'absence compléte de preuve d’'une quelconque lacune du
systeme actuel & cet égard corrobore de facon trés

convaincante ce point de vue.

Dans le méme ordre d’idée, compte tenu des initiatives
concernant la transparence et la communication de
renseignements (exposées dans la partie D qui précéede), si
I'on songe que le client est informé que l'intermédiaire peut
avoir droit & certains incitatifs monétaires et non monétaires,
et également qu'il a le droit de demander des
renseignements supplémentaires, a ce sujet ou a n’'importe
quel autre sujet, les risques que les avantages liés au
rendement donnent lieu a des conseils inadéquats sont
encore plus minimes. Ces initiatives touchant la

transparence et la communication de renseignements sont





Les avantages liés au
rendement ne sont
qgu’un élément d’un
systéme global
efficace.

Les modifications
apportées pourraient
avoir des effets
incertains.

actuellement mises en oeuvre a I'échelle de I'industrie, et de
facon nationale, grace a la participation active des membres
de I’ACCAP, d’Advacis, des CISF et de la CAILBA. Il est clair
que toute évaluation qui se veut équilibrée des effets, réels
Ou percgus, que peuvent avoir les avantages liés au
rendement sur les conseils fournis ne devrait avoir lieu

qu’une fois achevé le processus en cours.

Il faut également souligner que les avantages liés au
rendement font partie depuis des décennies d’'un systéme
global qui fonctionne extrémement bien, et ce, de quelque
point de vue que l'on se place. A la lumiére des
considérations qui précedent, et en I'absence de preuve de
I'existence d’'un probleme qui exigerait que I'on modifie la
structure du systéme en place, il serait imprudent de se
lancer dans des initiatives législatives ou réglementaires
visant a interdire ou a limiter 'usage de ce qui n’est qu’un
élément de la structure globale de rémunération. Il ne fait
aucun doute que cela entrainerait d’autres modifications de
cette structure dont les effets seraient incertains. Cette
approche pourrait notamment résulter en une baisse de la
protection d’assurance vie et maladie des Canadiens, en

raison d’'un systeme de distribution moins efficace.

Plutdt que de s’exposer a des effets potentiellement
néfastes, dans un contexte ou I'expérience n’a pas prouve la
nécessité de modifier le systeme en intervenant par d’autres
voies législatives ou réglementaires, I’'industrie propose de
prendre part avec les organismes de réglementation a
I’évaluation de la nature et de la structure des
avantages liés au rendement qui sont actuellement
offerts dans I'industrie, et ce, compte tenu du cadre
global de protection en place ainsi que des efforts en cours
touchant la priorité des intéréts des clients, la transparence

et la communication de renseignements.





IV. CONCLUSION ET PROCHAINES ETAPES

L'industrie des assurances de personnes apprécie I'occasion
que lui a donnée la publication du Document de continuer a
travailler de facon constructive avec le CCRRA et les CISRO
dans le cadre des travaux du Comité de révision des
pratiques de l'industrie. L’étude menée par le Comité a partir
de questionnaires, qui n'a permis de déceler dans I'industrie
canadienne des assurances de personnes aucun probléme du
type de ceux repérés dans l'industrie des assurances IARD
(assurance des entreprises) aux Etats-Unis, atteste de
I'excellente qualité du vaste cadre de protection des clients
éventuels de I'industrie, cadre établi au fil des décennies
grace a la collaboration entre I'industrie et les organismes de

réglementation.

L'industrie appuie les objectifs d’intérét public énoncés dans

le Document, et préconise ce qui suit :

1. Priorité des intéréts des clients : Etant donné que
le fait de simplement greffer de nouvelles dispositions
législatives ou réglementaires au cadre
multidimensionnel déja en place entrainerait fort
probablement des chevauchements et autres effets
contraires au résultat souhaité, I'un des principaux
objectifs a viser dans le cadre d’efforts conjoints serait de
consigner les dispositions actuellement en place eu égard
a la «priorité des clients», d’évaluer ces dispositions et
d’étudier les liens qui existent entre elles. Aprés cette
premiére étape, I'industrie et les organismes de
réglementation pourraient déterminer ensemble de quelle
facon la réglementation, les codes et les dispositions
connexes devraient étre éventuellement améliorés. Ce

n’est qu’une fois ces étapes franchies que I’'on pourra





déterminer si de nouvelles mesures s’'imposent a I’égard

de cet aspect fondamental.

2. Transparence et communication de
renseignements : Toute initiative dans ce domaine
devrait reposer sur une collaboration entre les
organismes de réglementation, ’ACCAP et les organismes
de conseillers, I'objectif étant d’assurer que le protocole
en matiere de communication de renseignements sur les
conseillers soit mis en ceuvre rapidement et
intégralement par toutes les sociétés et tous les
intermédiaires au pays. Le climat de transparence et la
disponibilité de I'information résultant de cette approche,
conjugués aux autres normes mentionnées dans le
présent mémoire et touchant la communication de
renseignements, devraient permettre aux clients
éventuels de I'industrie d’accéder a une diversité inégalée
de renseignements sur les produits et sur les conseillers,

leur permettant ainsi de prendre des décisions éclairées.

Une fois le protocole mis en oeuvre, les organismes de
réglementation et I'industrie pourraient évaluer la
capacité du nouveau systéme a répondre aux besoins et
aux attentes des clients, puis déterminer si d’autres
efforts sont nécessaires dans le cadre de ladite mise en
ceuvre ou sur le plan de I'information, de la
communication des renseignements ou de la

transparence.

3. Avantages liés au rendement : Plutdt que de
s’exposer a des effets potentiellement néfastes, dans un
contexte ou I'’expérience n’a pas prouvé la nécessité de
modifier le systéme en intervenant par d’autres voies
législatives ou réglementaires, I'industrie propose de

prendre part avec les organismes de réglementation a





I’évaluation de la nature et de la structure des avantages
liés au rendement qui sont actuellement offerts dans
I'industrie, et ce, compte tenu du cadre global de
protection en place ainsi que des efforts en cours
touchant la priorité des intéréts des clients, la

transparence et la communication de renseignements.

L'industrie sera heureuse de poursuivre le dialogue sur ces

importantes questions.





ANNEXE A

PUBLICATIONS DE L’ACCAP A L INTENTION
DES CONSOMMATEURS

ASSURANCES VIE ET MALADIE

L'assurance invalidité — Quels seront vos revenus en cas d'invalidité?

Ce guide explique ce qu'est I'assurance invalidité (aussi appelée assurance salaire),
donne un apercu des régimes d'Etat et des régimes individuels et collectifs, et aide le
consommateur a faire lI'analyse de ses besoins financiers. Comporte un glossaire.

Guide sur l'assurance vie

Attrayant et facile a consulter, cet ouvrage donne des renseignements indispensables
sur les divers types de polices d'assurance vie, les primes, les avenants, les
participations et les services offerts par les agents. On y explique également les
processus de souscription et de reglement.

Guide sur l'assurance maladie complémentaire

Il s'agit d'une brochure expliquant le fonctionnement de I'assurance maladie qui
compléte les régimes d'Etat. Que vous soyez couvert par un régime collectif fourni par
votre employeur ou que vous songiez a souscrire une police individuelle, vous
trouverez dans ce guide de 16 pages, de lecture facile, des renseignements des plus
utiles, notamment sur les services couverts, les franchises, la participation aux frais et
les plafonds, ainsi que sur la facon de présenter une demande de réglement.

L'assurance voyage — Une protection indispensable lorsque vous quittez le
Canada

Ce dépliant rappelle aux consommateurs canadiens l'importance de souscrire une
assurance maladie complémentaire avant de partir en voyage a I'étranger. Une série
de questions aide le lecteur a mieux comprendre les dispositions et les exclusions de
sa police. Des conseils sont également donnés pour faciliter le processus de réglement.

PLANIFICATION FINANCIERE

Guide sur les contrats de fonds distincts

Ce guide vise a aider le lecteur & comprendre les contrats de fonds distincts et a faire
de lui un consommateur plus averti. Il renferme des renseignements sur les options de
placement offertes dans le cadre de contrats de fonds distincts et sur les
caractéristiques et les avantages de ces contrats, ainsi que des conseils pour aider le
consommateur a déterminer si les fonds distincts correspondent bien a ses besoins et
a sa stratégie en matieére de placement.

Chaque chose a sa place
Cette brochure vous aide & mettre de I'ordre dans vos papiers personnels afin de
pouvoir les retrouver facilement en cas de besoin.





PLANIFICATION DE LA RETRAITE

Ce gque le consommateur doit savoir sur les REER souscrits aupres d'un
assureur vie

Sommaire sur les regles qui s'appliquent actuellement aux cotisations a un REER, les
types de REER qu'offrent les assureurs vie et les avantages qu'ils comportent.

La retraite, du réve a la réalité

S'adresse a ceux et celles qui comptent prendre leur retraite dans cing ou dix ans
(mais peut aussi s'avérer utile aux retraités de moins de 71 ans). Des feuilles de calcul
permettent de dresser un état des ressources de retraite et de faire une estimation
des dépenses annuelles. On y traite aussi des diverses options en matiére de revenu
de retraite et des aspects a considérer sur le plan des dispositions législatives et des
placements lorsque vient le temps de choisir I'une de ces options.





ANNEXE B

CODE DE DEONTOLOGIE DES SOCIETES
MEMBRES DE L’ACCAP

Pour adhérer a I’ACCAP, toutes les sociétés membres se sont engagées a mener leurs

activités selon les principes suivants :

1. Pratiquer une concurrence serrée et loyale afin que le public puisse obtenir les
produits et services qui lui sont nécessaires a des prix raisonnables.

2. Faire des annonces publicitaires claires et sans équivoque des produits et
services, et éviter les pratiques qui pourraient induire en erreur.

3. S’assurer que les indications portant sur les prix, les valeurs et les prestations
soient claires et justes, et que les sommes qui ne sont pas garanties soient
indiquées de facon appropriée.

4. Rédiger les contrats dans une langue claire et directe en évitant d’inclure des
limites qui ne seraient pas sensées.

Utiliser des techniques de sélection solides et équitables.
Effectuer les réglements en cours de facon honnéte et dans les meilleurs délais,
sans imposer d’exigences injustifiées.

7. Faire preuve de compétence et de courtoisie en matiere de prestation de
services et de souscription.

8. Respecter le droit a la vie privée des clients en utilisant les renseignements
personnels obtenus sur ces derniers uniquement a des fins permises et en ne

les divulguant qu’a des personnes autorisées.





b)

ANNEXE C

LIGNES DIRECTRICES DE L’ACCAP

LD1 — Communication de renseignements sur les produits

La ligne directrice LD1, Communication de renseignements sur les produits,
énonce des normes concernant la communication de renseignements sur les
produits aux clients éventuels. Elle s’applique a I’égard de tous les produits
d’assurances vie et maladie souscrits individuellement, a I’exception des contrats
individuels a capital variable (CICV) et de I'assurance voyage, qui sont couverts
par des lignes directrices distinctes (voir LD2 et LD5 ci-dessous). Elle exige que
des renseignements soient fournis sur les caractéristiques et garanties du
produit, et qu’il soit indiqué, le cas échéant, quelles sont celles qui peuvent étre
non garanties, ainsi que toute restriction, réduction et exclusion applicables. Doit
en outre étre indiqué de quelle fagon le consommateur peut accéder a des

renseignements supplémentaires.

LD2 — Contrats individuels a capital variable afférents aux

fonds distincts

La ligne directrice LD2, Contrats individuels a capital variable afférents aux fonds
distincts, énonce les renseignements devant étre fournis dans la notice
explicative remise au consommateur préalablement a la souscription d’un contrat
adossé a des fonds distincts. Doivent étre fournis entre autres une description
des prestations au titre du contrat, précisant notamment si elles sont garanties
ou non, un bref sommaire de la politique de placement de chaque fonds distinct,
et les faits saillants de nature financiere indiquant les résultats antérieurs de
chaque fonds, accompagnés d’'une déclaration précisant que, sous réserve d'une
garantie applicable au décés ou a I'échéance, la prime est investie aux risques du
souscripteur et que sa valeur peut augmenter ou diminuer en fonction des

fluctuations de la valeur de marché des éléments d'actif du fonds distinct.





d)

LD5 — Assurance voyage

La ligne directrice LD5, Assurance voyage, exige que les souscripteurs
d’assurance voyage aient accés a des renseignements complets sur le produit
offert. Plus précisément, doivent étre fournis des renseignements décrivant en
détail les garanties, restrictions et exclusions, et toute autre condition a laquelle
la protection est assujettie, ainsi que des directives sur la fagcon de présenter une

demande de réglement.

LD6 — Exposés en assurance vie

La ligne directrice LD6, Exposés en assurance vie, dresse les paramétres pour
tout exposé fourni aux clients éventuels envisageant la souscription d’un contrat
d’assurance vie. Elle exige que les éléments garantis et non garantis soient
clairement indiqués et que, dans le cas des éléments non garantis, au moins
deux scénarios soient donnés, le premier avec un taux de rendement tombant
dans une fourchette déterminée par I'actuaire de I'assureur et le second avec un
taux moins favorable. Le but est de faire bien comprendre au titulaire de contrat
a quel point les résultats peuvent fluctuer, et les répercussions que ces

fluctuations peuvent avoir.

LD7 — Assurance crédit collective

La ligne directrice LD7, Assurance crédit collective, énonce les exigences en
matieére de communication de renseignements au débiteur au moment de la
présentation de la proposition. Doivent étre fournies une déclaration précisant
que l'assurance est facultative et qu'un délai de réflexion s’applique aprés
réception du certificat renfermant des précisions sur la couverture et les
conditions susceptibles de restreindre ou d'annuler cette derniére. Doit en outre
étre indiqué comment I'on peut contacter I'assureur pour obtenir des

renseignements ou des éclaircissements supplémentaires.





)

9)

h)

LD8 — Sélection des intermédiaires et déclaration des

irréegularités

La ligne directrice LD8, Sélection des intermédiaires et déclaration des
irrégularités, énonce des normes a adopter par les assureurs concernant i) la
sélection des intermédiaires avec lesquels ils envisagent de passer un contrat, et
ii) la déclaration des irrégularités aux autorités de contrdle concernées. Les
renseignements devant étre recueillis au sujet de I'intermédiaire doivent
notamment indiquer si celui-ci a par le passé été condamné pour un crime de
nature financiére, les accusations criminelles pendantes, les mesures
disciplinaires prises par des autorités de contréle, s’il est un failli ou encore s’il ne
détient pas d’assurance responsabilité civile professionnelle. En outre, si un
assureur prend connaissance de toute pratique inacceptable de la part d’un

intermédiaire, il doit signaler ce dernier aux autorités de contréle compétentes.

LD9 — Marketing direct

La ligne directrice LD9, Marketing direct, vise a établir des normes de conduite a
I'intention des assureurs recourant au marketing direct comme mode de
distribution. Ces normes concernent notamment les renseignements a donner sur
le produit et le matériel utilisé en marketing direct, la teneur du texte a utiliser,
la formation des télévendeurs, les régles a observer en ce qui a trait au
télémarketing ainsi que le respect du code de I’Association canadienne du

marketing.

LD11 — Droit d’annulation de dix jours

La ligne directrice LD11, Droit d’annulation de dix jours, qui s’applique au
contrats individuels d’assurance vie et d’assurance accidents et maladie, peut
étre considérée comme protégeant les titulaires de contrats plutdt que les clients
éventuels, étant donné qu’elle prévoit un droit d’annulation de dix jours suivant
la remise du contrat conclu. Mais il est clair qu’elle protege aussi les clients
éventuels, leur garantissant que si le contrat établi ne répond pas a leurs

attentes, ils pourront I'annuler et obtenir le remboursement intégral des primes.
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EXECUTIVE SUMMARY

The CLHIA welcomes the opportunity to provide comment on the CCIR/CISRO

Consultation Paper, Relationships Between Insurers and Sales Intermediaries.

In this submission, the life and health insurance industry puts forth the following key

points:

e The products provided by the life and health insurance companies play a

significant role in the social and economic fabric of Canadian society.

e Although the Consultation Paper deals with both the life and health and the
property and casualty insurance industries, it is important to understand that

the two industries are separate and differ in a number of significant ways.

e There is already in place an extensive framework to protect the interests of
potential life and health insurance customers which includes a number of

organizations, legislative or regulatory provisions and industry standards.

e In late 2004, the life and health insurance industry launched a series of

additional measures intended to enhance customer information and confidence.

e The industry supports the public policy objectives cited in the Paper and
believes that these can be best pursued by continuing joint regulator/industry

efforts focused on:

1. Priority of client interests: In light of the likelihood of duplication and
other counter-productive impacts which could ensue from simply proceeding to
add on further legislative or regulatory provisions to this already multi-
dimensional framework, the industry believes that a first priority for
cooperative effort should be to document and assess the current “client
priority” provisions and their interrelationships. On this basis, joint
industry/regulator efforts could then focus on whether and how existing
regulations, codes and related provisions should be improved. Only once these

steps have been completed should consideration be given to whether there is a





need for additional measures in this fundamentally important area.

2. Transparency and disclosure: Action in this area should involve the
regulators working together with CLHIA and the advisor organizations to ensure
prompt and thorough implementation of the new Advisor Disclosure protocol by
all companies and intermediaries across the country. Together with the other
disclosure standards noted in this submission, the resulting overall information
and disclosure environment should provide potential life and health insurance
customers with access to an exceptional range of product-related and advisor-

related information relevant to their decisions.

Once implementation has been completed, joint regulator-industry efforts could
focus on assessing the resulting system in relation to customer needs and
expectations as a basis for considering whether or not additional
implementation efforts and/or additional information/disclosure/transparency

measures are required.

3. Performance-related benefits: Rather than risking potentially negative
outcomes in a context in which there is no empirical basis for seeking changes
by way of additional legislative/regulatory interventions, the industry and
regulators should work together to examine and assess the nature and
functioning of current performance-related benefits in the life and health
insurance industry in the context of the overall protective framework and of the
ongoing efforts in relation to both the priority of client interests as well

transparency and disclosure.





CLHIA appreciates
this opportunity to
comment

23 million Canadians
are protected by life
and health insurance
products

Investments in
Canada: $342B

Employment: 116,000

Life and health
insurance products
play important role in
Canadian society

INTRODUCTION

The Canadian Life and Health Insurance Association (CLHIA)
is pleased to provide input as requested by the Consultation
Paper!, Relationships Between Insurers and Sales
Intermediaries, put forward by the Industry Practices
Review Committee (IPRC) of the Canadian Council of
Insurance Regulators (CCIR) and the Canadian Insurance

Services Regulatory Organizations (CISRO).

Established in 1894, CLHIA is a voluntary, non-profit
organization which represents companies accounting for 99
percent of Canada’s life and health insurance business. The
industry’s products include life insurance, disability
insurance, supplementary health insurance, annuities,
RRSPs and pensions. About 23 million Canadians are
protected by these products. The industry also protects
about 20 million policyholders in 20 other countries. In

total, benefits paid to Canadians were $47.8 billion in 2004.

As well as providing direct protection to Canadians, the
industry is a major contributor to the Canadian economy.
Investments in Canada were about $342 billion in 2004.
The industry is a major employer, with about 116,000
Canadians earning some or all of their income from the

industry.

The products provided by life and health insurance
companies play a significant role in the social and economic
fabric of Canadian society. By providing the means for self-

sufficiency, these products help to reduce the burdens on

1 Referred to hereafter as the Paper.





Life and health and
property & casualty
insurance industries
are separate and
differ in significant
ways

the state in many vitally important areas, such as health
financing and retirement incomes. It is important to
recognize that these products are generally sold, rather
than bought in the sense that allocating current disposable
income to insure against future contingencies is often a
more difficult decision for potential customers than other
purchases which address more immediate needs. This
attribute in turn requires a regulatory system that
recognizes the social and economic role of life and health

insurance products.

The Paper focuses on industry practices in both the property
& casualty insurance industry and the life and health
insurance industry with particular reference to the
implications of those practices for the nature and quality of
advice provided to potential customers who are considering
purchasing coverage. Although the paper deals with both
industries, it is important to understand that the two
industries are separate and differ in a number of significant

ways.

For example, in the life and health insurance industry,
unlike the P&C industry, products are not mandated either
by law (e.g. auto insurance) or by practice (e.g. property
insurance). Or, as another example, life and health
contracts are often of a very long duration, unlike most P&C
contracts which are generally six months to one year
contracts subject to renewal. Compensation structures in
the life and health insurance industry, unlike in the P&C
industry, frequently reflect the need for ongoing service

during the life of the contract.

This submission focuses solely on the life and health
insurance industry (referred thereafter as the industry)

issues and is not intended to address in any way P&C





industry issues.

The structure of this submission is as follows:

Chapter Il describes the current consumer protection
framework for potential customers who are considering
obtaining life and/or health insurance coverage but have
not yet decided whether to do so nor what kind of
coverage to obtain;

Chapter 11l provides input on the policy options and
approaches which were put forward in the Paper as a
basis for discussion;

Chapter IV summarizes the conclusions and
recommended next steps for continued work by the

industry and regulators.





1. POTENTIAL CUSTOMERS: CANADA'’S
PROTECTIVE FRAMEWORK

A. INTRODUCTION

This Chapter? describes the framework which
protects the interests of Canadian consumers when
they are “potential customers”, considering whether
to obtain coverage and what kind of life and/or
health insurance product(s) would match their needs
and resources. For the purposes of this document,
potential customers are those considering the
purchase of life and/or health insurance products
regardless of whether they may already have
coverage under one or more life and/or health

insurance policies.

Section B of this Chapter describes the organizations
The framework for

potential customers which are involved in protecting potential customers.
includes:
Section C then provides a summary of the main

« Organizations legislative and regulatory provisions and of the

e Legal and industry standards which protect them. Section D
regulatory . . .
provisions focuses on an important recent addition to this

rotective framework, namel the industry’s
e Industry standards P y y
customer information and confidence initiative which

was announced in late 2004.

B. ORGANIZATIONS

The organizations identified below all have mandates

which include some degree of responsibility and

2 This Chapter is largely based upon “Canada’s Life and Health Insurance Industry: The Consumer Protection Framework”,
prepared by the CLHIA and submitted in evidence to the Senate Standing Committee on Banking, Trade and Commerce,
May 2005.





accountability for protecting potential life and health

insurance customers.

1) Life and Health Insurance Companies

Life and health
insurers have a
significant role insurance companies are responsible for ensuring that

The Board and management of life and health

the company is compliant with all applicable laws and
standards, including those which pertain to sales and
marketing activities focused on potential customers.
All companies have compliance management
programs which are focused on ensuring these
obligations are met on an ongoing basis. Companies
provide supervision and training to employees to
ensure that these obligations are respected. In
addition, to assist potential customers in making
informed choices, insurance companies routinely
make available on their websites and through
intermediaries information about the companies

themselves and about their products and services.

i) Provincial and Territorial Insurance

Regulators

The provincial and territorial Superintendents of
Superintendents of

Insurance are major Insurance play a major role in the protection of
players potential customers. The Superintendents administer
and enforce the Insurance Acts which, inter alia, set
out specific requirements relating to the sale of life
and health insurance policies. These legislative and
regulatory provisions are described in section C of
this Chapter. The Superintendents participate in an
active coordinating body, the Canadian Council of
Insurance Regulators (CCIR), which provides a
continuing forum for identification and discussion of

shared issues and interests, exchange of information






Insurance Councils
and the Chambre de la
Sécurité financiere are
involved

relating thereto and development of common
regulatory approaches. Moreover, the
Superintendents are also represented in the Joint
Forum of Financial Market Regulators which brings
together Canada’s securities, pensions and insurance
regulators to develop coordinated approaches to

regulation throughout the financial services sector.

1) Insurance Councils
Four provinces (B.C., Alta., Man., Sask.) have
Insurance Councils, and the province of Quebec has
the Chambre de la sécurité financiére, which have
been delegated authority to enforce legislative and
regulatory provisions governing the actions of
intermediaries distributing life and health insurance
products. The focus of the Councils relates primarily
to protecting potential customers through such
activities as the implementation and enforcement of
intermediary licensing requirements and disciplinary
actions relating to intermediaries. In the case of the
Chambre, the focus is only on the latter. The
Chambre’s mandate also includes the provision of
continuing education. The Councils and the Chambre
have their own inter-jurisdictional coordinating body,
the Canadian Insurance Services Regulatory
Organizations (CISRO), which is represented in the

Joint Forum of Financial Market Regulators.

iv) CLHIA
The Canadian Life and Health Insurance Association
(CLHIA) is a voluntary non-profit organization with
member companies accounting for 99% of Canada’s
life and health insurance business. CLHIA’s Mission
Statement specifies that “the Association shall ensure

that the views and interests of its diverse





CLHIA contributes in
three ways

1. the Consumer
Assistance Centre

e Information on
products

¢ Information on
companies

e Consumer guides

membership and of the public are equitably
addressed”. Moreover, one of its strategic
objectives is “to foster sound and equitable
principles in the conduct of the business of its

members”.

Consistent with its mandate and strategic objectives,
three aspects of CLHIA’s activities are directly
relevant to the assistance and protection of potential

customers.

a) Consumer Assistance Centre
(CAC)
The industry has operated for over 30 years
the Consumer Assistance Centre which
has helped more than 1,115,000 consumers
since inception, providing assistance to
Canadians from across the country in both
English and French through toll-free
telephone lines and its website. In 2003, the
CAC responded to nearly 59,000 telephone

inquiries and had 44,000 visits to its website.

Many of the calls fielded by CAC counsellors
are from potential customers seeking
information on products and on companies
before purchasing life or health insurance
products. Similarly many of the website visits

focus on obtaining company information.

Through the CAC, CLHIA also makes available
to Canadian consumers practical consumer

guides on a wide range of life and health





2.

3.

the Consumer
Code of Ethics

the CLHIA
Guidelines
developed with the
Superintendents of
Insurance

insurance products. These are available on the
Association’s website at www.clhia.ca. These
publications contain useful information and
advice on products, what kind of coverage is
available, and how to select and deal with an
intermediary, as well as many other practical

tips and advice. An annotated overview of the

consumer publications is included as Annex A.

b) CLHIA Consumer Code of Ethics

CLHIA’s member companies have undertaken
to adhere to the Consumer Code of Ethics as a
condition of membership. A copy is attached

as Annex B.

CLHIA Guidelines

CLHIA Guidelines establish industry standards
for aspects of the life and health insurance
business which involve particularly significant
public interest dimensions. They are
developed by the industry in consultation with
the Superintendents of Insurance whose
comments and approval are sought before
Guidelines are adopted. Once there is
industry consensus and input from the
Superintendents has been incorporated, they

are formally adopted by CLHIA’s Board.

Guidelines are transmitted to CLHIA’s member
companies with a preamble indicating that: i)
all member companies are expected to comply
with Guidelines; and ii) Guidelines should be
drawn to the attention of the company’s Board

or the Board Committee responsible for

10





Intermediary
organizations
contribute through
their codes of conduct

V)

compliance and incorporated into the

company’s ongoing compliance program.

Compliance with Guidelines is a highly prudent
course of action for many reasons including
the fact that the Guidelines are sometimes
invoked as benchmarks of “normal industry
practice” in civil proceedings. Companies
which are in compliance with the Guidelines
are clearly better protected against any
possible allegations that their practices were
sub-standard. Moreover, compliance with
certain Guidelines (e.g. G2: Individual Variable
Insurance Contracts) is mandatory because
they have been given a status equivalent to

regulation by one or more jurisdictions.

The specific Guidelines relevant to protecting
potential customers are discussed in Section C

of this document.

Intermediary Organizations

There are several intermediary organizations that
function primarily as professional associations and
provide an important element of consumer

protection through their Codes.

Advocis has a Code of Professional Conduct that
requires its members to act competently, to put the
client’s best interests first, to act with integrity, to
disclose any conflicts of interest, and to respect the

confidentiality of the information the client provides.

The Independent Financial Brokers of Canada (IFB)

11





Insurance Acts
provide important
protections

Company licensing
requirements

has a Code of Ethics that requires its members to put
the client’s best interests first, assess a client’s
needs, act professionally, disclose any conflicts of
interest, and respect the confidentiality of the

information the client provides.

Quebec’s Chambre de la sécurité financiére also has
a Code of Ethics that applies to all life and health
insurance intermediaries including group
representatives and financial planners and aims to
protect the public and the integrity of the profession.
For example, section 19 of this Code provides that
the “representative must subordinate his personal
interests to those of his client or any potential

client”.

LEGISLATIVE PROVISIONS AND
INDUSTRY STANDARDS

Provincial and Territorial Insurance

Acts

Canada’s provincial and territorial Insurance Acts
contain significant protections for potential customers
of life and health insurance. In this regard, very
significant protection is provided by the legislated
licensing regimes for both insurance companies and
for advisors who distribute life and health insurance
products. The licensing regimes for life and health
insurance companies ensure that the companies are
fit and proper to act as insurers and also provide the
Superintendents with a powerful tool (i.e. revocation
or limitation of the licence to do business) to enforce

the applicable legislative and regulatory regime.

12





Intermediary
proficiency standards

Intermediary licensing
standards

Consumer disclosure
requirements

Protection from
coercion and unfair
and deceptive
practices

For intermediaries, the licensing regime requires that
advisors meet pre-licensing (Life Licence Qualification
Program) and post-licensing (continuing education)
proficiency requirements in order to be duly licensed.
Advisors must carry Errors & Omissions insurance in
most provinces and comply with other requirements.
If intermediaries fail to act in accordance with
regulatory requirements, their licences can be
suspended or revoked. Other important protections
in provincial/territorial Insurance Acts and regulations
relate to the disclosures that must be made to
prospective consumers. Such disclosure can include
information about the companies that an advisor
represents or about the company providing the
product for a specific transaction, any conflicts of

interest, and how the advisor is paid.

Insurance legislation also includes restrictions on
coercion, undue pressure, and tied selling. As well the
Insurance Acts provide that no person shall engage in
any unfair or deceptive act or practice, including:
false or misleading statements as to the terms,
benefits or advantages of any policy of insurance to
be issued; incomplete comparisons of any policy of
insurance with that of any other company to induce

an insured to lapse a policy.

1) Joint Forum of Financial Market

Regulators

In 2004, the Joint Forum of Financial Market
Regulators released its Principles and Practices for the

Sale of Products and Services in the Financial Sector.

13





The Joint Forum sets
expectations across
financial sectors re
intermediary conduct
and disclosure

CLHIA Guidelines set
important industry
standards
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These standards set out a framework for protecting
the interests of potential customers encompassing a
number of key dimensions of intermediary conduct,
and provide an important base line for marketplace
conduct. In adopting and distributing these
standards, regulators were clear in their expectations
that all intermediary organizations would assess their
own standards against the Joint Forum document,
thereby helping to achieve a uniform standard of

conduct across the financial services industry.

The Principles and Practices include giving priority to the
client’s interests, acting in good faith and in a professional
manner, avoiding conflicts of interest and disclosing possible
conflicts, and providing clear information about both the
product and the advisor. Information to be provided about
the advisor includes the names of organizations providing
remuneration and the nature of the relationship between
those organizations and the advisor, how the advisor is paid,
the existence of any other benefits from sales incentive
programs, and specific fees payable by the client if such

exist.

i) CLHIA Guidelines

As noted earlier, the CLHIA Guidelines establish
important industry standards. The following
Guidelines provide particular protection for potential
customers in terms of disclosure, agent screening and
rescission rights:

e G1, Product Disclosure

e G2, Individual Variable Insurance

Contracts Relating to Segregated Funds
e Gb, Travel Insurance

e G0, Life Insurance lllustrations





The industry’s
customer information
and confidence
initiatives reinforce
and enhance
protection in 5 key
areas:

¢ Consumer
awareness
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e G7, Creditor’'s Group Insurance

e (8, Screening Agents for Suitability and
Reporting Unsuitable Agents

e G9, Direct Marketing

e G11, 10-Day Insurance Contract Rescission
Right

Additional information on each of these Guidelines

can be found in Annex C.

D. CUSTOMER INFORMATION AND

CONFIDENCE INITIATIVES

In December 2004, CLHIA’'s member companies launched a
5-part initiative to reinforce customer confidence through
enhanced customer information and transparency. This
initiative has national application, and takes a broad
approach to building on the already extensive framework
described in earlier portions of this Chapter to ensure that
potential customers have all the information they require to
make the best choices for themselves and their families.
Some aspects have already been implemented, while others

are in progress. They include:

i) lIncreased consumer awareness: The

industry’s Consumer Assistance Centre, the
industry’s consumer publications and the
Consumer Code of Ethics are all available through
the CLHIA (on its website and through a 1-800
information line). Companies have committed to
expanding consumer access to these services and
information by providing linkages on their
websites. Most companies have already
incorporated these links and the final stages of

implementation are underway.





Product
disclosure

Compensation
review

Travel incentives

Intermediary
disclosure

i)

i)
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Product Disclosure: The industry committed
that consumers considering life and health
insurance products would receive information
conforming to new standards and covering key
features relevant to making informed and
confident decisions. A new CLHIA Guideline on
Product Disclosure underwent consultation with
member companies last year and, earlier this
year, received approval and commendation from
the regulators. It was subsequently approved by
CLHIA’s Board of Directors in March 2005. It
applies to all individual life and health insurance
products, with the exception of Individual Variable
Insurance Contracts and Travel Insurance, as
each of those product lines is already covered by
a separate Guideline. Implementation is now
proceeding towards the effective date of Jan. 1,
2006.

Compensation Review: Companies will

regularly review their sales-related compensation
structures and practices including from the
perspective of their customers’ interests. This
commitment is currently being codified into a new
CLHIA Guideline.

Travel Incentives: Companies offering such

incentives will make disclosure by the
intermediary a condition of eligibility. As with (iii)
above, this commitment is also being codified into
a CLHIA Guideline.

Intermediary Disclosure: It is, of course,

important that in addition to receiving good
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product information, the consumer receives

pertinent information about the advisor.

Accordingly, companies committed to working

cooperatively with intermediaries distributing life

and health insurance products so that consumers

receive a brief, clear intermediary disclosure

document which covers:

Information about the insurers that the
advisor represents;

Information about the nature of those
relationships, including any ownership or
other financial links;

Information about how the advisor is
compensated;

Information about eligibility for additional
compensation of a monetary (eg, bonus) or
non-monetary (eg, travel incentives) nature;
Information about any conflicts of interest;
and

The fact that the customer has the right to

ask for additional information.

CLHIA worked with advisor organizations including

Advocis, IFB and the Canadian Association of

Independent Life Brokerage Agencies (CAILBA) to

produce, in March 2005, a Reference Document

on Advisor Disclosure that sets out the six key

disclosure elements with explanatory information

and sample wording. A copy is included as

Annex D. CLHIA and advisor organizations are

continuing to work towards implementation by

reinforcing awareness of this initiative and by

providing standard disclosure forms for advisors.
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POSSIBLE POLICY OPTIONS AND
APPROACHES

INTRODUCTION

Before commenting on the options that the Paper raises, it
is essential to recognize that the CCIR/CISRO review found
no parallels whatsoever to the U.S. situation that had
motivated the review, that is, where some U.S. commercial
insurance brokers apparently received inappropriate
payments for steering business in a particular direction.
Further, the policy options that are put forth in the Paper
are not based on evidence of any problem in the industry.
That being said, the life and health insurance industry

supports all of the objectives cited in the Paper namely:

e Market confidence

e Informed consumers

e Level playing field

e Responsive insurance regulation
e Harmonization

e Competitive markets

The industry has worked constructively with the
Superintendents of Insurance for many decades to pursue
these objectives. Consistent with that tradition of
constructive cooperation, the industry has carefully
assessed the options and approaches put forward as a basis
for discussion in the Paper. The industry’s assessment has
focused on whether and to what extent each of those
options or variants of them or other approaches not
mentioned in the Paper could contribute materially to the

further attainment of the above-noted objectives. In every





Extensive
intermediary-oriented
protections apply to
all intermediaries

Any additional
measures should be
assessed with respect
to scope
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case, that assessment has taken into account not only the
findings of the questionnaire study but also the existing
framework of protections for potential customers set out in
Chapter Il as well as the questions for stakeholders set out

in the Paper.

The following sections of this chapter address in turn the
options and approaches raised by the Paper in relation to

the following issues:

i. Whether the policy options should apply to all
intermediaries or, alternatively, only to those who
hold themselves out as being independent;

ii. The priority of client interests

iii. Enhanced transparency of compensation, ownership
and other financial links;

iv. Performance-linked benefits.

Scope of Application

As Chapter Il documents, there are already extensive
intermediary-oriented protections in place for potential
customers. These include codes of conduct, licensing
requirements, conflict of interest provisions and disclosure
measures, including those which CLHIA, Advocis, IFB and
CAILBA launched in late 2004. The scope of those many
existing intermediary-oriented protections, with virtually no
exceptions, includes all intermediaries rather than being

limited to one sub-group thereof.

The industry’s belief is that all life and health
insurance intermediaries are equally committed to
attaining the best outcome for their clients and that
the current scope of application of the existing
measures is appropriate. The application of any

additional measures would need to be reviewed and
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assessed based on their specifics.

Priority of Client Interests
As the Paper notes, there are already a wide range of
provisions in place throughout Canada which have the effect
of giving priority to client interests, including licensing
requirements, codes of conduct and conflict of interest
requirements. The protective framework as described in
Chapter Il provides further documentation of the current
situation. That extensive set of current provisions includes
a number of industry initiatives. These testify to the
industry’s strong commitment to the priority of client

interests.

Against the backdrop of current legislative and regulatory
provisions, disclosure practices and codes of conduct, it is
essential to recognize there would not appear to be
evidence that the current system is insufficient. That being
said, the Paper raises the possibility of the regulators
working with industry associations in this area. The
industry welcomes the opportunity to work constructively

with the regulators on these matters.

In light of the likelihood of duplication and other counter-
productive impacts which could ensue from simply
proceeding to add on further legislative or regulatory
provisions to this already multi-dimensional framework, the
industry believes that a first priority for cooperative
effort should be to document and assess the current
“client priority” provisions and their
interrelationships. On this basis, joint industry/regulator
efforts could then focus on whether and how existing
regulations, codes and related provisions should be
improved. Only once these steps have been completed

should consideration be given to whether there is a need for
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additional measures in this fundamentally important area.

Transparency and Disclosure

The Paper emphasizes the importance of transparency in
the marketplace so that potential customers are fully
informed of all information that may pertain to the
intermediary’s advice. Towards that end, the Paper raises
as a basis for discussion two possible approaches, namely:
i) legislated disclosure requirements; or ii) industry-led best
practices which would involve regulators working with
industry representatives, from both CLHIA and intermediary
organizations on industry-wide, Canada-wide disclosure

standards.

CLHIA’s members are strongly committed to transparency
and disclosure as evidenced by the numerous existing
industry initiatives outlined in Chapter Il. As indicated
therein, CLHIA’s Code of Consumer Ethics, to which all
member companies are committed as a condition of
membership, requires clear product disclosure to potential
customers. Potential customers have zero-cost access to
company and product information from the Consumer
Assistance Centre. Several long-established CLHIA
Guidelines directly relate to ensuring clear disclosures of
pertinent information at point-of-sale including: G2 (1VIC),
G5 (Travel Insurance), G6 (lllustrations), G7 (Creditor’s
Group) and G9 (Direct Marketing).

More recently, in late 2004, CLHIA members launched their
five-part initiative focused on reinforcing customer
confidence through increased information, disclosure and
transparency. Access to the CAC’s information resources
has been increased. The new Product Disclosure Guideline

has already been formally adopted and is currently being
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implemented in preparation for the effective date of January
1, 2006. A new Guideline is currently under development in
relation to codifying the commitment made by CLHIA
member companies to require, as a condition of eligibility
for travel incentives, disclosure by intermediaries to
potential clients of potential eligibility. And, CLHIA, Advocis,
IFB and CAILBA have cooperated to develop the Advisor
Disclosure protocol outlined in CLHIA’s Advisor Disclosure
Reference Document (see Annex D). Cooperative efforts
are currently underway to encourage and facilitate the
implementation of this protocol by all companies and

advisors.

The new Advisor Disclosure protocol encompasses
compensation, including eligibility for monetary and non-
monetary incentives, as well as any conflicts of interest and
ownership and other financial links. Moreover, it also
includes making the client aware that they can ask for

further information.

The industry believes that action in this area should
involve the regulators working together with CLHIA
and the advisor organizations to ensure prompt and
thorough implementation of the new Advisor
Disclosure protocol by all companies and
intermediaries across the country. Together with the
other disclosure standards noted above, the resulting
overall information and disclosure environment should
provide potential life and health insurance customers with
access to an exceptional range of product-related and

advisor-related information relevant to their decisions.

Once implementation has been completed, joint regulator-
industry efforts could focus on assessing the resulting

system in relation to customer needs and expectations as a
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basis for considering whether or not additional
implementation efforts and/or additional

information/disclosure/transparency measures are required.

Performance-Based Benefits

The Paper notes that compensation practices in the life and
health insurance industry commonly include both monetary
performance-based benefits (e.g. bonuses) and non-
monetary incentives (e.g. training, consulting support,
travel). The Paper notes that the eligibility for and the
amount of such benefits depend on one or more
performance-related criteria, such as sales volume and
retention. Finally, the Paper notes that such performance-
related benefits could appear to create a potential conflict of
interest in the sense that intermediaries might steer
potential customers towards specific products and/or
insurers in order to qualify for such benefits. On that basis,
the Paper raises for discussion the possibility of restricting

or prohibiting such benefits.

At the outset of such an assessment, it is also essential to
recognize that performance incentives in the life and health
insurance industry are not structured to operate adversely
with respect to client interests. For example, these
incentives frequently reflect persistency and retention,
which in turn incent ongoing servicing of client needs. They
also serve to create a disincentive for undesirable advisor

conduct such as churning.

In assessing these possible impacts of performance-based
benefits in the life and health insurance industry, it is
fundamentally important to undertake the assessment in
the context of the overall framework for the protection of

potential customers outlined in Chapter Il rather than





Overall framework
provides important
checks and balances

24

addressing the issue in isolation as if no such protective
framework existed. Moreover, the close relationship both
with the priority of client interests as well as with
transparency and disclosure is central to this assessment of

performance-based benefits.

With respect to the priority of client interests, if these are
consistently given top priority — as the industry believes
they must be and are — then performance-related benefits
can have no real or perceived adverse impacts on the
advice provided. This is consistent with the absence of any
empirical evidence suggesting any systematic adverse

impacts.

Seen in the context of the overall protective framework for
potential customers, the checks and balances furnished by
the many organizations, legislative/regulatory provisions
and industry standards which protect the interests of
potential customers already are extremely effective in
ensuring that advice is appropriate to the client’s needs and
resources. The absence of any evidence that the current
system is not working well in this respect provides

important substantiation for this perspective.

In the same vein, given the transparency and disclosure
initiatives discussed in Section D immediately above, the
scope for performance-related benefits to adversely impact
the suitability of advice when the customer has been made
aware of the intermediary’s potential eligibility for monetary
and/or non-monetary incentives, and has the right to ask
for any further information he or she wants on that, or any
other, topic is reduced even further. Those transparency
and disclosure initiatives are currently in the process of
implementation throughout the life and health insurance

industry across Canada with the active involvement of the
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members of CLHIA, Advocis, IFB and CAILBA. Any balanced
assessment of the perceived and/or real impact of
performance-related benefits on advice surely should await

completion of this ongoing process.

It is also worth emphasizing that performance-related
benefits have been for many decades a component of an
overall system which functions extremely well by any
standards. Given the considerations noted above and the
absence of any evidence of malfunction requiring structural
change, it would be imprudent to launch legislative or
regulatory initiatives to abolish or restrict this one element
of the overall compensation structure. There is no doubt
that this would give rise to resulting adjustments in the
compensation structure with uncertain implications. Some
of those implications could include lower levels of life and
health insurance protection for Canadians, as a result of a

less effective distribution system.

Rather than risking potentially negative outcomes in a
context in which there is no empirical basis for seeking
changes by way of additional legislative/regulatory
interventions, the industry proposes to work with the
regulators to examine and assess the nature and
functioning of current performance-related benefits in
the life and health insurance industry in the context of
the overall protective framework and of the ongoing efforts
in relation to both the priority of client interests as well

transparency and disclosure.
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IV. CONCLUSION AND NEXT STEPS

The life and health insurance industry welcomes the
opportunity provided by this Paper to continue its
constructive working relationships with CCIR and CISRO
through the Industry Practices Review Committee. The
findings of IPRC’s questionnaire review that there is no
evidence in Canada’s life and health insurance industry of
the anomalies identified in the U.S. P&C commercial
insurance sector are consistent with the high quality of the
extensive protective framework for potential life and health
insurance customers developed over past decades through
that constructive cooperation between the industry and

regulators.

The industry supports the public policy objectives cited in

the Paper and believes that:

1. Priority of client interests: In light of the
likelihood of duplication and other counter-productive
impacts which could ensue from simply proceeding to
add on further legislative or regulatory provisions to this
already multi-dimensional framework, a first priority for
cooperative effort should be to document and assess the
current “client priority” provisions and their
interrelationships. On this basis, joint industry/regulator
efforts could then focus on whether and how existing
regulations, codes and related provisions should be
improved. Only once these steps have been completed
should consideration be given to whether there is a need
for additional measures in this fundamentally important

area.
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2. Transparency and disclosure: Action in this area
should involve the regulators working together with
CLHIA and the advisor organizations to ensure prompt
and thorough implementation of the new Advisor
Disclosure protocol by all companies and intermediaries
across the country. Together with the other disclosure
standards noted in this submission, the resulting overall
information and disclosure environment should provide
potential life and health insurance customers with access
to an exceptional range of product-related and advisor-

related information relevant to their decisions.

Once implementation has been completed, joint
regulator-industry efforts could focus on assessing the
resulting system in relation to customer needs and
expectations as a basis for considering whether or not
additional implementation efforts and/or additional
information/disclosure/transparency measures are

required.

3. Performance-related benefits: Rather than risking
potentially negative outcomes in a context in which there
is no empirical basis for seeking changes by way of
additional legislative/regulatory interventions, the
industry and regulators should work together to examine
and assess the nature and functioning of current
performance-related benefits in the life and health
insurance industry in the context of the overall protective
framework and of the ongoing efforts in relation to both
the priority of client interests as well transparency and

disclosure.

The industry looks forward to continuing dialogue on these

important issues.





ANNEX A

CLHIA CONSUMER PUBLICATIONS

Disability Insurance: Where Will the Money Come from If You're Disabled?
A guide to disability (income replacement) insurance. Provides a brief needs analysis;
an overview of government, individual and group plans; and a glossary of terms.

A guide to life insurance

Bright and consumer friendly, an essential guide to life insurance: types of policies;
premiums, riders and dividends; and services offered by agents. The reader is also
taken through the application and claims processes.

A guide to supplementary health insurance

A nuts-and-bolts guide to the health insurance that supplements your public health
insurance coverage. Whether you are covered under a group plan provided by your
employer or are thinking of purchasing an individual policy, this easy-to-read 16-page
booklet can help with key information such as what services are covered; how
deductibles, coinsurance and maximums work; and how to make a claim.

Health Insurance for Travellers:

What you should know before leaving Canada

A review of the supplementary health insurance Canadians need when they travel out-
of-country. Readers are provided with a list of questions to ask in order to understand
better the provisions and restrictions of their policies. Tips are also included to help
make the claims process as smooth as possible.

FINANCIAL PLANNING

A guide to segregated fund contracts

A guide designed to help you understand segregated fund contracts and to become a
more informed investor. The reader is provided with information about the investment
options available through segregated fund contracts, the unique nature and benefits of
the contract itself, and tips on analyzing how segregated funds may fit with personal
investment needs and strategies.

The Shoe Box Guide
An inventory for organizing and recording personal documents.

RETIREMENT PLANNING

Consumer Tips: RRSPs with Life Insurance Companies
An overview of current RRSP contribution guidelines; types of RRSPs available through
life insurance companies; and the advantages offered by life insurance companies.

Retirement: As You'd Like It

A workbook designed for those within 5-10 years of retirement (but may also prove
useful to retirees under the age of 71) covering pre-retirement analysis of income and
living costs; retirement income options; and the regulatory and investment
considerations involved in selecting appropriate options.



http://www.clhia.ca/download/Disability_insurance.pdf

http://www.clhia.ca/download/Life_Brochure_EN.pdf

http://www.clhia.ca/download/Health_Brochure_EN.pdf

http://www.clhia.ca/download/Health_ins_travel.pdf

http://www.clhia.ca/download/Health_ins_travel.pdf

http://www.clhia.ca/download/Guide_seg_fund_contracts.pdf

http://www.clhia.ca/download/RRSPtips.pdf



ANNEX B

CLHIA CONSUMER CODE OF ETHICS FOR
MEMBER COMPANIES

As a condition of membership, all CLHIA members have committed themselves to

conduct their business in accordance with the following principles:

© N o o b

To engage in keen, fair competition so that the public can obtain the products and
services it needs at reasonable prices.

To advertise products and services clearly and straightforwardly, and to avoid
practices that might mislead or deceive.

To ensure that illustrations of prices, values and benefits are clear and fair, and
contain appropriate disclosure of amounts that are not guaranteed.

To write all contracts in clear, direct language without unreasonable restrictions.
To use underwriting techniques that are sound and fair.

To pay all valid claims fairly and promptly and without unreasonable requirements.
To ensure competent and courteous sales and service.

To respect the privacy of individuals by using personal information only for the

purposes authorized and not revealing it to any unauthorized person.





ANNEX C
CLHIA GUIDELINES

a) G1: Product Disclosure
Guideline G1, Product Disclosure, establishes standards for information
about the product that is made available to prospective customers. It
applies to all individual life and health insurance products, with the
exceptions of Individual Variable Insurance Contracts (IVICs) and Travel
Insurance, both of which are covered by their own Guidelines (see G2 and
G5 below). It requires that information be provided about product features
and benefits, which (if any) of these may be non-guaranteed, any
limitations, reductions and exclusions, and how the consumer can access

additional information.

b) G2: IVIC Guidelines

Guideline G2, Individual Variable Insurance Contracts Relating to
Segregated Funds, sets out information that must be provided to the
consumer prior to the sale of a segregated fund in the form of an
Information Folder. This includes a description of the benefits under the
contract, which benefits are guaranteed and which are not, a brief summary
of each segregated fund’s investment policy, and the Financial Highlights
showing the past performance of each fund, along with a statement
indicating that subject to any applicable death and maturity guarantee, the
premium is invested at the risk of the contractholder and may increase or
decrease in value according to the fluctuations in the market value of the

assets of the segregated fund.

c) G5: Travel Insurance

Guideline G5, Travel Insurance, requires that purchasers of travel insurance
have access to full information about the product being made available.
Specifically, information must be provided outlining the details of the
benefits, limitations and exclusions and other conditions of coverage, along

with instructions related to the submission of a claim.





d) G6: Life Insurance lllustrations

Guideline G6, Life Insurance lllustrations, establishes parameters for any
illustrations of life insurance policies provided to prospective customers. It
requires that guaranteed and non-guaranteed features be clearly identified
and that, where non-guaranteed features are illustrated, at least two
separate scenarios must be shown, the first using a rate of return within a
range set by the company’s actuary and the second, using a less favourable
rate of return. The purpose of using the scenarios is to underscore for the
policyholder the potential variability and to show the possible impacts of

such variability.

e) G7: Creditor’s Group Insurance

)

Guideline G7, Creditor’s Group Insurance, sets out disclosure requirements
that must be provided to the debtor at the time of application. This includes
a statement that the coverage is voluntary and that a rescission option is
available after receipt of a certificate which provides information about the
coverage, any terms or conditions which might limit or exclude coverage,

and how to contact the insurer for additional information or clarification.

G8: Screening Agents for Suitability and Reporting

Unsuitable Agents

Guideline G8, Screening Agents for Suitability and Reporting Unsuitable
Agents, establishes standards for insurers with respect to: (i) screening
agents with whom they are considering contracting, and (ii) reporting
unsuitable agents to the relevant regulator(s). Information to be gathered
about an agent includes history about any financial crimes convictions,
unresolved criminal charges, disciplinary actions by regulators, bankruptcy,
and whether or not the agent carries errors & omissions liability insurance.
Moreover, if an insurer becomes aware of unsuitable actions by an agent,

that agent must be reported to the appropriate regulator(s).





g) G9: Direct Marketing

Guideline G9, Direct Marketing, establishes standards of conduct for
insurers involved in the direct distribution of insurance. This ranges from
disclosure requirements about the marketing materials and the product, to
compliance with the Canadian Marketing Association’s Code, to the

scripting, training and protocol followed with respect to telemarketing.

h) G11: 10-Day Insurance Contract Rescission Right

Guideline G11, 10-Day Insurance Contract Rescission Right, which applies
to individual life and accident and sickness policies, can be seen as a
provision to protect policyholders rather than prospective customers
because it provides for a 10-day right of rescission after the policy has been
purchased and is delivered. Clearly, however, this Guideline also protects
potential customers by providing them assurance that, if the policy as
issued does not meet their expectations, they will have the right to

withdraw with full return of premiums.





ANNEX D

Canadian Life Association canadienne

and Health Insurance des compagnies d’assurances

Association Inc. de personnes inc.
Reference Document: March 2005
ADVISOR DISCLOSURE

When a consumer is considering the purchase of a life or health insurance product, it is
important that they have good information about the product, how it meets their needs, the
company offering the product, and the advisor and the advisor’s business relationships. This
chart focuses on disclosure about the advisor which should be given in writing to the client prior

to the sales transaction.

The chart provides commentary and suggested wording for the six key disclosure items that
should be included. It also provides notes (in bold) about regulatory disclosure requirements as
well as suggestions from the Joint Forum of Financial Market Regulators’ recently released
“Principles and Practices for the Sale of Products and Services in the Financial Sector’. The

objective, in all cases, is to provide consumers with good and meaningful disclosure.

The suggested wording for each disclosure requirement is intended for illustration purposes and
to provide a good starting point. Each advisor can, of course, tailor it to suit their own situation

while still meeting the minimum disclosure requirements.

This document was developed in cooperation with Advocis, the Independent Financial

Brokers of Canada and the Canadian Association of Independent Life Brokerage Agencies.

Reference Document: 10of 8
Advisor Disclosure
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CANADA'S ASSOCIATION
FOR THE FIFTY-PLUS

August 5, 2005

Mr. Grant Swanson C.A. RECEIVED
Executive Director
Licensing and Marketing

Conduct Division AUG 11 2005
Finans:ial Services Commission of LICENSING & MARKET CONDUCT
o:,fl‘tﬂrlo DIVISION

4" Floor, Box 85

1560 Yonge St.

North York M2N 6L9

Dear Mr. Swanson,

| am writing further to the meeting on July 27, 2005 regarding the
CCIR/ISRO Consuitation Paper on Relationships Between Insurers and
Sales Intermediaries at which Mr. lan Downie represented CARP.

During the meeting the issue of transparency regarding contingent
commissions was discussed. CARP fully endorses Mr. Downie’s support of
contingent commissions as long as they are transparent.

We believe that these commissions should be made available to sales
intermediates when appropriate. Indeed, we recommend transparency of all
aspects of the insurance transaction and that clients should be provided
with all policy information, including contingent commissions, ownership,
and other financial interests. The needs of the client must always come
before that of the insurer, or their intermediaries.

Our hope is that agencies will institute policies, practices and procedures to
make this happen without resorting to legislation.

Sincerely,

k.

ian Morge
Founder &

27 Queen St. East, Suite 1304, Toronto, Ontario M5C 2M6
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Mr. Stephen Paglia

Policy Manager

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, Ontario M2N 6L9

Dear Mr. Paglia
Re:  Canadian Council of Insurance Regulators (CCIR)
Canadian Insurance Services Regulatory Organizations (CISRO)

Industry Practices Review Committee

Relationships between Insurers and Sales Intermediaries

In response to the request for stakeholder input on the Consultation Paper Relationships
between Insurers and Sales Intermediaries, please find enclosed the submission of the
National Insurance Law Section of the Canadian Bar Association (CBA Section).

I apologize for the lateness of the submission and hope that it still will be of use to the
Industry Practices Review Committee in its deliberations.

Should you or your colleagues require further information on any of these points, please
contact me.

Yours truly,

(Original signed by Kerri Froc on behalf of Gordon Murphy)

Gordon Murphy
Past Chair, National Insurance Law Section

500 - 865 Carling, Ottawa, ONTARIO Canada K1S 5S8
Tel/Tél. : (613) 237-2925 Toll free/Sans frals : 1-800-267-8860 Fax/Télécop. : (613) 237-0185
Home Page/Page d’'accueil : www.cba.org E-Mail/Courriel : info@cba.org
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PREFACE

The Canadian Bar Association is a national association representing 34,000
jurists, including lawyers, notaries, law teachers and students across Canada. The
Association's primary objectives include improvement in the law and in the
administration of justice.

This submission was prepared by the National Insurance Law Section of the
Canadian Bar Association, with assistance from the Legislation and Law Reform
Directorate at the National Office. The submission has been reviewed by the
Legislation and Law Reform Committee and approved as a public statement of
the National Insurance Law Section of the Canadian Bar Association.










Submission on:
Relationships between Insurers
and Sales Intermediaries
Consultation Paper

l. INTRODUCTION

The National Insurance Law Section of the Canadian Bar Association (CBA
Section) appreciates the opportunity to participate in this stakeholder consultation
on possible new regulatory responses, as contained in the Consultation Paper,

Relationships between Insurers and Sales Intermediaries (Consultation Paper).

Il BACKGROUND

The current review by the Industry Practices Review Committee of the Canadian
Council of Insurance Regulators and the Canadian Insurance Services Regulatory
Organizations (CCIR/CISRO) relates to the Spitzer investigation commenced in
October 2004 against an insurance broker, Marsh & McLennan. Part one of the
civil complaint is that employees at the brokerage were engaged in “bid rigging”
and price fixing and had conspired to manipulate the insurance market. Part two
of the civil complaint is that Marsh & McLennan did not disclose to clients that it
received contingent commissions from insurers based upon premium volume and
persistency (renewal rate of policies). Other insurance regulators and state

governments in the United States expanded the investigation.

In response to these developments in the United States, the CCIR and CISRO
established the Industry Practices Review Committee (IPRC) to examine the

financial relationships between insurance companies and their sales
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intermediaries that have the potential for creating conflicts of interest. In late
2004, CCIR and CISRO sent out a survey to the participants in the industry
seeking answers to specified questions. The results of the survey have been
disclosed. No illegal activity such as “bid rigging” was disclosed. The market in

Ontario was shown to be very competitive.

The Property and Casualty (P&C), Life and Health (L&H) and Brokerage
industries, in response to the civil complaint and the survey, have all taken steps
to address some of the concerns itemized in the survey. These industry responses
are voluntary but appear to have been widely adopted by the participants in the

industry.

It is also important to note that this investigation and the response by the industry

participants have not been driven by consumer complaints.

The steps taken to date by the regulators and the industry are designed to address
a number of objectives:

= Market confidence

= Informed consumers

= Level playing field

= Responsive insurance regulation

= Harmonization

= Competitive markets

CCIR/CISRO have asked for input from the CBA Section on the matters set out
in the June 2005 Consultation Paper.

[ll.  CBA SECTION POSITION ON POLICY OPTIONS

The new regulatory responses considered in the Consultation Paper are:

1. Codify the priority of the client’s interest;
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2. Restrict performance-linked benefits offered to intermediaries; and

3. Enhance transparency of compensation, ownership and other financial
interests.

1. Codify the Priority of the Client’s Interest

Industry rules/guidelines currently in place govern insurance sales transactions.
As well, provincial and territorial regulatory bodies commonly require in their
rules/bylaws that insurance advisers act in their clients’ best interests. All of
these rules and regulations establish the priority of the client’s interest. In
addition, the courts in the provinces and territories of Canada recognize that
insurance advisors have to put clients’ interests ahead of their own in the

performance of their duties.

Advisors who put their own interests ahead of the client will face consequences
from the industry, the regulator or the courts. There is a comprehensive legal

framework for consumer protection in Canada.

The CBA Section’s position is that that the priority of the client’s interest is
already recognized in law and that there is no need for further legislation to codify
it. However, the provinces and territories do not have consistent approaches on
how an advisor is supposed to respond to a conflict of interest. The Industry
Practices Review Committee should consider recommending that these

approaches be harmonized.
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2. Restrict Performance-linked Benefits Offered to Intermediaries

o Travel Incentives

Previously, advisors were not required to disclose travel incentives or other non-
monetary benefits to clients. These benefits are not prevalent in the P&C industry
but, through custom, are common in the L&H industry. Insurers use these
benefits as a means of motivating the distribution channel to work harder and to
sell more product. Under the new L&H guidelines being implemented by the
Canadian Life and Health Insurance Association (CLHIA) these incentives must
be disclosed. This disclosure is required even though an advisor, who has to
qualify for the benefit, is not able to predict accurately at the beginning of any

qualifying period that he or she will in fact qualify.

There does not appear to be anything wrong in principle with rewarding sales
people with travel bonuses. This is common in any sales-related industry. The
issue from a consumer’s perspective is this: Did the advisor sell me product from
this company because it is suitable to my needs, or did the advisor sell me an

unsuitable (or less than suitable) policy to qualify for this bonus?

If the advisor made a decision to sell this policy in order to qualify for a bonus,
then the advisor has clearly made a decision that may not be in the best interest of
the client. According to the regulatory and professional framework in place

today, the advisor could be sanctioned for conducting such a sale.

The questions to be considered before deciding whether a legislative response is
required are: Is further investigation required in order to determine the extent of
any problem in the industry? If not, is this particular problem with travel
incentives so widespread as to merit banning the practice in its entirety? If the
practice is banned, what level of appreciation can a supplier show to its
producers, before the “appreciation” can be viewed as an improper incentive?

How would the ban be enforced?
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e Offering Services and Assistance

One of the questions addressed in the Consultation Paper was whether an insurer
offering services (such as office space) to an intermediary created a potential
conflict of interest and whether a regulatory response was required to address it.
This is a difficult question to address as the answer depends upon the level and
value of services provided by the insurer and whether advisors have to qualify for
this level of service based upon sales targets. Presumably, the greater the value of
the service and its limited availability, the greater the potential of a conflict of

interest.

Banning these support services in all circumstances does not appear to serve a
useful purpose as, presumably, consumers are benefiting to some extent from

these services being made available to independent advisors.

The CBA Section believes that it would be almost impossible to draft a regulation
to address this issue and be capable of distinguishing between valuable services
and merely offering simple business conveniences. It would be extremely
difficult for a regulator to cost-effectively enforce any prohibition of these

support services.

3. Enhance Transparency of Compensation, Ownership and Financial
Interests

e Compensation Disclosure

The survey results indicate that the issue of compensation disclosure for the P&C
industry is quite different from the considerations in the L&H industry. If
regulations are passed, different ones may be needed for the P&C industry and the
L&H industry. The biggest distinction between these two industries is that the
P&C contract is a short-term arrangement — six or twelve months. The
contractual relationship on the L&H is for a much longer term — several years at

a minimum.
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The P&C industry has adopted a voluntary guideline whereby the independent
broker, at the time of sale, gives the client a list of all the companies they
represent and the commission scales paid by those companies for different

products.

The sample disclosures reviewed are simple to understand and effective.
Disclosing the actual dollar amount of the commission would not add any
information of significant value to a consumer and would increase the regulatory

burden on the advisor.

The consumer’s concern when they purchase a product from an independent
advisor is that the advisor is recommending an insurance company that can meet
their needs and provide the required level of coverage and service for the best
price. The consumer does not necessarily want the cheapest insurance —
coverage may be inadequate or the company may provide poor service in the

event of a claim.

e Effect on Life and Health Companies

An L & H insurance contract is, by its nature, a long-term contract. Disclosure of
any commission should take into account that longevity. For example, the life
industry often pays heaped commissions in the early years of the contract, and
lower commissions in the later years. By merely informing the client of the first
year commission and bonus, the client will receive a distorted view of the
commission structure. For example, the first year commission and bonus on a
universal life product payable to the advisor is often well in excess of the initial
premium. Most consumers would be confused as to why the commissions are so
high. If commission is to be disclosed, it should be an average commission based

upon the number of years most policies of this type are likely to stay in force.

If advisors are required to disclose the compensation without using an averaging

formula, the industry may move to a new commission structure that is more
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understandable to consumers, for example, levelized commission or salaried
commissions. The amount of total compensation paid to the advisor may be the
same (or higher or lower, depending upon how long the contract is in force) but it
may be easier to explain. Changing the compensation disclosure rules will not

likely reduce the cost of insurance for consumers.

However, levelized or salaried commissions may be less attractive to advisors,
resulting in unintended and undesirable consequences to consumers and industry
participants. For example, brokers may move away from selling life insurance
and sell other types of financial products. Consumers would then have fewer
choices of products to buy, and where to buy them. The cost of insurance may

increase due to decreased competition.

If the regulator concludes that high first-year commissions are of concern for the
consumer after conducting a thorough analysis of the issue, then it should regulate

this directly rather than through disclosure requirements.

e Rebating

If a broker must disclose either the commission or the rate of commission, will the
consumer expect that the broker can reduce the commission and rebate the
difference to the consumer? The consumer may view commissions as negotiable
items. Rebating insurance commissions is currently illegal in many jurisdictions.
There may be pressure on advisors to engage in this illegal practice in order to
satisfy consumer expectations and demands. A change to these disclosure rules
may bring a corresponding need to relax the rules on rebating commissions. If so,
IPRC should recommend that any changes to the legality of rebating should be

consistent across Canada.

e Contingent Commissions

According to the survey, contingent commissions are common in the P&C

industry but not common in the L&H industry. The P&C insurers will pay a
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bonus of 2-3% based on criteria established by that insurer. These bonuses will
be determined over a period of three years and are, in effect, a reward to the
distributor for selling profitable insurance. It appears that a broker would not be
able to steer clients toward any one insurer in the expectation of receiving this
bonus. There are too many variables to anticipate and the period of time is so
long that it should effectively prevent an advisor from manipulating the sales
process for each client. Further, different companies have different weightings
for the variables. According to the voluntary disclosure practices adopted by the
P&C industry, the possibility of earning a contingent commission is being
disclosed to consumers. It does not appear that an advisor is capable of providing

more detailed information.

e Financing and Loans by Insurers of Sales Intermediaries

The brokerage industry often needs access to capital to finance its operations.
This is particularly true as the industry consolidates and family-run operations are
consolidated. Banks have not necessarily been receptive to financing advisor
operations and that is the reason why financing from the insurer is popular. In the
past, incentives were often attached to the financing. This may have encouraged
an independent advisor to steer clients to that insurer in order to obtain a more
favourable interest rate or some other advantage for the repayment of the loan.
However, in the current environment, the trend of insurance companies is towards
full disclosure to consumers of financial relationships between brokers and
insurers. Having to disclose such arrangements is likely a deterrent to insurers
offering new loans with terms that become more favourable depending upon the

volume of business directed to the insurer.

Banning loans by insurers to brokers would remove a longstanding source of
capital for the broker industry. Unintended consequences may include a decline
in competition. Smaller brokerages, with less capital, will not be able to compete

and will be compelled to merge into larger operations.
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If the loan is disclosed to a consumer (as the new voluntary guidelines require)
the consumer will be aware that there is a business relationship with the insurer.
The advisor, in order to maintain the confidence of the client, must be able to
demonstrate to the client that the product selected is the best product for that
client. If the advisor, after disclosing the business relationship with this insurer,
is unable to convince the client that this insurance company offers the most
suitable product, then the client will lose their trust in that advisor and will
probably find a new advisor. It appears that the requirement to disclose the
business/ownership or financing relationship should create a self-regulating
situation where the independent advisor, in order to retain clients, must

demonstrate that the recommended product is appropriate for the client.

As for the level of disclosure, it should not be necessary to disclose to a client the
terms of any financing or loan arrangement or the details of any share ownership.
That information is private and potentially sensitive. It is not necessary for the

consumer to know the terms of the loan in detail (or the share ownership split) in

order to be educated about a possible conflict of interest.

o Definition of Advisor

There are potentially many different categories of advisor — from captive
(contracted to only one insurer) to independent and variations of these two
categories. It is important to recognize that any regulatory response does not
create a situation where one category is placed in a situation where it has an

advantage over the other category.

o Distribution Channels

The marketplace is changing dramatically. Consumers can purchase insurance from

a variety of sources other than the traditional broker channel through:

= the web;

= call centres;
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= employer plans;
« direct mail; and

= affinity marketing programs.

The marketplace is therefore a very competitive environment, with many different
participants. It is important to recognize that any regulatory action does not
create a situation where one category of distribution is placed in a situation where
it has a competitive advantage over the other categories simply because it does
not have to comply with a regulatory burden that a competing distribution channel

has to address.

e Transparency and Meaningful Disclosure

When it comes to consumer disclosure, “more” does not necessarily mean
“better”. Disclosure must be provided at a level that is meaningful to the
consumer. It should be the desire of the industry participants and regulators to
provide as much information to the consumer as early in the transaction as
possible. However, if the information is too complex, few consumers will review
it. An additional consideration is cost versus benefit. There is also a cost to the
industry (and eventually the consumer) in providing disclosure that must be

justified in terms of its usefulness to the consumer.

Obviously, if the requirements for disclosure are too complex and burdensome,
there will be consequences.

1. Consumers will not understand and the majority of consumers will
probably ignore any documentation provided to them;

2. If advisors find it difficult to comply with a regulatory burden, they
will seek ways to simplify the burden. For example, an advisor who
currently sells product from twenty different insurers may decide to
only contract with eight different insurers. This could lead to the
market concentration (an unintended and negative consequence) as
advisors stop selling the product of some insurers;
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3. The number of small insurance brokerages could decline as the cost of
compliance becomes greater. Only larger brokerages, that can spread
the cost of compliance over a larger customer base, will be able to
compete; and

4. Complex and costly disclosure will probably lead to a more
concentrated market with fewer participants (again, a negative and
unintended consequence).

IV. CONCLUSION

Before enacting legislation to address potential conflicts of interest arising out of
the insurer-intermediary relationship, the CBA section submits that regulators
must consider the advantages of regulation over an industry response. The
advantages and disadvantages of the regulatory response and of the industry

response are as follows:

Requlatory Response - Advantages

e There will be uniform rules on these issues across Canada,
e There will be a level platform for all industry participants, and

e There will be a high degree of compliance.

Requlatory Response - Disadvantages

e A regulatory solution may be expensive and difficult to enforce,

e If all provinces do not adopt same solution it may lead to public confusion
and expensive regulatory compliance, and

e A regulatory response can be inflexible and difficult to modify as
conditions change.

Industry Response - Advantages

e The vast majority of industry participants have agreed to participate,
e Itis much more flexible and easier to modify as conditions change, and

e It is cheaper to administer for both the regulator and the industry.





Page 12 Relationships between Insurers and
Sales Intermediaries Consultation Paper

Industry Response - Disadvantages

e Some companies may not fully comply, and

e Sanctions may not be available to compel compliance.

The CBA Section submits that it would be premature to choose the regulatory
response at this time. The voluntary initiatives of the P&C industry, the L&H
industry and broker associations have not been fully implemented and considered.
These voluntary initiatives appear to be well suited to address the issues at hand.
CCIR and CISRO should wait and review these voluntary initiatives before

recommending regulatory changes.

The CBA Section appreciates the opportunity to provide input to the IPRC about
the issues presented in the Consultation Paper. We trust that our comments will
be helpful.






100,000 members strong
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CANADIAN FEDERATION OF
INDEPENDENT BUSINESS

4141 Yonge St., Suite 401
North York, ON M2P 2A6

Telaphone: 416-222-8022 August 14, 2005

Fax: 416-222-4337
www.cfib.ca

Mr. Stephen Paglia

Policy Manager, CCIR Secretariat
5160 Yonge Street, Box 85, 17" Floor
Toronto, Ontario

M2N 6L9

Dear Mr. Paglia:

Following our recent meeting with several representatives of the CCIR, we
are pleased to submit our views on the consultation paper Relationships
Between Insurers and Sales Intermediaries. I have attached a number of
documents on the insurance issue from the perspective of small businesses
that CFIB has compiled over the last few years for various purposes,
which explain our general position on these issues.

As we discussed during our meeting with the CCIR representatives, the
general view of our members is that there is no demonstrated need for
additional legislation or regulation at the current time. The challenges that
have been faced both by the insurance industry and their customers over
the past few years have already led to a number of improvements that we
believe will promote better customer awareness. We agree that enhanced
transparency of compensation, ownership and other financial interests
between and among insurers and sales intermediaries is desirable, but
believe that this can be accomplished without introducing legislated
disclosure requirements. Instead, we would support the option of
regulators working with insurance industry associations to develop best
practices for disclosure on a Canada-wide basis. CFIB is also working
with the IBC, IBAC and other provincial broker associations in pursuit of
similar objectives. As well, we at CFIB will be disseminating further
information to our small business members to ensure they are as informed
as possible before making insurance-related decisions.

Regarding performance-linked benefits provided by insurers to
intermediaries, this is a common and accepted practice in many industries.
Our view is that as long as any such arrangements are transparent to the
consumer, no added regulation is necessary.
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We also are currently undertaking an updated survey of our members on
insurance-related matters. I attach a draft of this survey for your
information. Many of the questions on this survey follow up on a previous
2002 survey, the results of which I have attached for your information.
The results of this most recent survey should be available in the next
couple of months, and we would be pleased to share them with you at that
time.

Sincerely,

Catherine Swift
President & CEO

Encls.
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Point of View on Business Insurance

MA219PV_0507
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Insurance is a vital part of operating a business. CFIB needs your opinion on the insurance needs for your
business. Your responses to this survey will help ensure that your interests and concerns about insurance
are heard within government circles. The information you provide us will remain strictly confidential and will
be reported only in aggregate form. Thank you for taking the time and effort to share your views.

Note: This survey focuses strictly on property and casualty (P&C) insurance for your business that includes
such key areas as auto, property, liability and business interruption insurance.

What main types of insurance do you currently
have for your business? (Select one for each)

Yes
No
Not

applicable

Auto (Commercial line only)

Property/liability (Commercial line
only)

Business interruption

‘Small Business’ Package (generally
includes all of the above)

Auto (Personal line only)

o0 00 O

Property/liability (Personal line only)

Has your business encountered any of the
following problems with insurance during the
past 12 months? (Select all that apply)

No problems at all

High cost

Lack of competitively-priced insurance plans
for my business

Insufficient notice of changes
Claims process is burdensome
Other (please specify)

00 000

How do you typically purchase insurance for
your business? (Select one only)

0 Through a “broker” (i.e. sells the products of
several different insurance companies)

0 Through an “agent” (i.e., sells only the
products of one insurance company)

0 Directly from insurance company without use
of broker/agent (e.g., call center, Internet)

| ©Canadian Federation of Independent Business

How long have you been purchasing insurance
this way? (Select one only)

(J Under one year

(] One to two years
U Three to nine years
L 10 years or more

How satisfied are you with the service provided

to you in purchasing insurance this way? (Select
one for each)

o %o T 0 Q2
>2=2 =% 5
L OB DE OF
>"('“' E"a Ewv > o

n Qn Q0 2

w (2 kel

H
U

0O 0O 0O 0O O
U 0O 0O 0O O

Overall service

Informs me about types of
insurance best suited for
my business

Advises me on how to
control/manage my
insurance premiums
Explains to me the details
of my insurance
coverage’s

Helps me to identify
potential hazards to
reduce risk

Informs me how recent
developments in the
insurance marketplace
impact my premiums
Provides assistance to
me during a claim
Explains to me my rights
as a consumer of
insurance

Provides access to a
complaint resolution
process

Answer only if you use a
“broker”: Shops for the
best insurance coverage
for my needs at the best
available rates

aa
oa
aa

D D D D D Not provided

aod

aa
oa

ad

0O 0O OO0
U 0O OO0
U 0O OO0

aod

aa

U
U
(I
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Point of View on Business Insurance

6.

10.

Please indicate which insurance company you
use for all or most of your business insurance
needs? (Insert the name of the insurance company)

By how much did your insurance premiums for
your business change in the past 12 months
and during the past 3 years? (Insert approximate
percentage change for each)

Increase % Decrease %

Past 12 months: OR

Past 3 years: OR

During the past 3 years, has your business
submitted an insurance claim? (Select all that
apply)

1 Yes, an ‘auto’ insurance claim
L Yes, a ‘property/liability’ insurance claim
(1 Yes, a ‘business interruption’ insurance claim

O No

Not including changes that were made at your
request, what changes were made to your

insurance during the past 12 months? (Select all
that apply)

None

Higher deductible
Lower deductible
Additional coverage
Deletion of coverage
Other (Please specify)

cooooo

Not including changes that were made at your
request, what changes were made to your
insurance during the past 3 years? (Select all that
apply)

1 None

(L Higher deductible

U Lower deductible

() Additional coverage

(] Deletion of coverage
( Other (Please specify)

©Canadian Federation of Independent Business

11.

12.

13.

14.

_|_
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Did you receive notification in advance of all
changes to your insurance policy? (Please
exclude changes to your insurance policy made at
your request.) (Select all that apply)

0 Yes, | was notified in writing 30 days or more
in advance

0 Yes, but | was notified in writing less than 30
days in advance

0 Yes, | was verbally notified 30 days or more in
advance

0 Yes, but | was verbally notified less than 30
days in advance

J No, I was not notified at all (Go to question 13)

If yes, were you also provided an explanation
for all the changes? (Select one only)

U Yes
4 No

Please provide your views on insurance
practices (positive or negative) as they affect
your business.

For Insurance Brokers only:

In your view, what changes could be made to
improve the affordability and availability of
P&C insurance for your small business
clients.
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100,000 members strong
May 31, 2005 ...and growing

CAarMNADIAN FEDERATION OF

noepencenT susiness  The Hon. Ralph Goodale
Minister of Finance

99 Metcalfe St., Suite 1202 House of Commons
Ottawa, ON K1P 6L7 -
Telephone: (613) 235-2373 Ottawa, Ontario

Fax: (613) 235-4137 K1A 0A6

www.cfib.ca

Re: Financial Institutions Review
Dear Minister:

I am writing on behalf of the 105,000 small- and medium-sized business
(SME) owners who are members of the Canadian Federation of Independent
Business (CFIB), to offer our members’ perspectives on the upcoming
financial sector legislative review.

As you pointed out in your 2005 federal budget, the financial sector plays an
important enabling role for the Canadian economy, both by providing
financing to allow businesses to grow and by insuring them against risks. And
the financial sector is crucial to the success of the SME sector that employs
six out of ten Canadians and accounts for nearly half of GDP.

On February 17, CFIB appeared before the Senate Committee on Banking,
Trade and Commerce in connection with its study on consumer issues arising
in the financial sector. Attached for your reference is CFIB’s brief Ensuring
Canada’s future through more effective banking and insurance services.

With respect to banking, you will recall that the 1998 MacKay Task Force
review of the financial services sector found that there was at that time too
little competition in the provision of banking services to the small business
market. Extensive surveys of our members since 1998 have shown that there
has been little, if any, improvement in banking services to small- and medium-
sized businesses. In its Senate brief, CFIB makes three main
recommendations, with respect to banking, namely:

1. The federal government should collect and report publicly additional
information specific to the banking sector’s competitive status. While
Statistics Canada and Industry Canada currently collect and report survey data
on SME financing issues to the House Industry Committee on an annual basis,
there currently exists a wide gap in pertinent information relating to
competition and concentration levels within the bank sector.

2. The federal government should not allow major chartered banks to
merge with each other given the current level of competition in the
banking industry. There is currently insufficient competition in the banking
industry and allowing bank mergers would only exacerbate the situation. The
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loss of the major trust companies, including Canada Trust, is a clear sign that
mergers will only reduce the overall level of competition in the banking
industry.

3. The banking Code of Conduct should be consistently enforced and
additional standards should be developed to improve overall service
levels to the small business community. CFIB survey data indicate that one
in four small businesses that are rejected for credit financing are “not”
informed of the reasons for the decision and are not provided with information
on financing alternatives. The Code of Conduct for banks stipulates that these
two actions must be carried out in cases of credit turndowns. The banking
industry, in conjunction with government and CFIB, should work together to
ensure the Code is being fully implemented and to develop additional banking
standards to better serve the small business market.

Another issue worthy of comment is the concept of chartered banks being able
to offer insurance products directly through their branch networks. In past
surveys, CFIB members have consistently opposed permitting banks to do this
for several reasons. First, small businesses believe the large chartered banks
already have excessive market power in the financial services markets, and
see no reason to further increase this power. Second, banks have a history of
making promises of reduced prices and increased service quality if they are
permitted into a market, but then once they are into the market in a dominant
way prices are increased and service suffers. Finally, there is real concern
about tied selling of lending products and insurance products. Small firms are
rightly worried about only being able to access a loan or line of credit, for
example, if they also purchase the bank's insurance products. Although the
banks have claimed they would not engage in this type of activity, there is no
way to effectively police it

Business insurance is another top issue of concern to CFIB members. The
concern is not just with respect to high costs but also on the availability of
business insurance policies tailored for the SME market. While small business
owners can opt to put on hold plans for expansion when bank financing is
unavailable, they also know that they cannot operate without insurance. CFIB
has three more recommendations pertaining to business insurance:

4. First, the federal government should undertake a review of P&C
insurance issues affecting the SME sector. The review would examine the
impact on SMEs, job creation and exports, as well as areas of regulatory
overlap. SME owners were surveyed as to whether the federal government
should hold committee hearings to review rising insurance costs to businesses
and consumers.  Of the 12,046 responses, 78 per cent said yes, 15 per cent
said no and 7 per cent were undecided. In addition, over 45,000 small
business owners have filled out a petition thus far calling for such a review.





5. Additional information and statistics should be collected and reported
publicly on business insurance. The collection and publicly reporting of
statistics on business insurance would help increase the overall understanding
of the P&C insurance sector and allow the tracking and monitoring of market
trends. While much information exists on personal auto insurance, there is
insufficient information available publicly on business insurance (e.g.,
commercial auto, property, liability, business interruption, etc.).

6. The P&C insurance industry should work with government and the
CFIB to develop and implement, in a timely manner, its own voluntary
Code of Conduct to help improve the overall service levels to the small
business community.  Such a code should be on par with the Code of
Conduct for banks and would include the right to advance notice of changes to
an SME owner’s insurance policy. Fully 22 per cent of surveyed business
owners received written notification of changes to their insurance policy less
than 30 days in advance while another 27 per cent were not notified at all.
Such a code should also include some type of effective appeal/dispute
resolution mechanism, as most small firms who have serious problems with
changes in their insurance coverage have no idea where to go to attempt to
have them resolved or at least re-examined.

Whether it be convenient access to banking services that are competitively
priced or the availability of insurance that fits the needs and budget of small
businesses, access to financial services is critical to the continued future
success of the SME sector and to the health of the Canadian economy. We
look forward to the public release in the fall of Finance’s policy proposals to
improve the performance of Canada’s financial sector.

Sincerely,
Original signed by:

Catherine Swift
President & CEO

c.c.  Gerry Salembier, Director, Financial Institutions Division

Encl.
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Simsinial il The Hon. Jerahmiel S. Grafstein
Fax: (613) 235-4137 Chair, Standing Senate Committee on
s Banking, Trade and Commerce

The Senate

Ottawa, ON

K1A 0A4

Dear Senator Grafstein:

I am writing to follow up on our February 17 presentation regarding the
Committee’s study on consumer issues arising in the financial services sector.
You may recall that the Canadian Federation of Independent Business (CFIB)
made specific recommendations to help the banking and insurance sectors better
serve the small- and medium-sized enterprise (SME) sector. In the ensuing
discussion, Committee members requested additional information on certain
topics we touched on during our presentation.

Banking Market Data

Good public policy cannot be formulated in the absence of reliable statistical data.
In the banking sector, we have seen much improvement in data gathering and
analysis of small business lending over the past 20 years. Back in the mid-1980s,
the banks were reluctant to provide more information about lending to the small
business sector. The banking sector, which initially resisted having more data
released publicly, now finds it a very useful marketing tool. As a result, banks
now understand their small business clientele better, and realize that the small
business market can be a very profitable market. Committee members expressed
interest in CFIB’s market share survey data for the banking sector. Attached for
your information is a copy of our 2003 banking survey Banking on Competition:
Results of CFIB’s Banking Survey.

Business Insurance Data

With respect to insurance, we noted that there are major gaps in statistical data,
especially with respect to business insurance. Some industry sectors are deemed
to be high risk and experience great difficulty in getting insurance coverage.
There is a dearth of available business insurance data in Canada in sharp contrast
with the U.S. where the Council of Insurance Agents & Brokers compiles and
publishes detailed statistical information on a quarterly basis by sector and region.
Committee members asked to see the U.S. data and its source. Attached for your
reference is a copy of the commercial property & casualty market survey for the
fourth quarter of 2004 that the Council of Insurance Agents & Brokers released
publicly in January 2005.
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Return on Equity (ROE) Data

Committee members inquired about ROE data for both the banking and insurance
sectors. We indicated that the Canadian Bankers’ Association and the Insurance
Bureau of Canada would be in the best position to provide the Committee with the
information requested.

The Office of the Superintendent of Financial Institutions (OSFI) is another
source of financial data as it collects and makes available online financial data for
187 Property & Casualty insurers that are federally regulated and 143 deposit-
taking institutions.

We hope that members of the Committee will find this information useful, and we
look forward to the Committee’s report.

Sincerely,
Original signed by:

Catherine Swift
President & CEO

c.C. Members of the Committee

encl.
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The Hon. Denis Paradis

Minister of State (Financial Institutions)
House of Commons

Ottawa, ON

K1A OA6

Dear Minister:

| am writing on behalf of the 105,000 small and medium-sized business (SME) owners
who are members of the Canadian Federation of Independent Business (CFIB) to express
serious concerns about the rapidly escalating costs of Property & Casualty (P& C)
insurance and its impact on the Canadian economy.

In May 2002, CFIB carried out a detailed survey of its members, involving 8,200
responses, and did a follow-up survey a year later that revealed that cost and access were
the two main concerns. Seven out of ten business owners cited high cost as the main
problem and half of respondents pointed to a lack of competitively-priced insurance plans
for their business. These results make very clear that insurance is doing magor harm to
SMESs across Canada.

SME owners were surveyed as to whether the federal government should hold committee
hearings to review rising insurance costs to businesses and consumers. Of the 12,046
responses, 78 per cent said yes, 15 per cent said no and 7 per cent were undecided Since
then, over 20,000 SME owners have filled out an insurance fax aert caling for the federa
government to initiate as soon as possible a Parliamentary Committee study of P& C
insurance.

Since the SME sector accounts for about half of GDP and employs six out of ten
Canadians, MPs ought to be very concerned about the implications of soaring insurance
costs for Canada' s economic growth and performance. SME owners do not really care to
know whether it is afedera or provincia problem but they do expect and deserve answers
from their MPs on an issue of such national importance.

We will contact your office shortly to seek a meeting with you to further discuss our
members' concerns about P& C insurance.

Sincerely,
Origina signed by :

Catherine Swift
President & CEO

c.c. Members of the House Industry Committee
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THE CHAMBRE DE LA SECURITE FINANCIERE IS ENSURING PUBLIC
PROTECTION

We are submitting the remarks of the Chambre de la sécurité financiere, as part of the
CISRO consultation on business practices in the insurance industry, in order to suggest

policies aimed at preserving the integrity of the transactional process.

The Chambre de la sécurité financiere was born of the will of the National Assembly,
which resolutely opted for professional regulation in order to ensure both the quality of
services rendered and the competency of practitioners—the highest guarantee of

consumer protection. This model works and has proven effective.

The National Assembly, in adopting Bill 107, in fact reiterated its confidence in individual
responsibility by granting the Chambre the status of a professional, self-regulatory
organization. This political will is based on the success achieved in Québec by favouring
the personal responsibility of each of our members, in light of the quality of their services
and their compliance with strict ethics regulations, particularly through continuous

training.

One of the major benefits generated by this model was to establish a better balance
between the interests of our fellow citizens and the business interests of the financial

institutions for which our members distribute products. We must ensure this essential





balance and see that it is maintained. That is why we subscribe to CISRO’s analysis

process.

The Québec National Assembly clearly communicated its desire to maintain this
safeguard in regulating financial services. In all of the debates that took place in Québec
on the issue of consumer protection, there have always been those who believe in the
simplest and least constraining methods and try to convince us that a minimum of

regulation leads to better business practices.

On at least three occasions, Québec society, via the National Assembly, chose a more
fundamental path to ensure the balance between business and consumer interests. This
path, based on professional regulation, remains the best, even if its constraints require
everyone to provide better services and increase consideration of the consumer public,
whether in relation to those who save, those who invest or those who acquire L&H

insurance.

The mission of the Chambre de la sécurité financiére therefore consists of ensuring
public protection by maintaining discipline and monitoring the training and ethics of its
approximately 28,000 members. More specifically, the Chambre makes sure that
professionals in the Québec financial sector, under its governance, conduct their
activities in the consumer’s best interest by offering products and services that aim at
protecting financial wealth. Its mission is realized through vigilant regulation of practices

and continuous improvement in the knowledge of its professionals.





The members of the Chambre de la sécurité financiere work in the following six areas:
L&H insurance, group L&H insurance, financial planning, group savings brokerage,
investment contract brokerage and scholarship/bursaries plan brokerage.

The quality of L&H insurance services has greatly improved in the past thirty years and
practitioners have vastly enhanced their credibility and competence, which is an
unquestionable benefit br consumers. We believe that anything that improves services
and increases consumer confidence must be considered as an asset in the evolution of

the industry and profession.

Thus, the Chambre is joining CISRO in its analysis process related to business practices
in the insurance industry and is suggesting policies aimed at minimizing the risk of actual
or potential conflicts of interest. In fact, the Chambre already has a code of ethics. It is
published in “Codes of ethics of the Chambre de la sécurité financiere,” which includes
the Chambre’s code and ethics regulations governing securities disciplines (available on
the Chambre’s web). The Chambre’'s code of ethics stipulates that a representative

must, in the practice of his profession, always remain independent and avoid any conflict
of interest.

For consultation purposes, we are citing several articles of the Chambre’s code of ethics
that allow us to deal with cases of conflict of interest, based on compensation or other
business relationships, that may be brought to our attention and that may infringe upon a
consumer’s rights.

Article 18
“A representative must, in the practice of his profession, always remain independent and

avoid any conflict of interest.”

Article 19
“A representative must subordinate his personal interests to those of his client or any

potential client.”





Article 20

“A representative must be objective when his client or any potential client asks him for
information. He must express opinions and make recommendations objectively and
impartially, without considering his personal interest.

Article 21

“A representative must ignore any intervention by a third party that could influence the
way in which he performs the duties related to his practice to the detriment of his client
or any potential client.”

The Chambre de la seécurité financiére therefore believes that it would be in the
industry’s and the consumer’s interest to improve regulation of benefits not directly
related to the sale of an individual policy. In addition, we encourage transparency with
the client pertaining to compensation and business relationships. In our opinion,
however, a new regulatory framework for compensation and benefits related to the sale
of certain products would serve to improve the credibility of the transactional process. In
short, it would act as a counterbalance to marketing logic with its business incentives.

We prefer to think in terms of professional actions taken rather than sales closed.

We are also communicating our very deep concern about the proliferation of direct sales
with no representative responsible for the actions taken (insurance on credit cards,
direct or association insurers, Internet transactions). These sales do not offer the same
degree of public protection and are not regulated. They represent a worrisome trend,
since no one is governed by a code of ethics and no one commits to personal
responsibility for transactions with the consumer. It is a trend that perfectly illustrates the
need to establish a counterbalance to business interests. The professional path is this
counterbalance. There should be no sales without the intervention of a regulated

practitioner governed by clear and strict rules.





DISCLOSURE: ON STEP IN THE PROCESS

As part of this consultation, the Chambre de la sécurité financiére supports the process
that aims at disclosure. However, in our opinion, it is not a cure-all for CISRO’s
concerns. It is, nevertheless, a first step in the right direction. We believe that clarity and
simplicity must be the criteria in cases of mandatory disclosure. If not, such disclosure is
lost in the mass of information and does not really meet the objectives for which it was

required.

We remind you that, in Québec, An Act respecting the distribution of financial products
and services already provides for certain disclosure obligations on the part of the
representative: Article 17 covers disclosure of compensation, Article 26 covers
disclosure of business relationships and Article 31 covers disclosure of information on

insurers.

We recommend that these requirements be reviewed to determine if the disclosure
provided for in the Act is enough to ensure public protection.

In the longer term, we favour a legislative framework that would regulate and
standardize compensation models according to the best practices in effect. This
revision of the compensation framework should establish once and for all the quality of
services rendered by allowing the practitioner to maintain his independence and
credibility. We have no reason to believe that commissions as a basic model must be
replaced. Commissions are not incompatible with professionalism. Variations in
commissions can, however, be regulated. The same goes for the actual independence

of brokers.

It is not a matter of making the transaction process more cumbersome, but rather of
making it transparent and beyond all suspicion of conflict of interest. As the CISRO
paper points out, no illegal action has been brought to its attention. The Chambre has

not observed any illegal practices in this regard, either. However, we believe that it is a





normal step in the evolution of the profession and of the industry, in terms of quality and
credibility, to be sure to avoid any conflict of interest ? whether potential, actual or
perceived. Consumers will be better protected as a result and they will have more

confidence in the process.

That being said, we believe that the best way to protect the public is through a

professional association.

We favour a network of intermediaries serving the public, built on a foundation of

expertise and personal responsibility on the part of practitioners.

We believe that practitioners must continue to make a commitment to the effect that their
primary loyalty and obligation are towards the client. This takes precedence over all
other considerations. When a practitioner serves a client, he is not making a sale, he is
performing a professional act. In doing so, he puts his personal responsibility, his future
and his reputation on the line. In short, permission to practise is not a right but a
privilege which entails duties. All this would benefit from being supported by a legislative
environment that would confirm and safeguard the progress that has been made over

the past thirty years.





ATTACHMENT

COMMENTS BY THE CHAMBRE IN RESPONSE TO THE QUESTIONS RAISED IN
THE CONSULTATION PAPER PRODUCED BY THE INDUSTRY PRACTICES
REVIEW COMMITTEE, JUNE 3, 2005

Policy Options
1. Repercussions of possible policies

1. One possible repercussion is that the adoption of the stated policies might
make the sales process more complicated. To avoid the red tape, brokers
might shy away from offering protection plans with lower commissions.
Consumers with minimum requirements might find it difficult to obtain the

protection that they need and want, and to obtain consulting services.

2. In Québec, looking after the consumer’'s interest is already a priority

obligation.

3. Restrictions on performance-linked benefits will change the relationship
with insurers; the “special offer of the month” will not necessarily be the big
seller anymore. The obligation to give priority to the consumer’s interest
will also be easier for the market intermediary to fulfill, since financial gain

will be less of an issue.

4. Restricting performance-linked benefits could affect the relationship
between intermediaries and some insurers who offer such benefits:
administrative sales support, bonuses on sales of a given product or for a

given period of time, invitations to conferences, etc.

5. In cases where compensation is disclosed, disclosure will have to be in
general and concise terms. In fact, this is becoming a trend in the financial
products industry (reference: "Registation Reform Project” in transferable

securities).





2. Changes to current methods of distributing insurance

1. Clearly disclosing the business ties and status of the intermediary
(independent or not) would enable consumers to be aware of these facts
and be better informed of their choices, while avoiding potential conflicts.

This would serve consumers’ interests.

2. What is meant by “independent intermediary” remains to be determined.
One way of resolving the issue would be to define such an intermediary as
a representative with no obligation towards any of his suppliers of financial
products and services (e.g. minimum production in terms of business
volume and/or number of contracts, and loan for the acquisition of

clientele).

3. Best means of accomplishing the objectives

1. By disclosing the information in simple, clear and concise terms.

2. Through better control over sales without intermediary in order to ensure
the same quality of professional advice as may be obtained by means of a

sale with an intermediary.

4. Other approaches or considerations

1. Another option for restricting performance-linked benefits is to take
inspiration from the rules governing mutual fund sales practices (NI 81-
105). These rules, established many years ago, are well entrenched in the
industry and prevent potential conflicts between intermediaries and product

suppliers.





5. Protecting the interests of consumers / Value-added options

1. The information given to consumers must be appropriate and simple. A
brief summary of the representative’s status, business ties and

compensation should be presented.

2. Financial products and services should always be sold by a duly certified
representative, who must have the necessary training, knowledge and

expertise.

6. Regional differences or circumstances

1. In Québec, the duty to put the consumer’s interest first is already
entrenched. The consumer’s interest is also the priority of the Chambre de
la sécurité financiére by virtue of its mission.

Scope and applicability

7. Other suggested approaches

1. Establish a framework for controlling all distribution of products by certified
representatives.

8. To which intermediaries should all possible policies be applied?

1. The policies should apply to all intermediaries, with adaptation as
necessary, and should even be applied to the sales process without an

intermediary.
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9. Suggestions for describing or interpreting the concept of “independence”

1. Criteria should be general and flexible; if they are very specific, they will be
more difficult to put into practice.

2. L&H insurance designations in Québec make no distinction between
whether a financial security advisor offers the products of just one
company or those of many companies. Succinct disclosure would enable
consumers to easily understand how independent a representative is, and

what his business ties are.

10.Additional services provided by intermediaries / conflicts of interest

1. “Incompatible” activities are already covered by regulations on the

distribution of financial products and services in Québec.

Performance-linked benefits provided by insurers to
intermediaries

11.Concept of “performance-linked benefits”

1. This concept is sufficiently clear. For consumers, knowing the details of all
the bonuses and commissions would seem quite complex and of little
benefit. We reiterate that it might be beneficial to take inspiration from the

rules governing mutual fund sales practices (NI 81-105).

12. Regulation of performance-linked benefits

1. Business practices and overall compensation could be regulated in
harmony with the regulations governing transferable securities. Canadian
standard 81-105 governing mutual fund sales practices could serve as a

model.
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13.Absolute or limited restrictions

1. Limited restrictions, mainly in harmony with Canadian standard NI 81-105.

14.Principle-based or compliance-based legislation or regulations

1. Legislation should be based mainly on principles, while regulations should
be based on compliance. We recommend a compliance-based approach,
since this would provide clarification on performance-related benefits that
are subject to restrictions, without the approach being absolute in terms of
the criteria associated with such benefits.

15.Offer of services / assistance to intermediaries

1. It would certainly be preferable to avoid contributing to the
representative’s operating costs if the representative is considered to be
independent. Such support might be permissible if it did not involve direct

payments by the insurer.

Disclosure

16.Information that is meaningful and useful for an insurance purchase

1. The possible items to be disclosed, listed in the Consultation Paper, are

too detailed.

2. Consumers must be given very pertinent information in terms that are

concise and easy to understand.
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17.Scope of the disclosure option for informed purchase decisions

1. The proposal put forward in the Consultation Paper is too detailed, difficult

for a lay person to understand and of little interest.

18.Difficulties in disclosing the quantum of commissions and service fees

1. These details are not relevant to consumers. Instead, they should be

informed of the total compensation, including all levels of distribution.

19.Understanding of how an intermediary is paid

1. Yes, but only in a general way (see item 18, above).

Life and health insurance

22.Same requirements for all L&H products, or some exemptions?

1. The same requirements should apply to all L&H products. Actually, our
greatest concern relates to sales without a representative (sales directly
by the companies). Examples: credit card insurance, direct or
association insurers, car loan insurance, travel insurance and sales via
the Internet. Consumers face real risks as they do not receive an
analysis of their needs prior to the sale; the person who sells the product
has no code of ethics to comply with; and it is questionable whether the

suggested product is truly appropriate for their needs.

Enclosure:

“National Instrument 81-105 Mutual Fund Sales Practices”
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LA CHAMBRE DE LA SECURITE FINANCIERE ETLA PROTECTION DU
CONSOMMATEUR

Nous vous transmettons les remarques de la Chambre de la sécurité financiére dans le
cadre de la consultation du CISRO sur les pratigues commerciales dans l'industrie de
'assurance afin de proposer des politiques visant a préserver l'intégrité du processus

transactionnel.

La Chambre de la sécurité financiere est née de la volonté de I’Assemblée nationale, qui
a résolument opté pour un encadrement de type professionnel afin d’assurer a la fois la
qualité de la prestation des services et la compétence des praticiens, premiére garantie

de la protection des consommateurs. Ce modéle fonctionne et a fait ses preuves.

L’Assemblée nationale, en adoptant la Loi 107, a dailleurs réitéré sa confiance a I'égard
de la responsabilité individuelle en confirmant a la Chambre un statut d’organisme
d’autoréglementation d’inspiration professionnelle. Cette volonté politique s’appuie sur le
succes connu au Québec en favorisant la responsabilité personnelle de chacun de nos
membres, eu égard a la qualité de leur prestation, a leur adhésion a des regles

déontologiques rigoureuses et a leur compétence, notamment par la formation continue.

L’'un des bénéfices majeurs qu'a généré ce modele, fut d’établir un meilleur équilibre
entre l'intérét de nos concitoyens et I'intérét commercial des institutions financieres dont
nos membres distribuent les produits. Il faut assurer cet équilibre essentiel et veiller a

son maintien. C’est pour cela que nous souscrivons a la démarche d’analyse du CISRO.

L’Assemblée nationale du Québec a communigué clairement sa volonté de maintenir ce
garde-fou dans I'encadrement des services financiers. Dans tous les débats qui ont eu

lieu au Québec sur la question de la protection des consommateurs, il y a toujours les





tenants du plus simple et du moins contraignant qui tentent de convaincre qu’un

minimum de régles conduit a une meilleure pratique commerciale.

A trois reprises, au moins, la société québécoise, via '’Assemblée nationale, a choisi une
voie plus sérieuse pour assurer un équilibre entre les intéréts commerciaux et les
intéréts des consommateurs. Cette voie, fondée sur I'encadrement d’inspiration
professionnelle, demeure encore la meilleure, méme si ses contraintes obligent tout le
monde a une meilleure prestation et a une plus grande considération pour le public
consommateur, qu’il s'agisse d’'un épargnant, d’'un investisseur ou de celui qui acquiert

de I'assurance de personnes.

La mission de la Chambre de la sécurité financiere consiste donc a assurer la protection
du public en maintenant la discipline et en veillant a la formation et a la déontologie de
ses quelgue 28 000 membres. Plus précisément, la Chambre veille & ce que les
professionnels du secteur financier québécois, sous sa gouverne, exercent leurs
activités dans l'intérét du consommateur, en offrant des produits et des services visant
la protection de son patrimoine financier. Sa mission s’actualise par un encadrement
vigilant des pratiques et par l'amélioration continue des connaissances de ses

professionnels.

Les membres de la Chambre de la sécurité financiere exercent dans les six disciplines
suivantes : assurance de personnes, assurance collective de personnes, planification
financiere, courtage en épargne collective, courtage en contrats d’investissement et

courtage en plans de bourses d’études.

La qualité de la prestation en assurances de personne s’est grandement améliorée
depuis les trente dernieres années et les praticiens ont sérieusement gagné en
crédibilité et en compétence. Ce qui est un gain indiscutable pour les consommateurs.

Nous sommes d'avis que tout ce qui est de nature a bonifier la prestation et a





augmenter la confiance des consommateurs doit étre considéré comme un atout qui

s’inscrit dans I'évolution de la profession et de I'industrie.

Ainsi la Chambre se joint a la démarche d’'analyse du CISRO de revoir les pratiques
commerciales dans l'industrie de l'assurance et de proposer des politiques visant a
minimiser le risque de conflits d’intéréts réel ou potentiel. D’ailleurs, la Chambre est
déja dotée d’'un code de déontologie. Il est publié dans « Codes de déontologie de la
Chambre de la sécurité financiere », qui incluent le Code de la Chambre et le
Reglement sur la déontologie dans les disciplines de valeurs mobilieres (disponibles sur
le site Internet de la Chambre). Le code de déontologie de la Chambre prévoit que le
représentant doit, dans I'exercice de ses activités, sauvegarder en tout temps son

indépendance et éviter toute situation ou il serait en conflit d’'intéréts.

Nous citons pour les fins de la consultation quelques articles du Code de déontologie de
la Chambre qui nous permettraient de sévir si un cas de conflit d'intéréts fondé sur la

rémunération ou tout autre lien d'affaires était soumis a notre attention et qu'un

consommateur était 1ésé.

Article 18
« Le représentant doit, dans I'exercice de ses activités, sauvegarder en tout temps son

indépendance et éviter toute situation ou il serait en conflit d’'intéréts. »

Article 19

« Le représentant doit subordonner son intérét personnel a celui de son client et de tout
client éventuel (...). »

Article 20

« Le représentant doit faire preuve d’objectivité lorsque son client ou tout client éventuel
lui demande des renseignements. Il doit porter des jugements et formuler des
recommandations de facon objective et indépendante sans égard a son gain

personnel. »





Article 21
« Le représentant doit ignorer toute intervention d’'un tiers susceptible d'influer sur
I'exécution des devoirs reliés a I'exercice de ses activités au préjudice de son client ou

de son client éventuel. »

La Chambre de la sécurité financiére croit donc qu'il serait dans l'intérét de l'industrie et
du consommateur d’améliorer I'encadrement des avantages qui ne sont pas directement
liés a la vente d’'une police individuelle. Aussi, nous encourageons la transparence avec
le client en ce qui a trait a la rémunération et aux liens d’affaires. Nous sommes d’avis
toutefois qu’'un nouveau cadre réglementaire sur la rémunération et sur les avantages
liés au rendement sur la vente de certains produits viendrait améliorer la crédibilité du
processus transactionnel. Bref, il apporterait un contrepoids a la logique marketing avec
ses incitatifs commerciaux. Nous préférons penser en termes d’acte professionnel posé

plutét qu’en termes de vente conclue.

Nous communiquons aussi notre trés grande préoccupation devant la prolifération de la
vente directe sans représentant responsable de I'acte posé (assurances sur les cartes
de crédit, assureurs directs ou d’association, transactions Internet). Ces ventes n’offrent
pas le méme niveau de protection au public et ne sont pas encadrées. Elles sont une
breche inquiétante car personne n’est soumis a un code d’éthique et personne n’engage
sa responsabilité personnelle dans la transaction avec le consommateur. C’est une
tendance qui illustre parfaitement la nécessité d’'établir des contrepoids aux intéréts
commerciaux. La voie professionnelle est ce contrepoids. Il ne devrait pas y avoir de
vente sans lintervention d'un praticien encadré et soumis a des régles claires et

rigoureuses.





LA DIVULGATION DES RENSEIGNEMENTS : UNE ETAPE

Dans le contexte de cette consultation, la Chambre de la sécurité financiere appuie la
démarche qui vise la divulgation des renseignements. Mais, selon nous, cette derniere
n'est pas la panacée a la préoccupation du CISRO. Elle est toutefois un premier pas
dans la bonne direction. Nous estimons que la clarté et la simplicité doivent étre les
criteres dans les cas de divulgation obligatoire sans quoi, les divulgations sont perdues
dans la masse d'information et ne servent pas vraiment les objectifs pour lesquels elles
sont exigées. Nous rappelons qu'au Québec, la Loi sur la distribution de produits et
services financiers prévoit déja certaines obligations de divulgation imposée au
représentant : Article 17 : Divulgation des émoluments; Article 26 : Divulgation des liens

d’affaires; Article 31 : Divulgations relatives aux assureurs.

Nous recommandons de revoir ces exigences pour déterminer si la divulgation prévue a

la Loi est suffisante pour assurer la protection du public.

A plus long terme, nous favorisons un cadre législatif qui encadrerait et harmoniserait
les modeles de rémunération selon les meilleures pratiques en vigueur. Cette révision
du cadre de la rémunération devrait consacrer une fois pour toute la qualité de la
prestation de services en permettant au praticien de préserver son indépendance et sa
crédibilité. Nous n’avons pas de raison de croire que la commission comme modele de
base doit étre remplacée. Elle n'est pas incompatible avec le professionnalisme. Ses
déclinaisons peuvent toutefois étre encadrées. Il en va de méme pour l'indépendance

réelle des intermédiaires.

I ne s’agit pas ici d’alourdir le processus transactionnel mais plutét de le rendre
transparent et au-dessus de tout soupcon de conflit d'intéréts. Comme le souligne le
document du CISRO, aucune action illégale n'a été portée a son attention. Par ailleurs,
la Chambre n’a pas constaté de pratiques illégales en la matiere. Nous sommes d’avis
cependant que c’est une évolution normale de la profession comme de lindustrie, en

termes de qualité et de crédibilité, de s’assurer d'éviter tout conflit d'intéréts potentiel,





réel ou percu.La protection du consommateur sera encore mieux assurée et la

confiance du consommateur plus grande.

Cela dit, nous estimons que le meilleur moyen de protéger le public demeure la voie

professionnelle.

Nous valorisons un réseau d'intervenants auprés du public fondé sur la compétence et

la responsabilité personnelle des praticiens.

Nous croyons que les praticiens doivent continuer de s’engager a ce que leur loyauté
premiére et leur obligation premiere soient a I'endroit du client. Cela subordonne toutes
les autres considérations. Quand un praticien intervient, il pose un acte professionnel: il
ne vend pas. Ce faisant, il engage sa responsabilité personnelle, son avenir et sa
réputation. Bref, le permis d’exercer n’est pas un droit mais un privilege qui comporte
des devoirs. Tout cela gagnerait a étre soutenu par un environnement |égislatif qui

viendrait confirmer et assurer les progrés réalisés au cours des trente dernieres années.





ANNEXE

COMMENTAIRES DE LA CHAMBRE AUX QUESTIONS SOU'LEVEES AU
DOCUMENT DE CONSULTATION PRODUIT PAR LE COMITE DE REVISION DES
PRATIQUESDE L'INDUSTRIE, LE 3 JUIN 2005

Politiques possibles

1. Répercussions des politiques possibles

1. L'une des répercussions possibles est que l'adoption des politiques
énonceées risque d'alourdir le processus de vente. Ainsi, a cause de la
lourdeur du processus, le courtier pourrait se retirer de [l'offre de
protections comportant des commissions plus faibles. Les consommateurs
aux besoins minimes pourraient éprouver éventuellement des difficultés a
se munir des protections souhaitées et requises, et surtout a obtenir des

services conseils.

2. Au Québec, assurer lintérét du consommateur est déja une obligation
prioritaire.

3. Les restrictions sur les avantages liés a la performance vont modifier la
relation avec les assureurs; ce ne sera plus nécessairement '« offre
particuliere du mois » qui sera la plus vendue. L’obligation de prioriser
'intérét du consommateur sera aussi plus facile a respecter pour

I'intermédiaire de marché car le gain financier ne sera plus aussi présent.

4. Restreindre les avantages liés au rendement pourrait modifier la relation
des intermédiaires avec certains assureurs qui offrent de tels avantages:
soutien administratif a la vente, primes sur la vente d’'un produit spécifique

ou pour une période donnée, invitation a des conférences, etc.

5. Dans le cas ou il y a divulgation de la rémunération, la divulgation devra se
faire dans des termes généraux et concis. C’est la d’'ailleurs une tendance
dans l'industrie des produits financiers (référence: «Projet de réforme

d’inscription » en valeurs mobiliéres).





2. Changements aux méthodes actuelles de distribution de I'assurance

1. Assurer la divulgation claire des liens d'affaires et du statut de
'intermédiaire (indépendant ou non) permettrait aux consommateurs
d’étre conscients de ces faits et mieux éclairés dans leurs choix, tout en
évitant les conflits d’'intéréts potentiels. L'intérét des consommateurs s’en

trouvera favorisé.

2. Ce qui est entendu par « intermédiaire indépendant » demeure a
déterminer. Une facon de régler la question serait de définir
'intermédiaire comme le représentant n'ayant aucune obligation avec
aucun de ses fournisseurs de produits et services financiers (exemples :
production minimale en volume d’affaires et/ou en quantité de contrats, et

prét pour I'acquisition d’une clientéle).

3. Meilleur moyen de réaliser les objectifs

1. Par une divulgation de linformation en des termes simples, clairs et

concis.

2. Par un meilleur encadrement de kb vente sans intermédiaire afin d’assurer
le méme niveau de qualité de conseils professionnels obtenu par la vente

avec intermédiaires.

4. Autres considérations ou méthodes

1. Une autre option quant a la restriction des avantages liés au rendement
est de <s’inspirer des regles sur les pratiques commerciales des
organismes de placement collectif (NC 81-105). Ces regles, instituées il y
a plusieurs années, sont bien établies dans lindustrie et permettent
d’éviter les conflits potentiels entre les intermédiaires et les

manufacturiers.





5. Protection de I'intérét du consommateur / Options a valeur ajoutée

1. Il faut assurer la pertinence et la simplicité de l'information présentée au
consommateur. Un résumé succinct du statut du représentant, de ses

liens d’'affaires et de sa rémunération devrait étre présenté.

2. La vente des produits et services financiers doit toujours se faire par un
représentant diment certifié. Le représentant doit posséder la formation,

les connaissances et les compétences requises.

6. Différences ou particularités régionales

1. Au Québec, le devoir de prioriser l'intérét du consommateur est déja
implanté.  L'intérét du consommateur est également la priorité de la

Chambre de la sécurité financiere de par sa mission.

Portée et applicabilité

7. Autres méthodes a suggérer
1. Encadrer 'ensemble de la distribution des produits par des représentants
certifiés.
8. A quels intermédiaires appliquer I'ensemble des politiques possibles

1. Les politigues devraient s’appliguer a tous les intermédiaires, avec
adaptations sil y a lieu, et méme étre appliquées au processus de vente

« sans intermédiaire ».
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9. Suggestions pour la description ou I'interprétation de la notion
d’ «indépendance»

1. Les critéres devraient étre généraux et flexibles. S'ils sont trés

spécifiques, ils sont plus difficiles a mettre en pratique.

2. Les titres en assurance de personnes au Québec ne font pas de
distinction & savoir si le conseiller en sécurité financiére n’offre le produit
gue d’'une seule compagnie ou s’il en offre de plusieurs. La divulgation
succincte de renseignements permettrait de faire comprendre aisément
au consommateur le degré d’'indépendance du représentant et ses liens

d'affaires.

10.Services additionnels par les intermédiaires / conflits d’intéréts

1. Les activitts « incompatibles » sont déja couvertes dans la
réglementation sur la distribution des produits et services financiers au
Québec.

Avantages liés au rendement offerts aux intermédiaires par les
assureurs

11. Concept « avantages liés au rendement »

1. Ce concept est suffisamment clair. Pour le consommateur, connaitre
en détail le cumul des bonus et commissions apparait comme
complexe et peu bénéfique. Rappelons qu'il pourrait étre avantageux
de s’inspirer de regles sur les pratiques commerciales des organismes
de placement collectif (NC 81-105).
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12. Réglementation pour les avantages liés au rendement

1. Les pratiques commerciales et la rémunération globale pourraient étre

réglementées de fagon harmonisée avec la réglementation régissant
les valeurs mobilieres. La norme canadienne 81-105 pour les pratiques
commerciales des organismes de placement collectif pourrait servir de

modele.

13.Restrictions absolues ou limitées

1.

Restrictions limitées et principalement harmonisée avec la norme
canadienne NC 81-105 pour les pratiques commerciales des

organismes de placement collectif.

14.Principes ou conformité comme fondement de la loi ou de la
réglementation

1. La loi devrait se fonder davantage sur les principes alors que la

réglementation devrait étre fondée sur la conformité. Nous suggérons
une approche fondée sur la conformité, laquelle fournirait des
précisions sur les avantages liés au rendement et soumis a des
restrictions, sans que cette approche soit absolue quant aux critéres

assortis a de tels avantages.

15.0Offre de services / soutien aux intermédiaires

1.

Il serait effectivement préférable d'éviter de participer aux frais
d’'opérations du représentant si le représentant est considéré comme
un indépendant. Un tel soutien pourrait étre toutefois admissible s'il

n'implique pas de déboursés directs de la part du manufacturier.
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Divulgation des renseignements

16.Signification et utilité des renseignements pour I'achat de
I'assurance

1. Les éléments de divulgation possibles énoncés au Document de

consultation sont trop détaillés.

2. |l faut fournir au consommateur des renseignements tres pertinents en des

termes faciles a comprendre et concis.

17.Portée des politiques possibles pour prise de décision documentée

1. La proposition incluse au Document de consultation est trop détaillée, peu

compréhensible pour un non-initié et elle présente peu d’intérét.

18.Problemes a expliquer les détails des commissions et frais de
service

1. Ces détails ne sont pas pertinents pour le consommateur. |l faut plutdt lui
fournir la rémunération globale, laquelle inclut tous les paliers de

distribution.

19.Compréhension de la rémunération de l'intermédiaire par le
consommateur

1. Le consommateur doit comprendre, mais globalement seulement (voir

numéro 18, ci-dessus).
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Assurances de personnes

22.Mémes exigences ou exemptions pour tous les produits d’assurance
de personnes?

1. Les mémes exigences devraient s'appliquer pour tous les produits
d’assurance de personnes. Par ailleurs, notre plus grande préoccupation
réside dans la vente sans représentant (vente directe des compagnies).
Exemples : assurances sur les cartes de crédit, assureurs directs ou
d’associations, assurances prét auto, assurances voyages et vente de
produits sur Internet. Le risque pour le consommateur est réel, car il n'a
pas droit a une analyse de ses besoins avant la vente. La personne qui lui
vend n'a pas de code déthique a respecter. Nous pouvons nous
interroger a savoir si le produit suggéré est vraiment approprié a ses

besoins.

Fichier joint :
« Norme canadienne 81-105 Les pratiques commerciales des organismes de
placement collectif »
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NATIONAL INSTRUMENT

81-105

MUTUAL FUND SALES PRACTICES(1)

PART 1

DEFINITIONS, INTERPRETATION AND APPLICATION

1.1 Definitions -

In this Instrument

"direct costs" means reasonable, out-of-pocket costs and expenses
directly attributable to

@)

(b)

the production and presentation of a sales communication
referred to in Part 5, or

the presentation and organization of a conference or seminar
referred to in Part 5, other than any travel, accommodation or
personal incidental expenses associated with the attendance of
an individual at the conference or seminar;

"equity interest" means, in relation to an issuer

@)

(b)

if the issuer is a reporting issuer in any jurisdiction and its
securities are listed on a Canadian stock exchange, the direct or
indirect ownership of securities representing more than ten
percent of any class of voting securities, equity securities or
partnership units of the issuer, or

for all other issuers, the direct or indirect ownership of a voting
security, equity security or partnership unit of the issuer;

"equity security” means a security of an issuer that carries a residual
right to participate in the earnings of the issuer and, upon the
liquidation or winding up of the issuer, in the distribution of its assets;





"IDA" means the Investment Dealers Association of Canada;
"IFIC" means The Investment Funds Institute of Canada;
"member of the organization" means, for a mutual fund

(&) the manager of the mutual fund,

(b) the principal distributor of the mutual fund,

(c) the portfolio adviser of the mutual fund,

(d) an affiliate of any of the persons or companies referred to in
paragraph (a), (b) or (c), or

(e) a person or company that is organized by a member of the
organization of the mutual fund as a vehicle to fund payment of
commissions to participating dealers and that has a right to
arrange for the distribution of the securities of the mutual fund;

"mutual fund family” means two or more mutual funds that have

(a) the same manager, or

(b) managers that are affiliates of each other; and

"representative" means, for a participating dealer,

(a) a partner, director, officer, salesperson or employee of the
participating dealer, and

(b) any company through which a person referred to in paragraph
(a) carries on activities in connection with services provided to
the participating dealer.

1.2 Interpretation -

Terms defined in National Policy Statement No. 39, or in a successor
instrument to that policy statement, and used in this Instrument have
the respective meanings ascribed to them in National Policy Statement
No. 39 or the successor instrument, whichever is in force.

1.3 Application -





This Instrument applies to

@)

(b)

a distribution of securities of a mutual fund that offers or has
offered securities under a prospectus or simplified prospectus for
so long as the mutual fund remains a reporting issuer; and

a person or company in respect of activities pertaining to a
mutual fund referred to in paragraph (a).

PART 2
GENERAL

2.1 Restrictions on Payments or Provision of Benefits

(1)

(2)

No member of the organization of a mutual fund and no mutual
fund shall, in connection with the distribution of securities of the
mutual fund

(@) make a payment of money to a participating dealer or a
representative of a participating dealer;

(b) provide a non-monetary benefit to a participating dealer or
a representative of a participating dealer; or

(c) pay for or make reimbursement of a cost or expense
incurred or to be incurred by a participating dealer or a
representative of a participating dealer.

Despite subsection (1), a member of the organization of a mutual
fund may

(a) make a payment of money or provide a non-monetary
benefit to a participating dealer, or pay for or make
reimbursement of a cost or expense incurred or to be
incurred by a participating dealer or its representatives, if
permitted by Part 3 or 5; and

(b) provide a non-monetary benefit to a representative of a
participating dealer, if permitted by Part 5.





3)

A member of the organization of a mutual fund shall not, and
shall not represent that it may, make a payment, provide a
non-monetary benefit or pay for or make reimbursement of a cost
or expense otherwise permitted by subsection (2) that is
conditional on

(a) the sale of a particular amount or value of securities of one
or more mutual funds by a participating dealer or a
representative; or

(b) a particular amount or value of securities of one or more
mutual funds being held in accounts of clients of a
participating dealer or a representative.

2.2 Restrictions on Solicitation and Acceptance of
Payments or Benefits

(1)

(2)

No participating dealer and no representative of a participating
dealer shall solicit or accept from a mutual fund or a member of
the organization of the mutual fund, in connection with the
distribution of securities of the mutual fund, the payment of
money, the provision of a non-monetary benefit or payment or
reimbursement for a cost or expense incurred or to be incurred
by the participating dealer or representatives of the participating
dealer.

Despite subsection (1),

(&) a participating dealer may solicit and accept a payment of
money, provision of a non-monetary benefit or payment or
reimbursement for a cost or expense incurred or to be
incurred by it or its representatives from a member of the
organization of the mutual fund, if the member is permitted
by Part 3 or 5 to make the payment, provide the benefit or
make the payment or reimbursement; and

(b) a representative of a participating dealer may accept the
provision of a non-monetary benefit from a member of the
organization of the mutual fund, if the member is permitted
by Part 5 to provide the benefit.

2.3 Application of Instrument to Some Participating





Dealers or Representatives

(1) Nothing in this Instrument prohibits a person or company that is
both a member of the organization of a mutual fund and a
participating dealer of a mutual fund in a different mutual fund
family from undertaking any activity, if

(&) the activity is undertaken in the person or company's
capacity as a participating dealer of the mutual fund of
which it is a participating dealer, and not in its capacity as
a member of the organization of the mutual fund of which it
Is a member; and

(b) a participating dealer is not prohibited by this Instrument
from undertaking that activity.

(2) Nothing in this Instrument prohibits a representative of a
participating dealer that is also a member of the organization of a
mutual fund from soliciting or accepting any payment,
non-monetary benefit or reimbursement otherwise permitted by
this Instrument from the participating dealer, if the payment,
provision of the non-monetary benefit or reimbursement is made
in the participating dealer's capacity as a participating dealer and
not in its capacity as a member of the organization of a nutual
fund.

PART 3
PERMITTED COMPENSATION

3.1 Commissions -

A member of the organization of a mutual fund may pay to a
participating dealer a commission in money for the distribution of a
security of the mutual fund made through the participating dealer, if

(a) the obligation to make the payment arises at the time of the
trade;

(b) the prospectus or simplified prospectus of the mutual fund
discloses the range of rates of commissions that may be paid





(€)

3.2 Trailing

(1)

and the method of calculation used in determining the amount of
those commissions; and

the rate of the commission does not increase

0] based on increases in the amount or value of securities of
the mutual fund sold, or of mutual funds in the same
mutual fund family as the mutual fund sold, or of any or all
of the foregoing,

(i)  based on increases in the amount or value of securities of
the mutual fund, or of mutual funds in the same mutual
fund family as the mutual fund, or of any or all of the
foregoing, held in accounts of clients of the participating
dealer, or

(i)  for a particular period of the year in which the commission
Is paid or earned.

Commissions

A member of the organization of a mutual fund may pay to a
participating dealer a trailing commission in money that is based
upon the aggregate value of securities of the mutual fund held in
accounts of clients of the participating dealer as at a particular
time or during a particular period, if

(a) the obligation to make the payment arises after the time of
the trade;

(b) the prospectus or simplified prospectus of the mutual fund
discloses the range of rates of trailing commissions that
may be paid and the method of calculation and relevant
times or time periods used in determining the amount of
those trailing commissions;

(c) the method and time of calculation of the trailing
commission and the relevant times or time periods used in
determining the amount of the trailing commission are the
same for all participating dealers of the mutual fund; and

(d) the rate of the trailing commission does not increase

(1) based on increases in the amount or value of





securities of the mutual fund sold, or of mutual funds
in the same mutual fund family as the mutual fund
sold, or of any or all of the foregoing,

(i) based on increases in the amount or value of
securities of the mutual fund, or of mutual funds in
the same mutual fund family as the mutual fund, or of
any or all of the foregoing, held in accounts of clients
of the participating dealer, or

(i)  for a particular period of the year in which the trailing
commission is paid or earned.

(2) A member of the organization of a mutual fund may establish
policies and practices concerning the timing of payments of
trailing commissions so long as all trailing commissions are paid
within one year from the date earned.

(3) Despite subsection (1), a member of the organization of a mutual
fund may decline to pay a trailing commission to a participating
dealer in connection with securities of the mutual fund held in the
accounts of clients of the participating dealer if

(&) the securities in respect of which no trailing commission is
paid were acquired by those clients before the date that
this Instrument came into force;

(b) the amount of securities held in the accounts of those
clients is below a threshold specified in the policy referred
to in paragraph (c); and

(c) the non-payment of the trailing commission is in conformity
with a policy of the member of the organization of the
mutual fund that was in place and was followed on July 1,
1997.

PART 4
INTERNAL DEALER INCENTIVE PRACTICES

4.1 Participating Dealers' Practices





(1)

(2)

No participating dealer shall provide an incentive to any of its
representatives to recommend mutual funds of one mutual fund
family over mutual funds of another mutual fund family.

Despite subsection (1), the compensation paid to a
representative of a participating dealer by the participating
dealer may reflect commissions received by the participating
dealer from members of the organizations of mutual funds, so
long as the compensation paid to a representative for the
securities of a mutual fund sold or held, as a percentage of the
commission paid to the participating dealer, is the same for all
mutual fund families.

4.2 Principal Distributors' Practices

(1)

(2)

A principal distributor of a mutual fund that is also a participating
dealer of another mutual fund shall not provide an incentive for
any of its representatives to recommend a mutual fund of which it
is a principal distributor over a mutual fund of which it is a
participating dealer.

Despite subsection (1), the compensation paid to a
representative of a principal distributor by the principal distributor
may reflect commissions received by the principal distributor
from members of the organization of which it is a member and
members of organizations of other mutual funds if

(a) the compensation paid to a representative for the
securities of a mutual fund sold or held, as a percentage of
the commission paid to the principal distributor, is the
same for all mutual fund families, including the mutual fund
family of the principal distributor; and

(b) the commissions paid to the principal distributor in
connection with the distribution of securities of a mutual
fund of which it is a principal distributor are not in excess
of the commissions provided to any participating dealer in
connection with the distribution of those securities.

PART 5

MARKETING AND EDUCATIONAL PRACTICES





5.1 Cooperative Marketing Practices -

A member of the organization of a mutual fund may pay, to a
participating dealer, direct costs incurred by the participating dealer
relating to a sales communication, investor conference or investor
seminar prepared or presented by the participating dealer, if

(@)

(b)

(€)

(d)

(€)

the primary purpose of the sales communication, investor
conference or investor seminar is to promote, or provide
educational information concerning, the mutual fund, the mutual
fund family of which the mutual fund is a member or mutual funds
generally;

in the case of an investor conference or investor seminar, the
conference or seminar is presented by the participating dealer to
investors or potential investors of the mutual fund, another
mutual fund in the same mutual fund family, or of mutual funds
generally;

the participating dealer provides invoices for, or receipts
evidencing payment of, the direct costs to be paid by a member
of the organization of the mutual fund;

the aggregate direct costs of the sales communication, investor
conference or investor seminar paid by all members of
organizations of mutual funds do not exceed 50 percent of the
total direct costs incurred by the participating dealer; and

the sales communication discloses, or persons attending the
investor conference or investor seminar are informed in writing
of, the identity of all parties paying for a portion of the costs of
the sales communication, investor conference or investor
seminar.

5.2 Mutual Fund Sponsored Conferences -

A member of the organization of a mutual fund may provide a
non-monetary benefit to a representative of a participating dealer by
allowing him or her to attend a conference or seminar organized and
presented by members of the organization of the mutual fund, if

@)

the primary purpose of the conference or seminar is the





(b)

(€)

(d)

(€)

provision of educational information about financial planning,
Investing in securities, mutual fund industry matters, the mutual
fund, the mutual fund family of which the mutual fund is a
member or mutual funds generally;

the selection of the representatives of the participating dealer to
attend the conference or seminar is made exclusively by the
participating dealer, uninfluenced by any member of the
organization of the mutual fund;

the conference or seminar is held in
() Canada,
(i) the continental United States of America, or

(i) a location where a portfolio adviser of the mutual fund
carries on business, if the primary purpose of the
conference or seminar is the provision of educational
information about the investments or activities of the
mutual fund carried on by that portfolio adviser;

no member of the organization of the mutual fund pays any
travel, accommodation or personal incidental expenses
associated with the attendance of the representative at the
conference or seminar; and

the costs relating to the organization and presentation of the
conference or seminar are reasonable having regard to the
purpose of the conference or seminar.

5.3 Third Party Sponsored Educational Events -

A member of the organization of a mutual fund may, for a conference,
seminar or course that is organized and presented by a person or
company that is not a member of the organization of the mutual fund or
a participating dealer, pay the registration fees of a representative of a
participating dealer for the conference, seminar or course, if

(@)

(b)

the primary purpose of the conference, seminar or course is the
provision of educational information about financial planning,
iInvesting in securities, mutual fund industry matters or mutual
funds generally;

the participating dealer provides invoices for or receipts





(€)

(d)

evidencing payment of the registration fees to be paid by a
member of the organization of the mutual fund;

the selection of the representatives of the participating dealer to
attend the conference, seminar or course is made exclusively by
the participating dealer, uninfluenced by any member of the
organization of the mutual fund; and

the conference, seminar or course is held in Canada or the
continental United States of America.

5.4 Industry Association Sponsored Events

(1)

(2)

Except as permitted by section 5.3 or subsection (2), no member
of the organization of a mutual fund may pay money, provide
non-monetary benefits or pay or reimburse costs or expenses
relating to a conference, seminar or course that is organized and
presented by IFIC, the IDA or another trade or industry
association.

A member of the organization of a mutual fund may pay, to IFIC,
the IDA or their respective affiliates or associates, direct costs
incurred by IFIC, the IDA or their respective affiliates or
associates relating to a conference or seminar organized and
presented by IFIC, the IDA or their respective affiliates or
associates, if

(@) the primary purpose of the conference or seminar is the
provision of educational information about financial
planning, investing in securities, mutual fund industry
matters or mutual funds generally;

(b) the members of the organization of mutual funds in a
mutual fund family in aggregate pay not more than 10
percent of the total direct costs incurred by IFIC, the IDA or
their respective affiliates or associates for the organization
and presentation of the conference or seminar;

(c) the selection of the representatives of a participating
dealer to attend the conference or seminar is made
exclusively by the participating dealer, uninfluenced by any
member of the organization of the mutual fund; and

(d) the conference or seminar is held in Canada or the





continental United States of America.

5.5 Participating Dealer Sponsored Events -

A member of the organization of a mutual fund may pay, to a
participating dealer, direct costs incurred by the participating dealer
relating to a conference or seminar that is organized and presented by
the participating dealer, and that is not an investor conference or
investor seminar referred to in section 5.1, if

@)

(b)

(€)

(d)

(€)

the primary purpose of the conference or seminar is the
provision of educational information about financial planning,
Investing in securities, mutual fund industry matters, the mutual
fund, the mutual fund family of which the mutual fund is a
member or mutual funds generally;

the members of the organization of mutual funds in a mutual fund
family in aggregate pay not more than 10 percent of the total
direct costs incurred by the participating dealer for the
organization and presentation of the conference or seminar,

the aggregate direct costs of the conference or seminar paid by
all members of organizations of mutual funds do not exceed 66
percent of the total direct costs incurred by the participating
dealer,

the selection of the representatives of the participating dealer to
attend the conference or seminar is made exclusively by the
participating dealer, uninfluenced by any member of the
organization of the mutual fund; and

the conference or seminar is held in

() Canada,

(i)  the continental United States of America, or

(i) a location where a portfolio adviser of the mutual fund
carries on business, if the primary purpose of the
conference or seminar is the provision of educational

information about the investments or activities of the
mutual fund carried on by that portfolio adviser.

5.6 Promotional Items and Business Promotion





Activities -

A member of the organization of a mutual fund may provide to a
representative of a participating dealer non-monetary benefits of a
promotional nature and of minimal value, and a member of the
organization of a mutual fund may engage in business promotion
activities that result in a representative of a participating dealer
receiving a non-monetary benefit if

(@)

(b)

the provision of the benefits and activities is neither so extensive
nor so frequent as to cause a reasonable person to question
whether the provision of the benefits or activities improperly
influence the investment advice given by the representative to
his or her clients; and

in the case of business promotion activities, no member of the
organization of the mutual fund pays the travel, accommodation
or personal incidental expenses associated with the attendance
of the representative at the activities.

PART 6
PORTFOLIO TRANSACTIONS

6.1 Reciprocal Commissions and Portfolio Transactions

(1)

(2)

No member of the organization of a mutual fund shall influence
or attempt to influence how, or if, a participating dealer will pay
or allocate in a particular manner to any representative all or part
of a brokerage commission or of an amount representing the
spread on a principal transaction arising from a portfolio
transaction of the mutual fund executed by the participating
dealer.

No member of the organization of a mutual fund shall direct a
portfolio transaction of a mutual fund to a participating dealer or
principal distributor of the mutual fund except through individuals
designated by the participating dealer or principal distributor as
the institutional representatives of the participating dealer or
principal distributor.





3)

(4)

(5)

No member of the organization of a mutual fund shall advise a
representative of a participating dealer or a person or company
employed by a principal distributor, other than an individual
referred to in subsection (2), of a portfolio transaction of the
mutual fund to be directed to the participating dealer or principal
distributor.

No member of the organization of a mutual fund shall direct, or
offer or agree to direct, a portfolio transaction of the mutual fund
to a participating dealer or principal distributor as inducement or
reward for the participating dealer or principal distributor selling
or having sold securities of the mutual fund or maintaining or
having maintained particular levels of securities of the mutual
fund in accounts of clients.

No participating dealer shall solicit or execute portfolio
transactions of a mutual fund as inducement or reward for the
participating dealer selling, or having sold, securities of the
mutual fund or maintaining, or having maintained, particular
levels of securities of the mutual fund in accounts of clients.

6.2 Obligations of Participating Dealers Executing
Portfolio Transactions -

No participating dealer shall execute a portfolio transaction of a mutual
fund unless it has been directed to the participating dealer through an
individual designated by the participating dealer as an institutional
representative of the participating dealer.

PART 7
OTHER SALES PRACTICES

7.1 Commission Rebates

(1)

A participating dealer or representative of a participating dealer
may pay all or part of a fee or commission payable by a
securityholder on the redemption of securities of a mutual fund
that occurs in connection with the purchase by the securityholder
of securities of a mutual fund in a different mutual fund family,





(2)

3)

only if

(a) the participating dealer, or a representative on behalf of
the participating dealer, before taking any steps in
connection  with the redemption, provides the
securityholder with written disclosure of the matters
described in subsection (2) and obtains the written
consent of the securityholder to the completion of the
redemption; and

(b) the patrticipating dealer is not a member of the organization
of the mutual fund the securities of which are being
acquired.

The written disclosure referred to in subsection (1) shall include

(a) a reasonable estimate of the amount of the fee or
commission being paid by the participating dealer on the
redemption;

(b) a reasonable estimate of the amount of the redemption
charges to which the securityholder will be subject in
connection with the securities of the mutual fund being
acquired, expressed both as dollar amounts and as
percentages of the value of the securities being redeemed,
and the times at which those charges would be made; and

(c) the tax consequences of the redemption.

No member of the organization of a mutual fund, other than a
member that is also a participating dealer acting in compliance
with subsection (1), shall pay to any person or company all or
part of a fee or commission payable by a securityholder cn the
redemption of securities of another mutual fund that is not in the
same mutual fund family.

7.2 Financial Assistance

(1)

(2)

No member of the organization of a mutual fund shall provide
financial assistance to a participating dealer of the mutual fund, a
representative of the participating dealer or their respective
associates or affiliates.

No participating dealer and no representative of a participating





3)

dealer of a mutual fund shall solicit or accept financial assistance
from a member of the organization of the mutual fund.

Subsections (1) and (2) do not apply to financial assistance
provided by

(a) a Canadian financial institution in the ordinary course of its
business, if no conditions to the provision of the financial
assistance promote the distribution of securities of
particular mutual funds; or

(b) affiliates.

7.3 Charitable Donations

(1)

(2)

No member of the organization of a mutual fund shall make a
charitable donation if the tax credit or deduction arising from the
donation benefits a participating dealer, a representative of a
participating dealer or a person or company that is an associate
or affiliate of a participating dealer or of a representative of a
participating dealer.

Subsection (1) does not apply to a charitable donation made by
a member of the organization of a mutual fund if the tax credit or
deduction arising from the donation benefits an affiliate of the
member of the organization of the mutual fund.

7.4 Tied Selling -

No person or company shall require another person or company

@)

(b)

to invest in securities of a particular mutual fund or mutual fund
family, either as a condition or on terms that appear to a
reasonable person to be a condition, of supplying or continuing
to supply products or services; or

to purchase or use any products or services, either as a
condition or on terms that appear to a reasonable person to be a
condition, of selling securities of a particular mutual fund or
mutual fund family.





PART 8

PROSPECTUS AND POINT OF SALE DISCLOSURE

8.1 Disclosure of Sales Practices

(1)

A mutual fund shall provide in its prospectus or simplified
prospectus a complete description of

(@)

(b)

all compensation payable by members of the organization
of the mutual fund to all principal distributors and
participating dealers of the mutual fund; and

the sales practices followed by the members of the
organization of the mutual fund for distribution of securities
of the mutual fund.

8.2 Disclosure of Equity Interests

(1)

(2)

A mutual fund shall disclose in its prospectus or simplified
prospectus the amount of any equity interest that

@)

(b)

(€)

a member of the organization of the mutual fund has in a
participating dealer;

a participating dealer and associates of the participating
dealer, in aggregate, have in any member of the
organization of the mutual fund; and

a representative of a participating dealer and associates of
the representative, in aggregate, have in any member of
the organization of the mutual fund.

If a member of the organization of a mutual fund is not a
reporting issuer and the securities of the member are not listed
on a Canadian stock exchange, the mutual fund is not required
to provide the disclosure required by paragraph (1)(c) if it
discloses

(@)

the aggregate equity interests held by all representatives





of a participating dealer and their respective associates in
the member of the organization of the mutual fund; and

(b) the equity interests held by a representative of a
participating dealer and associates of the representative if
the representative and his or her associates have direct or
indirect ownership of securities representing more than
five percent of any class of voting securities, equity
securities or partnership units of the member of the
organization of the mutual fund.

(3) For each trade of a security of a mutual fund that is required to
make any of the disclosure described in this section, a
participating dealer shall deliver to the purchaser a document
that discloses the amount of any equity interest that

(@) a member of the organization of the mutual fund has in the
participating dealer;

(b) the participating dealer and its associates, in aggregate,
have in any member of the organization of the mutual fund;

(c) the representatives of the participating dealer and
associates of those representatives, in aggregate, have in
any member of the organization of the mutual fund; and

(d) the representative of the participating dealer that is acting
on the trade, and associates of the representative, in
aggregate, have in any member of the organization of the
mutual fund.

(4) No participating dealer shall complete a trade to which
subsection (3) applies unless the participating dealer obtains the
prior written consent of the purchaser to the completion of the
trade after the purchaser has received the document required by
subsection (3).

(5) A participating dealer is not required to comply with subsections
(3) and (4) for a trade if the purchaser in the trade has already
been provided with a document under subsection (3) on a
previous trade and the information contained in the document
has not changed.

8.3 Disclosure Requirements If No Prospectus or
Simplified Prospectus -





A mutual fund that does not have a current prospectus or simplified
prospectus shall prepare a document containing the information
required by this Instrument to be provided in a prospectus or simplified
prospectus and deliver, or cause to be delivered, a copy of the
document to each purchaser of securities of the mutual fund at or
before the time of the applicable trade in securities of the mutual fund,

other than a trade in connection with a dividend reinvestment plan of
the mutual fund.

PART 9
EXEMPTION

9.1 Exemption

(1) The regulator or securities regulatory authority may grant an
exemption to this Instrument, in whole or in part, subject to such
conditions or restrictions as may be imposed in the exemption.

(2) Despite subsection (1), in Ontario, only the securities regulatory
authority may grant such an exemption.

PART 10
TRANSITIONAL

10.1Effective Date -

This Instrument comes into force on May 1, 1998.

10.2Prospectus Disclosure -

The prospectus of a mutual fund for which a receipt is obtained before
the date that this Instrument comes into force is not required to comply
with the disclosure requirements of this Instrument.





Décision 1998-C-0014 -- 27 janvier 1998

Décision 2001-C-0212 -- 22 mai 2001
Bulletin hebdomadaire : 2001-06-01, Vol. XXXIl n°22






NOTESFIN:

1 (Commentaire)

1. The National Instrument and Companion Policy are both initiatives of the Canadian
Securities Administrators (the "CSA"). The National Instrument has been, or is expected to be,
adopted as a rule in each of British Columbia, Alberta, Manitoba, Ontario, Quebec and Nova
Scotia, a Commission regulation in Saskatchewan, and a policy in all other jurisdictions
represented by the CSA. The Companion Policy has been, or is expected to be, implemented
as a policy in all of the jurisdictions represented by the CSA.
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Autorité des marchés financiers

NORME CANADIENNE
81-105

LES PRATIQUES COMMERCIALES

DES ORGANISMES DE PLACEMENT COLLECTIF

PARTIE 1

DEFINITIONS, INTERPRETATION ET CHAMP D'APPLICATION

1.1 Définitions.-

Dans la présente norme, il faut entendre par :

" ACCOVAM " : I'Association canadienne des courtiers en valeurs mobilieres;

" colits directs " : les frais remboursables raisonnables, directement attribuables :

a)

b)

soit a la production et a la présentation d'une communication publicitaire visée a la partie 5;

soit a la présentation et a I'organisation d'une conférence ou d'un séminaire visé a la partie 5,
a l'exclusion des frais de déplacement, de séjour et autres frais personnels accessoires reliés
a la participation d'une personne physique a une conférence ou a un séminaire;

" famille d'O.P.C. " : deux O.P.C. ou plus qui ont le méme gérant ou des gérants qui font partie du
méme groupe;

"IFIC " : I'Institut des fonds d'investissement du Canada;

" membre de l'organisation " : a I'égard d'un O.P.C. :

a)
b)
c)
d)

e)

le gérant de I'0.P.C.,
le placeur principal de I'O.P.C.,
le conseiller en valeurs de I'0.P.C.,

une personne ou société du méme groupe que les personnes ou sociétés visées en a), b) ou
c);

une personne ou société organisée par un membre de l'organisation de I'O.P.C comme
instrument de financement du paiement de commissions aux courtiers participants et qui a le
droit d'organiser le placement des titres de I'0O.P.C.;

" participation dans le capital " : a I'égard d'un émetteur :
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a) s'il s'agit d'un émetteur assujetti dans un territoire et que ses titres sont cotés a une bourse
canadienne, la propriété directe ou indirecte de titres représentant plus de 10 % d'une
catégorie de titres comportant droit de vote, de titres en capital ou de parts sociales de
I'émetteur;

b) dans le cas de tout autre émetteur, la propriété directe ou indirecte d'un titre comportant droit
de vote, d'un titre de capital ou d'une part sociale de I'émetteur;

" préposé " : par rapport a un courtier participant :
a) un associé, un dirigeant, un représentant ou un employé du courtier participant;

b) une société par l'entremise de laquelle une personne visée en a) exerce des activités reliées
aux services fournis au courtier participant;

" titre de capital " : un titre qui comporte le droit de participer au bénéfice de I'émetteur et au partage

en cas de liquidation.

1.2 Interprétation.-

Les termes définis dans I'Instruction générale nO C-39, ou dans la norme la remplagant, et qui sont
employés dans la présente norme ont le sens défini par cette instruction générale ou par cette
norme, selon le texte qui est vigueur.

1.3 Champ d'application.-

La présente norme s'applique :

a) au placement de titres d'un O.P.C. qui offre ou a offert ses titres par voie de prospectus ou de
prospectus simplifié, dans la mesure ou I'O.P.C. demeure un émetteur assuijetti;

b) a une personne ou société par rapport a ses activités se rattachant a un O.P.C. visé en a).

PARTIE 2
DISPOSITIONS GENERALES

2.1 Restrictions sur les paiements ou les avantages

1) Ni le membre de l'organisation d'un O.P.C. ni I'O.P.C. lui-méme ne peut, a l'occasion du
placement de titres de I'O.P.C. :

a) payer une somme d'argent au courtier participant ou a un préposé de celui-ci;
b) fournir un avantage non pécuniaire au courtier participant ou a un préposé de celui-ci;

C) payer ou rembourser des frais faits ou a faire par le courtier participant ou par un
préposé de celui-ci.

2) Nonobstant le paragraphe 1), le membre de I'organisation de I'O.P.C. peut :
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3)

a) payer une somme d'argent ou fournir un avantage non pécuniaire au courtier
participant, ou payer ou rembourser des frais faits ou a faire par le courtier participant
ou par les préposés de celui-ci, si la partie 3 ou 5 I'y autorise;

b) fournir un avantage non pécuniaire a un préposé du courtier participant, si la partie 5 I'y
autorise.

Le membre de l'organisation de I'0O.P.C. ne peut ni payer une somme d'argent, fournir un
avantage non pécuniaire ou payer ou rembourser des frais alors qu'il serait autrement
autorisé a le faire en vertu du paragraphe 2), ni donner a entendre qu'il peut le faire, si le
paiement, l'avantage ou le remboursement est subordonné :

a) soit au placement d'un montant ou d'une valeur donnée de titres d'un ou de plusieurs
O.P.C. par le courtier participant ou par un préposé de celui-ci;

b) soit a l'atteinte d'un montant ou d'une valeur donnée de titres d'un ou de plusieurs
O.P.C. détenus en comptes de clients du courtier participant ou d'un préposé de
celui-ci.

2.2 Restrictions sur la sollicitation et I'acceptation de paiements ou

d'avantages

1)

2)

Ni le courtier participant ni un préposé de celui-ci ne peut solliciter ou accepter de I'O.P.C. ou
du membre de l'organisation de I'O.P.C., a l'occasion du placement de titres de I'O.P.C., le
paiement d'une somme d'argent, la fourniture d'un avantage non pécuniaire ou le paiement ou
le remboursement de frais faits ou a faire par le courtier participant ou par ce préposeé.

Nonobstant le paragraphe 1),

a) le courtier participant peut solliciter ou accepter du membre de I'organisation de I'0.P.C.
le paiement d'une somme d'argent, la fourniture d'un avantage non pécuniaire ou le
paiement ou le remboursement de frais faits ou a faire par le courtier participant ou par
ses préposeés, si la partie 3 ou 5 autorise le membre de I'organisation & poser cet acte;

b) le préposé du courtier participant peut accepter du membre de I'organisation de I'O.P.C.
la fourniture d'un avantage non pécuniaire, si la partie 5 autorise le membre de
I'organisation & fournir cet avantage.

2.3 Application de la présente norme a certains courtiers participants ou a
certains préposes

1)

Rien dans la présente norme n'interdit a la personne ou société qui est a la fois membre de
I'organisation d'un O.P.C. et courtier participant d'un O.P.C. faisant partie d'une autre famille
d'O.P.C. d'exercer une activité, lorsque sont réunies les conditions suivantes :

a) cette activité est exercée par cette personne ou société en sa qualité de courtier
participant de I'O.P.C. dont elle est courtier participant, et non en sa qualité de membre
de l'organisation de I'0.P.C. dont elle est membre;

b) la présente norme n'interdit pas au courtier participant d'exercer cette activité.
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2)

Rien dans la présente norme n'interdit au préposé du courtier participant qui est également
membre de l'organisation de I'O.P.C. de solliciter ou d'accepter du courtier participant un
paiement, un avantage non pécuniaire ou un remboursement autorisé par la présente norme,
si le courtier participant pose cet acte en sa qualité de courtier participant et non en sa qualité
de membre de I'organisation de I'O.P.C.

PARTIE 3
LA REMUNERATION AUTORISEE

3.1 Les commissions.-

Le membre de l'organisation de I'O.P.C. peut payer au courtier participant une commission en
especes pour le placement de titres de I'O.P.C. fait par I'entremise du courtier participant, pour
autant que sont réunies les conditions suivantes :

a)

b)

c)

I'obligation de faire le paiement est formée au moment de I'opération;

le prospectus ou le prospectus simplifié de I'0.P.C. indique I'échelle de taux des commissions
qui peuvent étre payées ainsi que la méthode de calcul employée pour en établir le montant.

le taux de commission n‘augmente pas :

)

i)

ii)

en fonction d'augmentations du montant ou de la valeur des titres de I'O.P.C. ou
d'O.P.C. de la méme famille qui ont été placés,

en fonction d'augmentations du montant ou de la valeur des titres de I'O.P.C. ou
d'O.P.C. de la méme famille détenus en comptes de clients du courtier participant,

en fonction de la période de I'année au cours de laquelle la commission est payée ou
gagnée.

3.2 Les commissions de suivi

1)

Le membre de l'organisation de I'0.P.C. peut payer au courtier participant une commission de
suivi en especes qui est fonction de la valeur globale des titres de I'O.P.C. détenus en
comptes de clients du courtier participant a une époque donnée cu durant une période
donnée, pour autant que sont réunies les conditions suivantes :

a)

b)

d)

I'obligation de faire le paiement est formée aprés le moment de I'opération;

le prospectus ou le prospectus simplifié de I'O.P.C. indique I'échelle de taux des
commissions de suivi qui peuvent étre payées ainsi que la méthode de calcul employée
pour en établir le montant;

la méthode et le moment du calcul de la commission de suivi ainsi que les époques ou
les périodes par rapport auxquelles se fait ce calcul sont les mémes pour tous les
courtiers participants de I'O.P.C.;

le taux de commission n'augmente pas :
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i) en fonction d'augmentations du montant ou de la valeur des titres de I'0O.P.C. ou
d'O.P.C. de la méme famille qui ont été placés;

ii) en fonction d'augmentations du montant ou de la valeur des titres de I'0O.P.C. ou
d'O.P.C. de la méme famille détenus en comptes de clients du courtier participant;

iii)  en fonction de la période de I'année au cours de laquelle la commission de suivi
est payée ou gagnée.

2) Le membre de l'organisation de I'O.P.C. peut établir des politiques et des pratiques
concernant le moment des paiements des commissions de suivi pour autant que toutes les
commissions de suivi sont payées dans un délai d'un an a compter de la date a laquelle elles
sont gagnées.

3) Nonobstant le paragraphe 1), le membre de I'organisation de I'0O.P.C. peut refuser de payer
au courtier participant une commission de suivi correspondant aux titres de I'0O.P.C. détenus
en comptes de clients du courtier participant, pour autant que sont réunies les conditions
suivantes :

a) les titres pour lesquels il n'est pas payé de commission de suivi ont été souscrits par ces
clients avant la date d'entrée en vigueur de la présente norme;

b) le montant des titres détenus dans les comptes de ces clients est inférieur au seuil
spécifié dans la politique visée en c);

C) le non-paiement de la commission de suivi est conforme a une politique du membre de
I'organisation de I'0.P.C. qui au 1€ juillet 1997 était en place et observée.

PARTIE 4
LES MESURES INCITATIVES INTERNES
CHEZ LE COURTIER

4.1 Le courtier participant

1) Le courtier participant ne peut adopter pour aucun de ses préposés des mesures l'incitant a
recommander les O.P.C. d'une famille plutét que ceux d'une autre famille.

2) Nonobstant le paragraphe 1), la rémunération payée par le courtier participant a un préposé
peut refléter les commissions que le courtier participant recoit des membres d'organisations
d'O.P.C., dans la mesure ou la rémunération payée au préposé pour les titres d'un O.P.C.
placés ou détenus, exprimée en pourcentage de la commission payée au courtier participant,
est la méme pour toutes les familles d'O.P.C.

4.2 Le placeur principal

1) Le placeur principal de I'0O.P.C. qui est également courtier participant d'un autre O.P.C. ne
peut adopter pour aucun de ses préposés des mesures l'incitant a recommander un O.P.C.
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2)

dont il est placeur principal plutét qu'un O.P.C. dont il est courtier participant.

Nonobstant le paragraphe 1), la rémunération payée par le placeur principal a un préposé
peut refléter les commissions que le placeur principal recoit des membres de I'organisation
dont il est membre ainsi que des membres de I'organisation d'autres O.P.C., pour autant que
sont réunies les conditions suivantes :

a) la rémunération payée au préposé pour les titres de I'O.P.C. placés ou détenus,
exprimée en pourcentage de la commission payée au placeur principal, est la méme
pour toutes les familles d'O.P.C., y compris la famille d'O.P.C. du placeur principal;

b) les commissions payées au placeur principal a l'occasion du placement de titres d'un
O.P.C. dont il est le placeur principal ne dépassent pas les commissions attribuées a un
courtier participant a I'occasion du placement de ces titres.

PARTIE 5
LA COMMERCIALISATION ET LA FORMATION

5.1 Les activités de commercialisation conjointe.-

52 Les

Le membre de I'organisation de I'O.P.C. peut payer au courtier participant les co(ts directs engagés
par lui pour une communication publicitaire, une conférence pour les épargnants ou un séminaire
pour les épargnants qui est préparé ou présenté par le courtier participant, pour autant que sont
réunies les conditions suivantes :

a)

b)

d)

e)

le but premier de la communication publicitaire, de la conférence ou du séminaire est de faire
la promotion de I'0.P.C., de la famille de I'O.P.C. ou des O.P.C. en général, ou de dispenser
une formation sur ces points;

dans le cas de la conférence ou du séminaire, il est présenté par le courtier participant aux
porteurs ou aux souscripteurs éventuels de titres de I'O.P.C., d'un autre O.P.C. de la méme
famille ou d'O.P.C. en général;

le courtier participant fournit des factures pour les codts directs qui doivent étre payés par le
membre de 'organisation de I'O.P.C., ou des regus constatant le paiement de ces codts;

les codts directs globaux de la communication publicitaire, de la conférence ou du séminaire
qui sont payés par tous les membres d'organisations d'O.P.C. ne dépassent pas 50 % des
co(ts directs totaux engagés par le courtier participant;

la communication publicitaire fait état de l'identité de toutes les personnes qui paient une
partie des colts de la communication, ou les personnes assistant a la conférence ou au
séminaire sont informées par écrit de l'identité de toutes les personnes qui paient une partie
des codts de la conférence ou du séminaire.

conférences parrainées par I'O.P.C.-

Le membre de l'organisation de I'O.P.C. peut fournir un avantage non pécuniaire & un préposé du
courtier participant en lui permettant d'assister a la conférence ou au séminaire organisé et
présenté par les membres de I'organisation de I'O.P.C., pour autant que sont réunies les conditions
suivantes :
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53 Les

54 Les

a)

b)

d)

e)

le but premier de la conférence ou du séminaire est de dispenser une formation sur la
planification financiére, sur le placement en valeurs mobiliéres, sur les questions touchant le
secteur des O.P.C., sur I'O.P.C., sur la famille de I'0.P.C. ou sur les O.P.C. en général;

le choix des préposés du courtier participant qui assisteront a la conférence ou au séminaire

est effectué par le seul courtier participant, sans influence aucune d'un membre de

I'organisation de I'0.P.C.;

la conférence ou le séminaire est tenu :

i) soit au Canada,

i) soit dans la partie continentale des Etats-Unis d'’Amérique;

iii)  soiten un lieu ou le conseiller en valeurs de I'O.P.C. exerce son activité, & condition que
le but premier de la conférence ou du séminaire soit de dispenser une formation sur les
placements ou les activités de I'O.P.C. dont s'occupe le conseiller en valeurs;

aucun membre de l'organisation de I'O.P.C. ne paie de frais de déplacement, de séjour ou

d'autres frais personnels accessoires reliés a la participation d'un préposé a la conférence ou

au séminaire;

les dépenses d'organisation et de présentation de la conférence ou du séminaire sont
raisonnables compte tenu du but recherché.

activités de formation parrainées par des tiers.-

Le membre de l'organisation de I'O.P.C. peut, en vue d'une conférence, d'un séminaire ou d'un
cours organisé et présenté par une personne ou société qui n'‘est ni membre de l'organisation de
I'O.P.C. ni courtier participant, payer les frais d'inscription d'un préposé du courtier participant, pour
autant que sont réunies les conditions suivantes :

a)

b)

c)

d)

le but premier de la conférence, du séminaire ou du cours est de dispenser une formation sur
la planification financiere, sur le placement en valeurs mobiliéres, sur les questions touchant le
secteur des O.P.C. ou sur les O.P.C. en général;

le courtier participant fournit des factures pour les frais d'inscription qui doivent étre payés par
le membre de l'organisation de I'0.P.C., ou des regus constatant le paiement de ces frais;

le choix des préposés du courtier participant qui assisteront a la conférence, au séminaire ou
au cours est effectué par le seul courtier participant, sans influence aucune d'un membre de
I'organisation de I'O.P.C.;

la conférence ou le séminaire est tenu, ou le cours est donné, au Canada ou dans la partie
continentale des Etats-Unis d'/Amérique.

activités parrainées par une association professionnelle

1)

Sauf dans la mesure prévue a l'article 5.3 ou au paragraphe 2), le membre de I'organisation
de I'O.P.C. ne peut ni payer une somme d'argent, ni fournir des avantages non pécuniaires ni
payer ou rembourser des frais reliés a une conférence, a un séminaire ou a un cours organisé
et présenté par I'lFIC, par 'TACCOVAM ou par une autre association professionnelle.
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2)

Le membre de l'organisation de I'0.P.C. peut payer a I'lFIC, a TACCOVAM ou aux personnes
du méme groupe que l'une d'elles ou liées a l'une d'elles les codts directs engagés par l'une
d'elles ou par ces personnes pour une conférence ou un séminaire organisé et présenté par
I'une d'elles ou par ces personnes, pour autant que sont réunies les conditions suivantes :

a) le but premier de la conférence ou du séminaire est de dispenser une formation sur la
planification financiére, sur le placement en valeurs mobiliéres, sur les questions
touchant le secteur des O.P.C. ou sur les O.P.C. en général;

b) les membres de l'organisation des O.P.C. d'une méme famille ne paient pas, au total,
plus de 10 % des colts directs totaux engagés par I'lFIC, par 'ACCOVAM ou par les
personnes du méme groupe que l'une d'elles ou liées a l'une d'elles en vue de
I'organisation et de la présentation de la conférence ou du séminaire;

C) le choix des préposés du courtier participant qui assisteront a la conférence ou au
séminaire est effectué par le seul courtier participant, sans influence aucune d'un
membre de l'organisation de I'O.P.C.;

d) la conférence ou le séminaire est tenu au Canada ou dans la partie continentale des
Etats-Unis d'’Amérique.

5.5 Les activités parrainées par le courtier participant.-

Le membre de I'organisation de I'O.P.C. peut payer au courtier participant les co(ts directs engagés
par lui pour une conférence ou un séminaire qui est préparé et présenté par le courtier participant
et qui n'est pas une activité destinée aux épargnants visée a l'article 5.1, pour autant que sont
réunies les conditions suivantes :

a)

b)

c)

d)

le but premier de la conférence ou du séminaire est de dispenser une formation sur la
planification financiére, sur le placement en valeurs mobilieres, sur les questions touchant le
secteur des O.P.C., sur I'O.P.C., sur la famille de I'O.P.C. ou sur les O.P.C. en général;

les membres de l'organisation des O.P.C. d'une méme famille ne paient pas, au total, plus de
10 % des codts directs totaux engagés par le courtier participant en vue de l'organisation et
de la présentation de la conférence ou du séminaire;

les colts directs globaux de la conférence ou du séminaire qui sont payés par tous les
membres d'organisations d'O.P.C. ne dépassent pas 66 % des codts directs totaux engagés
par le courtier participant;

le choix des préposés du courtier participant qui assisteront a la conférence ou au séminaire
est effectué par le seul courtier participant, sans influence aucune d'un membre de
I'organisation de I'O.P.C.;

la conférence ou le séminaire est tenu :

i) soit au Canada,

i) soit dans la partie continentale des Etats-Unis d'’Amérique,

iii)  soiten un lieu ol le conseiller en valeurs de I'O.P.C. exerce son activité, a condition que

le but premier de la conférence ou du séminaire soit de dispenser une formation sur les
placements ou les activités de I'O.P.C. dont s'occupe le conseiller en valeurs.
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5.6 Les articles promotionnels et les activités promotionnelles.-

Le membre de l'organisation de I'O.P.C. peut fournir a un préposé du courtier participant des
avantages non pécuniaires de nature promotionnelle et de valeur modique, ainsi que s'engager
dans des activités promotionnelles entrainant la réception d'avantages non pécuniaires par le
préposé, pour autant que sont réunies les conditions suivantes :

a)

b)

les avantages et les activités ne sont ni assez importants ni assez fréquents pour amener une

personne raisonnable a se demander s'ils peuvent exercer une influence indue sur les
conseils donnés par le préposé a ses clients;

dans le cas des activités promotionnelles, le membre de l'organisation de I'O.P.C. ne paie ni
les frais de déplacement et de séjour ni les frais personnels accessoires reliés a la
participation du préposé a ces activités.

PARTIE 6
LES OPERATIONS DE PORTEFEUILLE

6.1 Les commissions réciprogues et les opérations de portefeuille

1)

2)

3)

4)

5)

Le membre de I'organisation de I'O.P.C. ne peut influencer ni chercher a influencer la maniéere
dont le courtier participant paie ou attribue de fagon particuliere a un préposé tout ou partie
du courtage ou de I'écart sur une opération de contrepartie réalisée a l'occasion de
I'exécution par le courtier participant d'une opération de portefeuille de I'O.P.C.

Le membre de l'organisation de I'O.P.C. ne peut acheminer une opération de portefeuille de
I'O.P.C. chez un courtier participant ou chez le placeur principal que par I'entremise des
personnes désignées par chacun de ceux-ci comme représentants institutionnels.

Le membre de I'organisation de I'O.P.C. ne peut informer un préposé du courtier participant ni
une personne ou société employée par le placeur principal, a I'exception d'une personne
désignée conformément au paragraphe 2), d'une opération de portefeuille de I'O.P.C. a
acheminer chez le courtier participant ou chez le placeur principal.

Le membre de l'organisation de I'O.P.C. ne peut acheminer ni offrir ou accepter d'acheminer
une opération de portefeuille de I'O.P.C. chez le courtier participant ou chez le placeur
principal en guise d'encouragement ou de récompense pour le placement, par lui, de titres de
I'O.P.C. ou pour le maintien de niveaux donnés de titres de I'O.P.C. en comptes de clients.

Le courtier participant ne peut exécuter des opérations de portefeuille de I'O.P.C. ni en
solliciter I'exécution en guise d'encouragement ou de récompense pour le placement, par lui,
de titres de I'O.P.C. ou pour le maintien de niveaux donnés de titres de I'0.P.C. en comptes de
clients.

6.2 Les obligations du courtier participant qui exécute une opération de
portefeuille.-

Le courtier participant ne peut exécuter une opération de portefeuille de I'0.P.C. que si elle a été
acheminée chez lui par l'entremise d'une personne qu'il a désignée comme représentant

9
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institutionnel.

PARTIE 7
LES AUTRES PRATIQUES COMMERCIALES

7.1 Les rabais sur commission

1)

2)

3)

Le courtier participant ou un préposé de celui-ci peut payer tout ou partie des frais ou de la
commission payables par le porteur pour un rachat de titres d'un O.P.C. lié a la souscription
de titres d'un autre O.P.C., pour autant que sont réunies les conditions suivantes :

a) avant toute démarche reliée au rachat, le courtier participant, ou un préposé agissant
pour le compte de celui-ci, fournit au porteur une information écrite sur les points prévus
au paragraphe 2) et obtient son consentement, par écrit, a I'exécution du rachat;

b) le courtier participant n'‘est pas membre de l'organisation de I'O.P.C. dont les titres sont
souscrits.

L'information écrite visée au paragraphe 1) comprend :

a) une estimation raisonnable du montant des frais ou de la commission payés par le
courtier participant pour le rachat;

b) une estimation raisonnable du montant des frais de rachat auxquels sera assujetti le
porteur relativement aux titres souscrits, a la fois en valeur absolue et en pourcentage
de la valeur des titres rachetés, ainsi que les époques auxquelles ces frais serait
appliqués;

C) un exposeé des incidences fiscales du rachat.

Le membre de I'organisation de I'O.P.C., sauf s'il est aussi courtier participant et se conforme
au paragraphe 1), ne peut payer a une personne ou société tout ou partie des frais ou de la
commission payables par le porteur pour un rachat de titres d'un O.P.C. lié a la souscription
de titres d'un autre O.P.C. ne faisant pas partie de la méme famille.

7.2 L'aide financiéere

1)

2)

3)

Le membre de l'organisation de I'O.P.C. ne peut fournir d'aide financiére a un courtier
participant de I'O.P.C., ni a un préposé de ce courtier ni aux personnes liées a I'un d'eux ou
faisant partie du méme groupe que I'un d'eux.

Ni le courtier participant ni un préposé de celui-ci ne peut solliciter ou accepter d'aide
financieére d'un membre de l'organisation de I'O.P.C.

Les paragraphes 1) et 2) ne s'appliquent pas a l'aide financiére fournie :
a) par une institution financiere canadienne dans le cadre de son activité normale, pour
autant que l'aide n'est subordonnée a aucune condition rattachée a la promotion du

placement des titres d'O.P.C. particuliers;
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b) par les sociétés du méme groupe.

7.3 Les dons de charité.-

Le membre de l'organisation de I'O.P.C. ne peut faire un don de charité, sauf a une personne de

son groupe, si le crédit ou la déduction d'impdt en découlant profite a un courtier participant, a un

préposé d'un courtier participant ou & une personne ou société liée a I'un d'eux ou faisant partie du
méme groupe que l'un d'eux.
7.4 Les ventes liées.-

Aucune personne ou société ne peut exiger d'une autre :

a) gu'elle effectue un placement dans des titres d'un O.P.C. donné ou d'une famille donnée
d'0.P.C., soit comme condition soit selon des modalités dans lesquelles une personne
raisonnable peut voir une condition de la fourniture ou du maintien de la fourniture de produits
ou services;

b) gu'elle achéete ou utilise des produits ou services, soit comme condition soit selon des

modalités dans lesquelles une personne raisonnable peut voir une condition du placement de
titres d'un O.P.C. donné ou d'une famille donnée d'O.P.C.

PARTIE 8
LE PROSPECTUS ET L'INFORMATION A FOURNIR AU POINT DE VENTE

8.1 L'information sur les pratiques commerciales

1) L'O.P.C. doit donner dans son prospectus ou dans son prospectus simplifié un énoncé
exhaustif :

a) de toute la rémunération payable par les membres de l'organisation de I'O.P.C. aux
placeurs principaux et aux courtiers participants de I'0O.P.C.;

b) des pratiques commerciales suivies par les membres de l'organisation de I'O.P.C. pour
le placement de titres de I'0O.P.C.

8.2 L'information sur les participations dans le capital

1) L'O.P.C. doit indiquer dans son prospectus ou dans son prospectus simplifié :

a) le pourcentage de participation d'un membre de l'organisation de I'O.P.C. dans le
capital d'un courtier participant;

b) le pourcentage de participation d'un courtier participant et des personnes liées a lui
dans le capital d'un membre de I'organisation de I'O.P.C.;
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2)

3)

4)

5)

C) le pourcentage global de participation d'un préposé d'un courtier participant et des
personnes liées au préposé dans le capital d'un membre de l'organisation de I'O.P.C.

Si un membre de I'organisation de I'O.P.C. n'est pas un émetteur assujetti et que ses titres ne
soient pas cotés a une bourse canadienne, I'0.P.C. n'est pas tenu de fournir I'information
visée en 1) c) pour autant qu'il indique :

a) le total des participations de tous les préposés du courtier participant et des personnes
liees a chacun d'eux dans le capital du membre de l'organisation de I'O.P.C.;

b) les participations d'un préposé du courtier participant et des personnes liées au
préposé qui ont ensemble la propriété directe ou indirecte de titres représentant plus de
5 % d'une catégorie de titres comportant droit de vote, de titres de capital ou de parts
sociales du membre de l'organisation de I'O.P.C.

Lors de chaque opération sur un titre d'un O.P.C. tenu de fournir l'information visée au
présent article, le courtier participant doit remettre au souscripteur un document ou sont
indiqués :

a) le pourcentage de participation d'un membre de l'organisation de I'O.P.C. dans le
capital du courtier participant;

b) le pourcentage global de participation du courtier participant et des personnes liées a
lui dans le capital d'un membre de I'organisation de I'0.P.C.;

C) le pourcentage global de participation des préposés du courtier participant et des
personnes liées aux préposés dans le capital d'un membre de l'organisation de I'0O.P.C.;

d) le pourcentage global de participation du préposé du courtier participant qui intervient
dans l'opération ainsi que des personnes liées a ce préposé dans le capital d'un
membre de l'organisation de I'0.P.C.

Le courtier participant ne peut exécuter une opération visée au paragraphe 3) sans avoir
obtenu au préalable le consentement écrit du souscripteur a I'exécution de I'opération une fois
gue le souscripteur a recu le document visé au paragraphe 3).

Le courtier participant n'est pas tenu de se conformer aux paragraphes 3) et 4) si le
souscripteur a déja recu lors d'une opération antérieure le document visé au paragraphe 3) et
gue l'information contenue dans le document n'ait pas changé.

8.3 L'information a fournir a défaut de prospectus ou de prospectus
simplifié.-

L'O.P.C. qui n'a pas de prospectus ou de prospectus simplifié valide doit établir un document
contenant l'information a donner, en vertu de la présente norme, dans le prospectus ou le
prospectus simplifié, et le remet ou le fait remettre & chaque souscripteur de titres de I'O.P.C. soit
avant I'opération, soit au moment de I'opération, sauf dans le cas d'une opération rattachée au plan
de réinvestissement de dividendes de I'0O.P.C.

PARTIE 9
DISPENSE
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9.1 Dispense

1) L'agent responsable ou l'autorité en valeurs mobilieres peut accorder une dispense
d'application de tout ou partie de la présente norme, sous réserve des conditions ou
restrictions auxquelles la dispense peut étre subordonnée.

2) Nonobstant le paragraphe 1), en Ontario, seule l'autorité en valeurs mobiliéres peut accorder
une telle dispense.

PARTIE 10
MISE EN APPLICATION DE LA PRESENTE NORME

10.1 Date d'entrée en vigueur.-

La présente norme entre en vigueur le 1 mai 1998.

10.2 L'information a fournir dans le prospectus.-
Lorsque le prospectus d'un O.P.C. a regu le visa avant la date d'entrée en vigueur de la présente

norme, il n'est pas nécessaire qu'il soit conforme aux dispositions de la présente norme sur
l'information a fournir.

Décision 1998-C-0014 -- 27 janvier 1998

Bulletin hebdomadaire, Vol. XXIX n° 4, 1998-02-06
Décision 2001-C-0212 -- 22 mai 2001

Bulletin hebdomadaire : 2001-06-01, Vol. XXXII n°22
Modification

Décision 2001-C-0214 -- 22 mai 2001
Bulletin hebdomadaire : 2001-06-01, Vol. XXXII n°22
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NOTESFIN

1 (Commentaire)

1. La Norme canadienne 81-105, Les pratiques commerciales des organismes de placement collectif (la norme) et
I'Instruction complémentaire 81-105, Les pratiques commerciales des organismes de placement collectif (l'instruction
complémentaire) ont été établies par les Autorités canadiennes en valeurs mobilieres (ACVM). La norme a été adoptée sous
forme de réglement en Colombie-Britannique, en Alberta, en Ontario et en Nouvelle-Ecosse, sous forme de réglement de la
Commission en Saskatchewan et sous forme d'instruction dans les autres territoires représentés par les ACVM. L'instruction
complémentaire a été adoptée sous forme d'instruction dans tous les territoires représentés par les ACVM.
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Canadian Council of Insurance Regulators (CCIR)
Canadian Insurance Services Regulatory Organizations
Stephen Paglia

Policy Manager (A)

CCIR Secretariat

5160 Y onge Street, Box 85

17" Aoor

Toronto, ON

M2N 6L9

Sent by E-mail to: SPaglia@FSCO.GOV.ON.CA

Dear Sirs;
Co-operators Life Insurance Company would like to thank you for giving us the opportunity to comment on the Industry

Practices Review Committee Consultation Paper on the Relationship between Insurers and Sales Intermediaries. We are
pleased to see that the paper reinforces the importance of the protection of the consumer.

Background I nfor mation:

Co-operators Life Insurance Company is part of The Co-operators Group, generally known as The Co-operators, that has
been serving Canadians for over 50 years. We are owned and controlled by major agricultural and consumer co-
operatives, Credit Union Centras and similar ingtitutions across Canada. Co-operators Financia Services Limited
(CFSL) is a Canadian insurance holding company whose insurance subsidiaries provide insurance protection to more than
two million Canadians through an extensive distribution network of 650 service outlets across Canada. “The Co-
operators’ includes:

» Co-operators Life Insurance Company with its subsidiaries - T.I.C. Agencies Ltd., Trent Health Insurance
Services Corp. and Trent Health Insurance Company,

> Federated Agencies Limited, and

» Co-operators General Insurance Company with its subsidiaries - The Sovereign Genera Insurance
Company, HB Group Insurance Management Limited, COSECO Insurance Company and L’Union
Canadienne Compagnie d’ Assurances.

The companies employ more than 4,000 staff members, including a sales force of more than 450 exclusive agents, and we
work very hard to provide quality insurance products at a fair price.

Co-operators Life Insurance Company products are sold through a variety of mechanisms - individud insurance and
wealth management products are sold through our exclusive agency sales force, group insurance products are sold through
group representatives and brokerage networks, and travel insurance is sold directly to consumers over the internet and via
travel agents and brokers.

1920 COLLEGE AVENUE
REGINA SK S4P 1C4
TEL. (306) 347-6200

FAX (306) 347-6806
www.cooperators.ca
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The Co-operators subscribes to a fundamental belief that customers are entitled to the highest level of integrity from our
agents. Our “Statement of Values’, posted on our website (www.cooperators.ca), states that “ The Co-operators believes
in holding the highest level of integrity as our standard of conduct; and that our success depends on meeting and
anticipating our clients needs.” Further, one of the areas of the Company’s strategic focusis “Trust and Reputation”
whereby we recognize that holding the highest level of integrity as our standard of conduct, and the belief that good
business depends on responsible corporate citizenship, are important core company values. Our business depends on the
support of our customers and we recognize that in our daily activities.

We are consumer focused and many of the policies and procedures that we have in place are designed to ensure that
consumers are treated fairly. Let us outline some of the programs that we have in place at Co-operators Life Insurance
Company that support our consumer focus:

1. We have acomplaint handling protocol which employees follow in the handling of complaints to ensure that
consumers are treated fairly.

2. We have an ombudsman liaison officer whose role it is to ensure that appropriate processes have been followed
when the Company makes a decision that impacts a policyholder or consumer.

3. Forindividua life insurance customers, we exceed the requirement in legidation that consumers be given a“10
day free-look” and offer our policyholders a 21 day free look. The policyholder has the right to return the policy
for any reason during that time period and receive their entire premium back. We bring to your attention that less
than 1% of our customers choose to exercise this option, and when it is exercised, it is typically not a service issue
that causes them to return the policy.

4. We offer a6 month “Commitment to Client Satisfaction” whereby individual insurance policyholders can return
their policy for afull refund of premium any time within 6 months of the policy effective date if they are
dissatisfied with the service offered by their salesintermediary; al that is required is that they advise us where our
agents have failed to provide them satisfactory service. We note that this option has only very rarely been
exercised by our customers; in the last three years, we estimate that this option has been exercised only 2 to 3
times per year. Our customers are, on the whole, very satisfied with the service they receive from our sales
intermediaries.

5. Co-operators Life Insurance Company participates in the “ Customer Assurance Program” (“CAP") offered by
LIMRA (the Life Insurance Marketing Research Association) which alows us to track issues with sales
intermediaries and address them. Customer service is the focus of this survey and we are a keen supporter of this
service.

6. Findly, we encourage consumers to contact us in the event they wish to receive further information.

We also bring to your attention that in the individual insurance area, our persistency levels, which reflect the fact that
policies are not surrendered by the policyholder, are high. It is safe to assume that when consumers are not surrendering
their policies, they are satisfied with the products and service they are receiving from their insurer and their sales
intermediaries.

These are only some of the programs that we have in place to ensure that consumers are treated fairly. We do, therefore,
support your efforts to ensure that al intermediaries act with integrity and in the best interests of consumers.

1920 COLLEGE AVENUE
REGINA SK S4P 1C4
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Our comments on your findings:

We are pleased to see that your general findings are that “no evidence of any illegal insurance related activity was found.”
We note that you further find that most insurers (Co-operators Life Insurance Company included) have written policies
and procedures in place which address compensation to sales intermediaries. We would aso bring to your attention that
even with the intense media coverage of the events of 2004, our sales intermediaries have received few queries regarding
their compensation and our Company has received no complaints attributable to intermediary compensation. The
Canadian Life and Hedlth Insurance Association mirrors that fact in that they have not received any calls to their
Consumer Assistance Centre that expressed concerns about sales intermediary conduct or compensation since the issues
were discussed in the mediain 2004.

We aso point out that the Joint Forum of Insurance Regulators “Principles and Practices for the Sale of Products and
Services in the Financial Sector” concluded that the client’ s interests are being protected through current practices.

We suggest that the problems reveded in the U.S. have not been found to be a major problem in the Canadian

marketplace, and it is our suggestion that the proposed options presented in the consultation paper may be unnecessary or
premature.

Consultation Paper Policy Options:

We would like to comment on the policy options presented in the consultation paper.

Of the three options presented, we would be in favour of the option that enhances the transparency of compensation,
ownership and other financial interests for consumers. We will address each option in turn, concluding why we believe
enhanced transparency to be the best option.

1. Codification in legislation or regulation that theclient’ sinter estsbeplaced abovethose of theintermediary
or third parties:

We suggest that thisis aready accomplished through existing provincial and territorial 1nsurance Act
requirements as well as codes of conduct and ethics to which sales intermediaries comply through their
relationships with insurers and their membership in industry associations. All of our salesintermediaries are
licensed with the appropriate provinces and the maority of those jurisdictions impose on them obligations to act
with integrity or take steps to know their clients.

We also suggest that it isimportant to recognize that insurers have legitimate interests that should be protected
and there should be a balance between the interests of insurers and those of consumers. Consumers should be
entitled to receive al the necessary information they require to make informed decisions, but it must be in a cost-
effective and manageable way, and we are of the opinion that codification is not the best method in which to
accomplish these gods.

1920 COLLEGE AVENUE
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2. Restriction of Performance-Linked Benefits offered to inter mediaries:

Asyou likely redlize, sales intermediaries who sdll individud life and health insurance and wealth management
products on behalf of Co-operators Life Insurance Company are captive agents whose product choices are
restricted (on the whole, they have little or no choice of the Company whose products they can offer to
customers). We work hard to avoid any intra company product bias.

For us, performance-linked compensation (or “contingent commissions’) serves to increase sales, improve client
service and manage sales. Bonuses that are based on persistency levels encourage excellent customer service and
increase the quaity of businessthat is carried on by the insurer, which benefits all consumers. Payment of
performance linked compensation is based on the quality of the agent’s portfolio, profitability, life insurance sales
volume and mix of business. Combined, these measures contribute to our overall strength as a company and
enable us to enhance service to our clients. These incentives are not guaranteed and depend on superior
performance.

We believe that any prohibition or restriction on performance-linked benefits will impair our ability to manage
our business and manage and motivate our sales force, and we respectfully suggest that this is the wrong
approach.

From the group insurance perspective, it isimportant to note that brokers and consultants are, for the most part,
working on behalf of the employer and not the insurer; in many cases brokers and consultants set their own
commission rates and these are paid by the employer or group policyholder. The Policyholder has the opportunity
to negotiate commission with the intermediary and this is completely outside the control of the insurer.

3. Enhance Transparency of Compensation, Ownership and Other Financial | nterests:

Of the options presented, we strongly suggest that this is the best gpproach. Notwithstanding our support of this
option, however, we believe that further prescriptive measures are unnecessary in light of the initiatives that have
been adopted, or are currently being devel oped, by the Canadian Life & Health Insurance Association (CLHIA).
Co-operators Life Insurance Company is a member of the CLHIA and, as a condition of membership, agreesto
voluntarily comply with the compensation disclosure initiatives of the CLHIA. Disclosure initiatives are being
developed to address compensation disclosure for Group Insurance and Pension products, and are already in place
for individual insurance products.

Current Disclosur e I nitiatives:

Our Company, through our participation with the Canadian Life & Health Insurance Association (CLHIA) adheres to the
CLHIA direction on compensation disclosure. We believe that it isimportant to disclose to our customers how our agents
are compensated. Because our products are sold primarily through an exclusive agency network, they generally have no
conflict of interest concerns when making insurance recommendations. We include compensation disclosure on our
website and feel we are giving our customers the information they need to make insurance purchasing decisions.
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Attached as Appendix 1 you will see our Company’s disclosure that is available on our website, wherein we advise
customers that our intermediaries earn commission on the sales that they make. We disclose the following information:

“Agent compensation includes sales commissions at the time of sale, renewal commission each year the policy is
renewed and may include contingent compensation.

Payment of contingent commissions may be based on profitability, quality of the agent’s portfolio, life insurance
sales volume and mix of business. Combined, these measures contribute to our overall strength as a company and
enhance service to clients. Occasionally the agent will receive additional compensation like bonuses or travel
incentives. These incentives are not guaranteed and depend on superior agency performance.”

We include a comprehensive pie chart which displays the distribution of individua life insurance revenue.  In addition,

we address ownership and loans, and conflicts of interest, and encourage the consumer to contact usif they have questions
or wish to obtain further information. Shortly we will be going beyond this step and al prospective clients will receive a
letter outlining this information and dedling with any conflict of interest issues.

As a consumer-focused company, we are aways willing to provide our customers with the information they seek, and in
the event they do have questions or seek further information on any of these issues, we are more than happy to provide
what they need.

We bdlieve that there are no public policy arguments that would suggest that further prescriptive aoligations on sdes
intermediaries and/or insurers are necessary, unless and until the industry initiatives detailed above prove to be
unsuccessful or inefficient. The industry initiatives are in the process of being implemented and sufficient time has not
yet passed to alow anyone to judge their efficacy. We would strongly encourage you to allow sufficient time to measure
the effectiveness of the industry measures before further measures are imposed.

Given our opinion isthat the current initiatives of the industry are sufficient to address any perceived problems, and that
further prescriptive steps are unnecessary, we do not see the need to comment in detail on any of the questions raised in
the consultation paper.

We thank you for the opportunity to review your findings and comment on the consultation paper. We trust that you will
agree that the industry’ s primary concern is, and always has been, the consumer, and that the initiatives under way address
this satisfactorily. We would be pleased to work with you to ensure that consumers are well served and provided with the
information they need to make informed decisions about their life insurance needs in order to build on the trust and
confidence that we have built up over many years with the genera public.

Yours truly,

/7 e %
fax > e

Dan Thornton
Senior Vice-President and Chief Operating Officer
Co-operators Life Insurance Company
1920 COLLEGE AVENUE
REGINA SK S4P 1C4
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APPENDIX 1

Disclosure of Agent Compensation and Consumer Accessto Information

The Co-operators mission — to provide financial security for Canadians and their communities — begins and
ends with you, our client. We aim to understand and anticipate your insurance needs and build long
lasting relationships with you.

We believe that our ability to meet your needs and expectations is impacted by your perception and level
of understanding of insurance, insurance-related issues and The Co-operators as an organization.
Therefore, we feel it is important to disclose how our agents are paid and any financial arrangements they
may have with The Co-operators.

Agent Compensation

Co-operators Life Insurance Company writes its individual life insurance and segregated fund business
through Co-operators General Insurance Company’s network of exclusive agents. These agents may also
offer products from Federated Agencies Ltd. and Investia Financial Services Inc.

Agent compensation includes sales commissions at the time of sale, renewal commission each year the
policy is renewed and may include contingent compensation.

Payment of contingent commissions may be based on profitability, quality of the agent’s portfolio, life
insurance sales volume and mix of business. Combined, these measures contribute to our overall strength
as a company and enhance service to clients. Occasionally the agent will receive additional compensation
like bonuses or travel incentives. These incentives are not guaranteed and depend on superior agency
performance.

Individual Life Insurance Compensation

The chart below shows the relative proportion in which the 2004 revenue of the Individual Life Insurance
division of Co-operators Life Insurance Company was distributed. This distribution will vary from year to
year as operating conditions vary.
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Distribution of 2004 Revenue

Marketing and

Costs
Operating Commission and A.ganc;%us .
Expenses, 21% Bonmus, 10.5%
After Tax Profit,
5.5%0
Premium and
other Taxes, 7%
Policyholder

Benefits, 51%

Co-operators Life Insurance Company

Revenue includes all premiums (first year and renewal), investment income and other fees earned.

Operating Expenses include all expenses associated with servicing client business.
Policyholder Benefits include all amounts paid to claimants during the year as well as provisions made

for benefits payable in future years.
After Tax Profit is as declared in our operating statements.

Commission and Bonus includes amounts payable to agents including contingent compensation (bonus).
Marketing and Agency Costs include all other costs associated with the acquisition of new business and

the management of the field force.

Segregated Funds, Immediate Annuity and Deferred Annuity Compensation

Back-End Load Option

Segregated Fixed Interest
Funds
On 3% nil
Premiums
On Assets .45% per annum .75% per annum

No Load Option

Segregated Funds Fixed
Interest
nil 3%
.20% per year of term nil
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Ownership and Loans

Our agents are independent contractors and have an exclusive distribution agreement with

The Co-operators. Our agents are fully responsible for paying all operating expenses associated with
running their agency. The Co-operators has no financial ownership in our agency offices, and we have no
substantial financing arrangements with them.

Conflict of Interest

Agents representing Co-operators Life Insurance Company are bound by law to inform you if they are in a
conflict of interest position with regards to the proposed sales transaction.

Agents representing Co-operators Life Insurance Company comply with The Co-operators Code of Ethics
and applicable Provincial Law(s) governing life insurance intermediaries. This means that any insurance
product(s) an agent recommends is/are the one(s) suited to meet your needs. The recommendation will
take into account the agent's analysis and assessment of your insurance and financial security needs.

Consumer Access to Industry Information

Co-operators Life Insurance Company is a member of The Canadian Life and Health Insurance Association
(CLHIA). One of its services is to provide helpful information and assistance to consumers about life and
health insurance products and services. Through CLHIA you can access the following information:

»Consumer Code of Ethics: Since 1990, all life and health insurance companies that are members of the
Canadian Life and Health Insurance Association have undertaken to adhere to the Consumer Code of
Ethics as a condition of membership. This Code focuses on fair treatment of consumers through a
competitive marketplace, clear and straightforward advertising, competent sales and services and
respecting the privacy of consumers.

rConsumer Assistance Centre (CAC): The life and health insurance industry has operated a toll-free
information service about life and health insurance companies and their products for over 30 years. The
Consumer Assistance Centre is staffed by counselors with extensive experience and knowledge and is
available in English and French (1-800-268-8099 English; 1-800-361-8070 French).

»*Consumer Publications: The life and health insurance industry makes available practical consumer guides
on a wide range of life and health insurance products. The publications contain useful information and
advice on products, the kind of coverage that is available, how to select and deal with an intermediary and
many other practical tips. Available publications include:
= A Guide to Life Insurance
e A Guide to Supplementary Health Insurance
« Health Insurance for Travellers: What you should know before
leaving Canada
« Disability Insurance: Where will the money come from if you're
disabled?
* A Guide to Segregated Fund Contracts
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From TimFitzpatrick <tinfitz@ovirt.conp

To: <ccir-ccrra@ sco. gov.on. ca>

Dat e: Fri, Aug 19, 2005 5:50 PM

Subj ect : Rel ati onshi ps between Insurers and Sal es |Internediaries
Attention:

St ephen Paglia

Pol i cy Manager (Acting)
CCIR Secretari at

5160 Yonge Street, Box 85
Toronto ON M2N 6L9
ccir-ccrra@sco. gov.on. ca

Dear Stephen,

| amwiting about the consultation paper: ?Rel ationships between Insurers and
Sal es I nternediaries?.

http://ww. ccir-ccrra.org/publications/index_en. htm
My background:
http://covirt.comtinf.htn

I have a mmjor concern with the proposed remedy of changi ng performance-|inked
conpensation in the life insurance distribution system Life Insurance and P&C
shoul d not be treated as one industry--conpensation practices are
substantially different.

The free market has determ ned the current independent systemis | owest
overall cost for carriers to provide the suite of services that carriers
provide. |If there was a better way, soneone woul d have inplenented it.

It is an economc 101 fact of life that if you tanper with the free market,
you increase overall costs or decrease services. As an extrene exanple, the
communi sts tried to perfect a planned econony in Russia for decades and it
only resulted in long |lines and enpty store shelves. If your actions increase
overall costs or decrease services by only 5% that still is material and
unnecessary.

Due to the current denographic problemof the majority of advisors over age 55
and the lack of new blood conming in, renoval of performance-linked
conpensation could accelerate the retirenment of the npbst experienced advisors
in the industry, which would inpact carriers consunmers, carriers, MGAs and
even the organi zations as they | ose nmenbers and vol unt eers.

Russi a had a planned econony and this led to enpty store shelves. Carriers

will price for the sane return on capital after the change -- it mght take 18
nonths to filter through. The problemw |l be that sales will be |ower as the
nodel wi thout performance-linked conpensation to the free nmarket is |ess
economically effective at providing services to consuners . This is the

parallel to enpty store shel ves.
The return on capital will be the sane but with |l ess sales, there will be too





much capital and sone will have to be renobved fromlife carriers so they can
nmeet their return on capital. Again the industry will shrink and there will be
vol cani ¢ upheaval

Therefore the option being considered to end performance-1linked conpensation
can only result in a substantial reduction in the service that the industry
provi des consuners, or the same services at higher prices. Ask any economnics
prof essor about this cause and effect. How can higher prices possibly help
consuners? Consuners overall are injured nore by regulatory interference as
they have to pay nore and the damage is nmuch nore than the illusionary problem
that the regulatory interference. The whole issue rem nds ne of this story --
"On the plains of La Mancha the pair spotted a cluster of huge w ndmlls.

Qui xote instantly declared themto be giants, and, despite Sancho's protests,
charged on themwi th | owered |ance. The great arns of a windm ||l caught the
kni ght and his steed and sent them both rolling. Quixote blamed the disaster
on the work of a mmgician, who nust have changed the giants into windnmlls in
order to deprive me of the glory of overcoming them" In other words, the
regulators are tilting at windmlls that are illusionary and not at a rel evant
consumer issue.

Even the consultation paper begins by stating no evidence of illegal activity
was found. Why this has becone an issue at this tine? The questionnaires sent
to the insurance industry to exam ne conpensation practices, by the adm ssion
of the CSI itself, showed no evidence of need for change. The wi ndow for
comment is unusually small, especially during the summer. This has the
appearance of a regul ator having deci ded to make changes regardl ess of the
facts or needs of consuners.

On the other hand, if as the paper states the goal is to conpare markets to
the US and to take action that increase consuner confidence in the Canadi an
i nsurance market, then there is one trenendous consuner issue that are not
bei ng addressed and one that is a glaring difference between the US and

Canadi an i nsurance market. In both countries, life insurance not contestable
if the policy has been inforce 2 years. |In the US, there are no exceptions to
the rule. |In Canada, there are 2 exceptions --fraud or a change of

insurability before delivery. Wiile on the surface there are good reasons for
these 2 exceptions, pretty nmuch all the carriers that operate in Canada al so
seemto be able to operate in the US environment. |n Canada, | have never
seen an explicit discount in nortality for the poor consuner protection aspect
of our regulatory environnment. Wo suffers? Wndows and or phans when the

| ose a | oved one. Renobving these exceptions is a 100% wi n for consuners,

wi dows and orphans and will have no material inpact on insurance carriers.

TimFitzpatrick

Pr esi dent

CoVirt Inc. (Canada)

Suite 1119, 1750 The Queensway
Toronto, Ontario, Canada, MBC 5H5
Phone 416-587-3901

Fax 416-352-5664

EMail: tinfitz@ovirt.com

http://ww. covirt.com






Consumer Interest Alliance Inc.

September 16, 2005

Ms. Claire Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85, 17" Floor
Toronto, ON M2N 6L9

Re: Further Comments on CCIR and CISRO Consultation Paper

Dear Ms. Shevlin:

The Consumer Interest Alliance has read with interest the responses given to the CCIR request
for submissions. Many of the responses struggle with the concept of independence and how it
relates to insurance brokers. The definitions submitted were, as one would expect, varied.
However we would like to draw your attention to the response from ING Canada; we choose this
for two reasons:

» ING Canada is one of the largest automobile insurers in Canada.

= ING’s submission clearly identifies the existence of the brokerage contract between the
company and the broker.

The relevant portion of the ING submission is as follows:

“In addition to these functions, brokers also have a contractual responsibility with
insurers as "front-line underwriters" since they have the authority to bind, at any time
during the sale process, any insurer with whom they have established a business
relationship. As such, they are responsible to ensure that the risks they agree to
assume on behalf of insurers meet the target segments of these insurers, their appetite
and that proper risks are selected. For acting as frontline underwriter for insurance
companies, brokers are compensated through what is known as contingent
commissions. These commissions, contrary to regular commissions, are not tied to
sale of a specific product. Instead (while they can vary from insurer to insurer), they are
based on a combination of performance-linked criteria such as the profitability and

Consumer Interest Alliance Inc
37 Helena Avenue, Toronto ON M6G 2H3 tel: 416-657-1756

ciai4consumers@rogers.com www.ciai.ca
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volume of the portfolio placed with an insurer, as well as the growth and retention of
the businesses offered to a specific insurer.”

This ING submission therefore admits to the statement in our submission that the requirement

for such a contract allows the practice of “backdoor” undernwriting.

The specific items are that the ING contract requires its brokers to
= Meet target markets

= Act according to the insurer’s appetite

= Select “proper” risks

We have no problem with insurers identifying target markets and their identification of “proper”
risks. However these rules and the market segmentation must be the domain of the
rate/underwriting approval process that insurers are required to follow under present regulatory
practices. This formal process allows the regulator to review the company risk selection and
pricing practice from the perspective of proper public policy and actuarial justification. It should
also be noted that these filing requirements to FISCO are not onerous, as the information is
already provided to the brokers. In fact the filings provide a public record of the basis of quotes
and cover.

We do however have a problem with the independent broker being expected to be the “front
line” underwriter, selecting the proper risk for the insurer: this is not the broker’s role. The
independent broker’s role is to provide expertise to the consumer by being knowlegeable about
the various companies’ risk/pricing criteria (as filed and approved by the regulator) and then
recommending to the consumer the best choice for his or her circumstances. However, if the
broker is to act as the “front line” underwriter and select proper risks as in the undisclosed (and
unapproved) brokerage contract, then the regulatory filing process is completely overridden and,
frankly, redundant.

We therefore reiterate our position that the CCIR and each provincial regulator must disallow the
practice of insurers having such a contract with the broker. We submit that all gualified brokers
be allowed free and unfettered access to all insurance companies that distribute their

automobile insurance product through the brokerage network. If this simple step were taken:

= Consumers would understand that their independent broker had access to all insurers.

= Brokers could be truly independent and not be concerned with the risk of losing their
contract with a specific insurer.
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= The risk selection and regulatory filing process would be the domain where insurers
would propose their underwriting rules and rates for approval. The additional and
undisclosed rules contained in the brokerage contract would be removed from the auto
insurance purchase procedure.

» The intent of the various insurance acts regarding “take all comers” would be enhanced.

We suggest that your review process should consider the concept of a published "standard
template of agreement” between the insurance companies and brokers. That would cover the
general and specific contracted terms of the relationship, and have other benefits to clarify the
complex relationship between the insurers and the brokers in a transparent manner, to the
benefit of all.

Overall, the expectation must be that where an insurance company or broker represents to a
consumer that the broker is independent and that is not the case, then it shall be regarded as a
deceptive sales practice. This must include any situation where incentives are in place to use
sales thresholds to provide for hidden commissions or any other concealed rewards to influence
behaviour and to limit the value of unbiased professional services from the broker and so harm
Ontario consumers of insurance.

We note that our organization is the only response from an independent consumer
representative group. We trust that this extra comment from CIAI will be reviewed as part of your
current ongoing process.

Yours truly

Dlan Arscrsgin

Theresa Courneyea
President

(email: tcourneyea@sympatico.ca)
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Introduction

The Consumer Interest Alliance Inc. (CIAl) is a consumer group that was formed in 2003 by a
group of consumers who have a long history of representing consumers' interests to
government, various industries and relevant regulators. CIAI has a particular interest in the
insurance industry and its individual members have developed a specific expertise in
consumer requirements for automobile insurance. The CIAI has recognition as a consumer
group and is regularly asked by the media, regulators and industry to forward its views on

various issues concerning automobile insurance.

CIAI has found that the overwhelming majority of consumer insurance concerns are focused

on automobile insurance. This, in our opinion, is caused by the several factors, specifically:

Compulsory Purchase

Consumers are required by law to purchase auto insurance.

Insurer Consolidation

The number of independently owned auto insurers has declined significantly over the last ten
years, due to industry consolidation.

Complex Pricing

The automated pricing algorithms used by insurers are increasingly complex, producing
severe “turbulence” in premium quotations. Due to changed circumstances, individual
consumers often find themselves shifting from one premium rating cell to another, making
purchasing comparisons almost impossible and creating widespread purchasing havoc for

most.

Insurer Insistence on a Broker Contract

Independent insurance brokers, confronted by a declining number of independent insurers, are

loosing their own independence and their ability to act in the consumers’ best interest. The
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requirement of a contractual relationship between the broker and the insurer, coupled with the
insurer consolidation, has created a situation where the “independent” broker is in reality very

much dependent on satisfying the contractual commitments demanded by the insurer.

Insurers Offering Financial Incentives to “Independent” Insurance Brokers

Insurers counter the brokers’ fear of losing their contracts by offering significant inducements
to “do things their way.” This is an additional limit to brokers’ independence from insurers’

influences and to the brokers’ ability to act in the consumers’ interest.

The CIAI compliments the Canadian Council of Insurance Regulators (CCIR) and the
Canadian Insurance Services Regulatory Organizations (CISRO) on the consultation paper,
“Relationships Between Insurers and Sales Intermediaries”. The research and thought
underlying all points has been extensively and efficiently presented. This submission is limited
to automobile insurance and relates specifically to the industry practice in Ontario, although
we feel that this submission is applicable to all provinces where the private sector provides
automobile insurance. Our comments and recommendations presented respond to the

“Possible Policy Options’ set out in the Executive Summary of the consultation paper.

Codify Priority of Client’s Interest

We completely agree and support this option to codify the “priority of client’s interest” as a
statement of principle. However, the fact that this objective has to be codified reinforces the
fact of a broad underlying fundamental problem.

CIAl is concerned about the limited practical ability of the regulators to enforce this item of a
code, so we recommend that codification be enforced by provision for strong penalties for

violation.
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Restrict Performance Linked Benefits to Intermediaries

The restriction of performance linked benefits to intermediaries is a very important issue and

is quite rightly the primary subject of this paper.

We strongly recommend the absolute restriction of this practice, specifically for those

brokers representing, or allowing consumers to conclude, that they are independent.

Our recommendation is based on the fact that where consumers perceive and believe that they
are dealing with an independent broker, then the broker must be independent of the insurer

and be in a position to act solely on the consumers’ behalf.

We also recommend that insurance companies be prohibited from offering brokers classified
as independent any monetary (financing, pensions, purchase options, contingent commissions,

ownership participation, etc.) or non-monetary incentives.

In addition, those independent brokers must be allowed to be truly independent, and that
requires certainty of access to insurance companies. Currently an independent broker is forced
to contract with the insurer, with that contract usually stipulating conditions that may not be in
the best interest of the consumer (e.g., minimum premium volume, loss ratio thresholds, etc.).
If brokers have a limited number of insurers with whom they have a contract, they are forced
to perform to the dictat of those companies; otherwise they risk losing access to that market.
The loss of an insurance market can have a devastating effect on the financial viability of a

broker.

We therefore recommend that a properly licensed insurance broker be guaranteed access to

any licensed insurance company that is using the independent broker network.

This additional step of eliminating the requirement of a broker-insurer contract would also
allow entry of newly licensed brokers into the marketplace, so making access to insurance

much easier for consumers.
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Insurers currently have the freedom to define their risk selection criteria and business plan by
their filing of rate levels and underwriting rules with the provincial regulator. We do not
propose to change this filing procedure as it allows each company to seek advancement in risk
selection subject only to the public policy rules of the filing process. But once an insurer’s
premium rates/underwriting rules are filed and approved then they are available to all

consumers through any licensed independent insurance broker.

We further support this recommendation with the belief, supported by anecdotal research, that
the current system of incentive based compensation and subtle threat of contract cancellation
only serves the companies interest in that it provides a means for them to subvert or “get
around” the filed underwriting rules. Oftentimes this is referred to as “back door underwriting”

within the insurance industry.

The ability of each independent broker to access each insurer using independent brokers can

only benefit consumers: there is no down side. Insurers may disagree and, to be fair, they are

losing something: the “behind the scene” control that a broker contract brings. But, insurers
still have control of defining their underwriting rules and target markets via their premium and
underwriting filings to the relevant provincial regulator. We submit that this is where the

insurer control should be, not in a broker contract that may contradict the regulatory filings.

Insurers may suggest that the open market proposed is impractical. However, the current
availability of Internet-based rate quotation systems both for consumers and brokers may

suggest that the basic databases and Internet solutions are available.

The current regulatory filing requirements require the disclosure of a base commission to be
paid the broker, usually in range of 12.5% for auto insurance. It is our opinion that brokers
will be well served by this commission level once they can be assured of freedom of access to
the marketplace. It is worth noting that in those provinces where government monopolies exist

the base commission is substantially lower (British Columbia 6.5 — 7.0%) and there is no
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reason to suggest that a commission of 12.5% is insufficient, given a guarantee of market

access.

We conclude discussion of this option by referring to a quote in the Globe and Mail of
October 22, 2004. In a news story, an insurance company president justified the retention of
contingent commissions by saying that the profit sharing agreement was aimed at ensuring
that “we get the business we want not the business we don’t want”. This presents our point
very simply. The insurer can present their risk selection rules through the regulatory filing
process and should be prohibited from using broker contracts/commissions to introduce what
amounts to further risk selection rules. The current practice advocated in this quote possibly
undermines the intent of regulatory process.

Enhance Transparency of Compensation, Ownership and Other
Financial Interests

Our above recommendation of prohibiting contracts and performance based compensation for
“independent brokers” removes any requirement for disclosure relating to ownership or

performance based compensation.

We support the disclosure of the base commission referred earlier, as it will enhance

transparency of compensation, ownership and other financial interests.

Scope and Applicability of Policy Options to Intermediaries

CIAI recommends that the recommendations presented above apply to those brokers who

wish to be classified as independent.

Consumers understand that sales agents for specific companies act primarily in the interest of
their employer. The consumer understands this obvious bias. While they may approach the
sales agent for a premium quotation they understand that the agent is acting only for a specific

company, and the agent makes no pretence about independence.
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Therefore we do not recommend any disclosure requirements for sales agents for specific

companies.

Other Recommendations

We present below our recommendations on the various disclosure options listed in

Appendix A of the consultation paper.

Our recommendations are based on the acceptance of the recommendations advanced above
and are restricted to independent brokers and to automobile insurance.
Number of Markets

Our recommendations include dispensing with broker contracts and allowing independent
brokers guaranteed access to all insurers using independent brokers. Therefore, for
independent brokers, no disclosure as to number of markets is required. Every broker can
access all brokerage related insurance markets and the consumer will know this by dealing

with an “independent” broker.

Product Information

We support the recommendation that the name of the broker-recommended insurance

company product be given, in form of email, fax or letter:

« Inadvance and in writing via a notice of premium quotation; and
«  Ateach renewal.

Quotation Information

We recommend the number of quotations and lowest quotation be disclosed.
« Inadvance and in writing via a notice of premium quotation; and

. Ateach renewal
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Based on our recommendation of prohibiting financial ownership interests between

independent brokers and insurers, there is no need of disclosure.

Disclosure of any difference between the recommended product and the lowest priced product
is recommended. The consumer could then at their option call the broker to discuss the basis

of the recommendation.

Ownership/Financial Information

No disclosure is required if all ownership links between insurers and independent brokers is
prohibited.

Insurer Disclosure

We recommend that the insurer be required to disclose or covenant that all premium
calculations and risk selection rules applied are consistent with those filed with the regulator
and the effective date of the relevant filing. We further recommend that this disclosure be in

writing, possibly as part of the premium notification.

We believe that this disclosure would increase consumer confidence and provide them with an
extra, yet meaningful assurance that the company is acting in accordance with approved rate
and underwriting filings. It would further strengthen the insurer resolve to act consistently
with the rules outlined in the approved filing. Any company providing false covenants would

be subject to serious fines, similar to false disclosures to shareholders on financial statements.

Summary of Recommendations
Policy Options
«  Prohibit independent insurance brokers from receiving any incentive-based
compensation (financial or other) from any insurance company.

«  Prohibit each insurance company from paying any compensation beyond the
commission filed in the required filings with the regulator.
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«  Prohibit each insurance company from requiring a brokerage contract. Allow each
licensed independent insurance broker to place insurance business with any licensed
company using the independent brokerage network.

Recommended Disclosures: Independent Brokers

All brokerage disclosures to be in writing at or before point of sale and at each renewal.
«  Name of recommended product and insurance company
«  Number of quotations and lowest quotation

« Indication of a difference between lowest quote and recommended quote. Consumer
option to pursue further discussion with broker.

Recommended Disclosures: Insurers

«  Covenant that all premiums and risk selection rules are in accordance with approved
regulatory filings with effective date of regulatory filing. The covenant to be over
signature of President of similar executive.






Consumer Interest Alliance Inc.

September 16, 2005

Ms. Claire Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85, 17" Floor
Toronto, ON M2N 6L9

Re: Further Comments on CCIR and CISRO Consultation Paper

Dear Ms. Shevlin:

The Consumer Interest Alliance has read with interest the responses given to the CCIR request
for submissions. Many of the responses struggle with the concept of independence and how it
relates to insurance brokers. The definitions submitted were, as one would expect, varied.
However we would like to draw your attention to the response from ING Canada; we choose this
for two reasons:

» ING Canada is one of the largest automobile insurers in Canada.

= ING’s submission clearly identifies the existence of the brokerage contract between the
company and the broker.

The relevant portion of the ING submission is as follows:

“In addition to these functions, brokers also have a contractual responsibility with
insurers as "front-line underwriters" since they have the authority to bind, at any time
during the sale process, any insurer with whom they have established a business
relationship. As such, they are responsible to ensure that the risks they agree to
assume on behalf of insurers meet the target segments of these insurers, their appetite
and that proper risks are selected. For acting as frontline underwriter for insurance
companies, brokers are compensated through what is known as contingent
commissions. These commissions, contrary to regular commissions, are not tied to
sale of a specific product. Instead (while they can vary from insurer to insurer), they are
based on a combination of performance-linked criteria such as the profitability and
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volume of the portfolio placed with an insurer, as well as the growth and retention of
the businesses offered to a specific insurer.”

This ING submission therefore admits to the statement in our submission that the requirement

for such a contract allows the practice of “backdoor” undernwriting.

The specific items are that the ING contract requires its brokers to
= Meet target markets

= Act according to the insurer’s appetite

= Select “proper” risks

We have no problem with insurers identifying target markets and their identification of “proper”
risks. However these rules and the market segmentation must be the domain of the
rate/underwriting approval process that insurers are required to follow under present regulatory
practices. This formal process allows the regulator to review the company risk selection and
pricing practice from the perspective of proper public policy and actuarial justification. It should
also be noted that these filing requirements to FISCO are not onerous, as the information is
already provided to the brokers. In fact the filings provide a public record of the basis of quotes
and cover.

We do however have a problem with the independent broker being expected to be the “front
line” underwriter, selecting the proper risk for the insurer: this is not the broker’s role. The
independent broker’s role is to provide expertise to the consumer by being knowlegeable about
the various companies’ risk/pricing criteria (as filed and approved by the regulator) and then
recommending to the consumer the best choice for his or her circumstances. However, if the
broker is to act as the “front line” underwriter and select proper risks as in the undisclosed (and
unapproved) brokerage contract, then the regulatory filing process is completely overridden and,
frankly, redundant.

We therefore reiterate our position that the CCIR and each provincial regulator must disallow the
practice of insurers having such a contract with the broker. We submit that all gualified brokers
be allowed free and unfettered access to all insurance companies that distribute their

automobile insurance product through the brokerage network. If this simple step were taken:

= Consumers would understand that their independent broker had access to all insurers.

= Brokers could be truly independent and not be concerned with the risk of losing their
contract with a specific insurer.
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= The risk selection and regulatory filing process would be the domain where insurers
would propose their underwriting rules and rates for approval. The additional and
undisclosed rules contained in the brokerage contract would be removed from the auto
insurance purchase procedure.

» The intent of the various insurance acts regarding “take all comers” would be enhanced.

We suggest that your review process should consider the concept of a published "standard
template of agreement” between the insurance companies and brokers. That would cover the
general and specific contracted terms of the relationship, and have other benefits to clarify the
complex relationship between the insurers and the brokers in a transparent manner, to the
benefit of all.

Overall, the expectation must be that where an insurance company or broker represents to a
consumer that the broker is independent and that is not the case, then it shall be regarded as a
deceptive sales practice. This must include any situation where incentives are in place to use
sales thresholds to provide for hidden commissions or any other concealed rewards to influence
behaviour and to limit the value of unbiased professional services from the broker and so harm
Ontario consumers of insurance.

We note that our organization is the only response from an independent consumer
representative group. We trust that this extra comment from CIAI will be reviewed as part of your
current ongoing process.

Yours truly

Dlan Arscrsgin

Theresa Courneyea
President

(email: tcourneyea@sympatico.ca)
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Stephen Paglia

Policy Manager (A)
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Toronto, Ontario

M2N 6L9

Dear Mr. Paglia:
The Co-operators General Insurance Company (CGIC) is pleased to provide comment on

the IPRC consultation paper regarding the relationship between insurers and sales
intermediaries.

About The Co-operators General Insurance Company (CGIC)

The Co-operators, through its network of agents across Canada, works very hard to
provide quality insurance products at a fair price.

Company Profile:

Based in Guelph, Ontario

Largest Canadian-owned, multi-product insurer

Assets of $3.5 billion

2,950 staff and 433 exclusive agents

Protects over 840,000 homes and 1,091,000 vehicles
Provides coverage to 45,000 farms, 120,000 businesses

Exclusive agents also sell life, health, dental and disability group benefits
through Co-operators Life Insurance Company





Statement of values:

Believe in holding the highest level of integrity as our standard of conduct
Our success depends on meeting and anticipating our clients’ needs
Believe in enhancing the excellence of our products and services through
continual innovation

Committed to fostering open communication

Good business depends on responsible corporate citizenship

Believe in the co-operative principles, which complement our values

The Co-operators General Insurance Company Vision for insurance:

e Security: At its most basic level, insurance provides peace of mind. To provide
peace of mind, insurance must provide adequate coverage for treatment and
compensation for the most seriously injured accident victims and at the same time
ensure that those responsible for personal injury accidents have an appropriate
measure of financial protection.

o Affordability: Insurance must be affordable, particularly for a compulsory
insurance system to work.

e Availability: Insurance consumers have the right to expect reasonable access to a
variety of providers who can meet their coverage needs.

e Simplicity: Insurance consumers have a right to understand the product they are
purchasing and the benefits to which they are entitled.

Disclosure of Agent Compensation

CGIC feels that is very important to disclose how our agents are paid and any financial
arrangements they may have with The Co-operators.

CGIC writes the majority of its business through its network of exclusive agents. These
agents write business primarily for The Co-operators and, therefore, generally have no
conflict of interest when making insurance recommendations. The level of agent
compensation is disclosed on our website for customers to access.

Contingent Commission

Payment of contingent commissions are based on the quality of the agent’s portfolio,
profitability, life insurance sales volume and mix of business. Agents are rewarded for
excellent due diligence in terms of underwriting which results in proper risk selection and
appropriate pricing. Combined, these measures contribute to our overall strength as a
company and enable us to enhance service to our clients. These incentives are not
guaranteed and depend on superior performance.





Ownership and Loans

CGIC agents are independent contractors and have exclusive distribution agreements
with The Co-operators. Agents are fully responsible for paying all operating expenses
associated with running their agency. The company has no financial ownership of our
agent offices, and we have no substantial financing arrangements with them.

Client focused procedures and initiatives

CGIC is very consumer focused and has policies and procedures in place to ensure that
all clients are treated fairly. A dedicated Service Quality Department works closely with
clients to ensure that all enquiries and questions are answered and disputes are resolved to
the satisfaction of both parties. CGIC also has established Service Review Panels in
various regions of the country, made up of CGIC clients, that meet regularly to review
unresolved client files. If a Service Review Panel believes that a decision regarding a
client file should be changed, The Co-operators will follow the recommendation. In
addition to this, a number of Community Advisory Panels have been created in various
regions to hear from a cross-section of Canadians about the insurance industry and CGIC
in general. In addition to all of these ongoing initiatives, The Co-operators has identified
Trust and Reputation as one of the key strategic focus areas for the company.

CGIC provides its clients with access to the independent General Insurance
Ombudservice and subscribes to and has posted the industry driven “Code of Consumer
Rights and Responsibilities”on its website.

CGIC’s comments on the Consultation Paper Findings

It is noteworthy that one of the general findings in the consultation paper was that there
was no evidence of illegal activity within the property and casualty industry including
CGIC. CGIC is pleased that the IPRC acknowledges this and the fact that most insurers
have written policies and procedures in place governing compensation to agents, brokers
and other sales intermediaries.

CGIC has received few if any complaints regarding agent compensation or the
relationship between our agents and the company. As well, the industry ombudservice
has not identified any consumer concern about agent compensation.

CGIC believes that compensation by its very nature should be quality-based and our
agent compensation fully supports that approach. We agree that the focus of discussion at
hand should revolve around transparency and disclosure to our clients. We do not support
regulated restrictions on how our organization compensates its agents because it is
balanced and fair and our clients have not indicated any desire for that to change.





The property and casualty industry has introduced initiatives to deal with the issues
surrounding the relationship between insurers and sales intermediaries. This includes: a
plain language Code of Consumer Rights and Responsibilities, accessible website
information about compensation to insurance intermediaries and ownership and other
financing links to intermediaries, and point of sale disclosure information. The life and
health insurance industry is also in the process of implementing a similar initiative. As
our CGIC agents serve clients in both the life and health and property and casualty
industries, they are in full compliance with these initiatives. CGIC believes that it would
be more appropriate to allow both industries time to fully implement all of their
initiatives and allow them to succeed rather than rush to a regulated solution.

Consultation Paper Policy Options:

CGIC supports options that encourage transparency regarding compensation and the
relationship between a company and its agents and/or brokers.

1 Codification in legislation or regulation that the client’s interests be placed
above those of the intermediary or third parties:

CGIC believes that further legislative or regulatory action is not necessary as the
interest of clients are well protected already through existing provisions within the
various provincial and territorial laws. CGIC agents are licensed within those
jurisdictions and must comply with the law. Clients are further protected by the
industry Code of Business Conduct mentioned earlier.

It should also be noted the client’s interest is protected in the Joint Forum of
Insurance Regulators “Principles and Practices for the Sale of Products and
Services in the Financial Sector”.

Many CGIC agents are members of professional associations such as the
Insurance Institute or Advocis and must comply with their code of conduct
guidelines.

CGIC believes that all clients should be treated with respect and that its agents
should conduct business with the utmost integrity. However, codifying this in
legislation is not the best way to accomplish this.

2. Restriction of Performance-Linked Benefits offered to intermediaries:

As we mentioned earlier, we fully support a compensation system that is quality
based. CGIC’s compensation system promotes and encourages the writing of
quality business. Performance-linked benefits serve to contribute to the overall
strength of the company and enhance our service to our clients.





Any restrictions or prohibitions to performance-linked benefits would impair our
ability to manage and motivate our sales force and, therefore, we do not support
this proposed option. In fact, we believe that the removal of quality-based
incentives would lead to the unintended result of impaired underwriting results
and correspondingly higher insurance premiums for consumers.

3. Enhance Transparency of Compensation, Ownership and Other Financial
Interests:

CGIC is in agreement that consumers are entitled to full disclosure regarding
compensation, ownership and other financial interests. The property and casualty
industry has voluntarily adopted a number of initiatives to deal with these issues
and CGIC has fully complied with these measures. There is no public policy
reason to further prescribe measures. The general public is well served with the
current industry initiatives and prudence suggests that we should allow time for
them to take effect before any additional considerations are tabled.

Conclusion
To summarize:

e The consultation paper acknowledges that there is no evidence of illegal
insurance activity and found that most insurers had written policies and
procedures in place governing compensation

e The property and casualty industry has introduced initiatives to deal with
the issues surrounding the relationship between insurers and sales
intermediaries
There is no evidence that consumers are concerned about this issue.

It would be appropriate for the IPRC to allow the industry initiatives to be
fully implemented rather than imposed prescriptive action at this time

CGIC thanks the IPRC for the opportunity to comment on the consultation paper
and remains confident that it will continue to support our industry’s initiatives that
foster a transparent and client-focused compensation system.

The Co-operators would be pleased to continue the on-going dialogue with
regulators to ensure that we build on the trust and confidence that we have built
up over many years with the general public.

gy,
4 -~

Paul Mlodzik

Vice President
Marketing and Agency
The Co-operators
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THE CREDIT UNION INSURANCE SERVICES ASSOCIATION (CUISA)
RESPONSE TO

THE CANADIAN COUNCIL OF INSURANCE REGULATORS
AND
THE CANADIAN INSURANCE SERVICESREGULATORY
ORGANIZATIONS

INDUSTRY PRACTICESREVIEW CONSUL TATION PAPER JUNE 3, 2005

The Credit Union Insurance Services Association appreciates the opportunity to
provide our comments regarding the fore-mentioned consultation paper.

|SSUE

U.S. Regulators and state governments have recently investigated and taken lega
action against a number of insurers, brokerages and individuass, aleging fraudulent,
coercive and dishonest practicesin the sale of insurance products. Subsequently,
The Canadian Council of Insurance Regulators (CCIR) and the Canadian Insurance
Services Regulatory Organizations (CISRO) conducted areview of the relationship
between insurers and insurance sales intermediaries, to determine if issues smilar

to those in the U.S. could arise in Canada, and to identify opportunities to enhance
public confidence.

SUMMARY OF FINDINGS

The Insurance Practices Review Committee (IPRC), established by CCIR and
CISRO, findings include the following:

Genera Findings.

Most insurers have policies and procedures currently in place governing
compensation

No evidence of any illega insurance related activity was found

The IPRC believes some current business practices may contribute to a
perception of/or actual conflicts of interest in the marketplace and that a
reasonable, informed, third party may perceive a bias exists

CUISA RESPONSE

CUISA agrees with points one and two above, however, we respectfully
suggest the current BC modd adequately addresses point number three
The formal relationship between insurers and their intermediaries for the
majority are established by contract. Compensation is clearly defined
within the contract and governed by contract law

Current BC guidelines, established by The Insurance Council of BC and
The Financia Ingtitutions Commission, are clearly working well. The client
is presented with a disclosure statement prior to the sale and this document
identifies the relationship between the insurer and the agent
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Specific Findings to P& C:

The preferred delivery system in Canada is through a broker network
Insurers have contracts in place with their brokers

Greater than two-thirds of insurers offer contingent commissions to their
brokers

Minima non-monetary incentives are used

The magjority of insurers have policies and procedures in place to mitigate
conflicts of interest

More than half of the insurers report having loans, ownerships and other
financia relationships with their sales intermediaries

CUISA RESPONSE

The current broker delivery system serves both the insuring public and the
industry well

The interest of the consumer at all timesis the brokers' primary concern.
Insurance is based on the principle of utmost good faith

CUISA maintains contingent commissions are necessary in the current
broker delivery system. If these commissions were removed, we doubt
insurers would jump to increase the basic commission structure and we
would predict a number of agencies would find it is no longer financialy
viable to operate. This could potentially lead to remote areas within the
country without alocal insurance agency to serve their needs

With reference to the last point above, we suggest the current BC model of
disclosure adequately serves the insuring public. The current BC disclosure
requires the broker to disclose to the client, with whom they are placing the
coverage with (insurer) and whether or not the insurer has any financid
interest in the agency. CUISA does not fed it is necessary to disclose what
the details of the interest may be. Advising the insuring public thereis an
interest, will prompt those individuals who may be concerned to ask further
guestions. We believe that the current BC model adequately serves both the
public’s need for information and the brokers need to operate their business
responsibly

Specific Findingsto L&H:

The preferred delivery system is through career agents, managing genera
agents and brokers

Insurers have standard contracts in place with their agents and brokers
Sdes incentives, including non-monetary incentives, are universally used
All L&H insurersin Canada offer bonuses

More than half the insurers report having loans or other smilar financial
relationships with their sales intermediaries

The mgjority of insurers have policies and procedures in place to mitigate
conflicts of interest
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CUISA RESPONSE

The current delivery system serves the industry well

Credit union L& H brokers currently provide their clients with asimilar
disclosure as the P& C broker

Sales incentives such as contests for learning retreats or golf tournaments
typicaly require alarge amount of business to be placed in order to receive
the incentive and therefore the broker with many insurers would typically
not be in a position to direct enough business to the insurer. An agent with
an exclusive relationship would perhaps be in the best position to receive
this type of incentive. We would suggest that in such a case the consumer
should be aware they are dealing with an agent and not a broker, by way of
asmilar disclosure statement mentioned above. However, even in this
situation, the disclosure requirements should not be so restrictive asto
require the minutia of the actua details of the relationship

POSSIBLE POLICY OPTIONS

The consultation paper outlines three possible policy options in an effort to reduce
the opportunity for actual or possible conflicts of interest in the marketplace.

Codify the priority of the client’sinterest in legidation or regulation
Restrict performance-linked benefits by introducing legidation or
regulation

Enhance transparence of compensation, ownership and other financia
interests by legidation or regulation. Develop best practices for disclosure
in consultation with the insurance industry on a Canada-wide basis

CUISA RESPONSE

As suggested on page nine of the consultation paper, an intermediary’ s duty
and obligation towards the client is governed by the licensing requirement.
The Insurance Council of BC publishes their code of conduct for al
insurance agents within the province. Section 7 of this code, addresses
dedling with clients.

0 Under section 7.1 Principleit reads“ Under the Code, a client
includes anyone who might reasonably be expected, in the
circumstances, to rely on your professional advice or actionsin
relation to his or her insurance. You are required to put the best
interests of the client as your first concern, as befitstherole of a
fiduciary”

0 It further clarifiesthis requirement under section 7.3.11 Duty of
Care*“ The clients interests take priority over your interests and
should not be sacrificed to the interests of others. You must not
engage in practicesthat place theinterests of othersahead of the
client’sinterests
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CUISA’s bdieves this adequately addresses the intermediary’ s fiduciary
obligation. While we could support asimilar requirement to be written into
legidation or regulation, we fed thisissueis currently addressed by the
Insurance Council of B.C. Similar code of conducts may be in place across
the country

Restricting performance-linked benefits as we previously suggested, may
potentialy lead to remote areas within the country without aloca insurance
agency to serve their needs, as some agencies would no longer find it
financialy viable to remain. Principle-based legidation or regulation could
potentially cause confusion as to what is and what is not alowed, while
compliance-based legidation or regulation, may be too restrictive
Enhancing transparency of compensation, ownership and other financia
interests as suggested on page 11 and in the subsequent appendix 1, would
undoubtedly be cumbersome in the course of the sales transaction. While
we agree a disclosure statement serves the needs of the client, to what
degree of disclosure isthe real question. We would suggest the need of the
client to know and the interest of the broker and insurer should be balanced.
The suggested disclosure dementsin Appendix 1 we believe would be of
little interest to most clients. While the burden of the suggested enhanced
disclosure eements would undoubtedly extend the time required to
complete the transaction. We doubt most insured’ s would view this
enhanced disclosure requirement as a benefit

The Credit Union Insurance Services Association (CUISA) applauds CCIR &
CISRO for proactively consulting with industry stakeholders and we appreciate the
opportunity to provide our comments above. We look forward to the next step in

this process.

CUISA represents member insurance brokerages that are owned, controlled or
affiliated with B.C. credit unions. Our members employ approximately 750 brokers
at 162 locations across the province, and write approximately 20% of the property

and casudty insurance in British Columbia

Yourstruly,

Ledey H.H. Maddison
Executive Director






Crozier Financial Group

BCE Place, Bay-Wellington Tower, 181 Bay Street, Suite 4200, Toronto, Ontario M5J 2T3

August 5, 2005

Mr. Stephen Paglia

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, Ontario

M2N 6L9

Dear Sirs:
RELATIONSHIP BETWEEN INSURERS AND SALES INTERMEDIARIES

This is in response to the Consultation Paper on the Relationships Between Insurers and Sales
Intermediaries dated June 2, 2005.

I am an actuary and licensed insurance agent with 20 years experience in the industry. My
background includes i) working for an insurer to design and market life insurance products, ii)
working as a consultant to assist in the applications and sales of life insurance and iii) as an
agent for the sale of insurance products. My comments are based on this experience.

The financial industry needs to ensure public trust and confidence. Insurance advisors generally
are paid commissions for the sale and persistence of products and there is the possibility for
conflicts of interest. It is appropriate that processes be in place to prevent such conflicts, both
real and perceived, in order to maintain public trust.

| thus applaud this joint undertaking of CCIR and CISRO, where you seek feedback on three
policy options. My general comments, from a life and health insurance perspective, are as
follows:

Various professional organizations, such as Advocis and IFBC, already include a code of
ethics for members, including priority of clients’ interests. | do note, however, that not all
intermediaries belong to a professional organization.

While insurers with more than 50% market share extend loans to intermediaries, this should
not be translated into meaning more than 50% of the intermediaries have loans at any time,
as one might conclude from the findings summarized on pages iii and 5 of the paper.

Need to clarify who is meant by the intermediary. Is it the agent/broker who has the direct
contact with consumers & sells the product? Or, is it the Managing General Agency (MGA),
branch manger, etc?

There are legitimate business reasons for having incentive-based sales rewards and the
practice is also common for sales in other industries. Insurers voluntarily offer them, and
presumably do so as an effective means of obtaining profitable sales. Thus, | do not believe
these should be restricted.
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Re scope of disclosure on page 7:

» The paper differentiates between whether or not the intermediary “holds themselves out
as being independent” and suggests a possible difference in practice for the two groups;

» Many intermediaries claim to be able to access different insurers and be independent, yet
their business tends to be directed to only a few insurers;

» Most consumers do not know whether “their” intermediary is independent;

» In any event, the same “issues” the paper addresses apply equally to different insurance

plans/options within the same insurer (ie. captive intermediary may have an incentive to

promote one product over another);

Paper states that if disclosure is to be done by all, then captive intermediaries would not

need to disclose ownership or financial relationships; however, compensation may affect

the sales process for captive intermediaries (eg. pressure to oversell) and they should not

be eliminated from any disclosure requirement.

Y

The paper does not distinguish between an ultimate intermediary and MGAs. Bonuses and
over-rides of 200% or more are paid to the MGA, who then decides what to pay their
brokers. Typically the MGA is paid the full 200% bonus (assuming they have sufficient total
sales volume to qualify) even for brokers who are not selling enough with that insurer to
substantiate such bonus level.

It is common for MGAs to pay their brokers a bonus/over-ride percent for each insurer based
on the broker’s aggregate sales volume for all insurers placed through that MGA rather than
a bonus/over-ride that varies for each insurer dependent on the sales volume only with that
insurer.

In my experience, intermediaries tend to be more influenced by non-financial reasons, such
as relationship and leverage with under-writing staff, service levels, past experience, fair
treatment of existing clients, relationship with wholesalers, product competitiveness and
familiarity with sales process (eg. knowledge and ease of use of the illustration system and
applications).

Required disclosure of too much information unfortunately may have the unintended
consequence of consumers ignoring it (ie. too much to read and unfortunately just accept it
without reading it).

The paper suggests life and health intermediaries disclose the names of all insurers they
represent. If this is to be done, they should also disclose breakdown of the portion of their
business that is done with each (some brokers have contracts with many insurers but do
over 90% of their business with only a few).

Disclosure by intermediaries of their bonus/over-ride may confuse consumers. For example,
consider two brokers competing for a sale with the same client. One broker discloses their
compensation based on a 100% bonus while the other discloses compensation based on a
160% bonus. Yet, the premium from a given insurer is the same for both. [Note: as
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mentioned above, the MGA for the two brokers are likely paid the same total bonus.] |
believe this would confuse the consumer.

Pure “incentive-type” compensation (eg. sales conferences, additional over-rides, etc) is a
very small part of the overall compensation received by intermediaries and built into the
premium costs.

If disclosure is to be done, what is to be disclosed? Just what the particular intermediary gets
(either in total or with any incentive-based amount split out)? Total compensation paid? Or,
total “distribution cost” for the product?

What about direct writers of insurance? What disclosure would apply for them? The paper
does not consider this.

As noted in several of these comments, the paper does not appear to address some potential
problems with the issue of the amount of compensation to disclose. In my opinion, the best way
to handle this issue, should disclosure become mandated, is for the insurers themselves to
disclose the portion of premium that arises for total distribution costs. The insurers develop and
offer the products, including the commission levels. They are the best party to determine the
amount of such compensation and prepare any disclosure document.

In general, | very much believe in providing objective advice and recognize there is a need to
maintain public confidence and eliminate any real or perceived issues on sales practices. | do
not have an opinion on the actual amount of information to be disclosed and am comfortable
with minimal or full disclosure. However, | am also practical and believe any disclosure should
be i) meaningful to consumers, ii) easy to provide and iii) consistent for all intermediaries.

Finally, | respect this work on compensation for intermediaries. However, | believe there are
other issues of insurance products that are more important for consumers. Examples include
treatment of insurability status from the date of application until date the actual policy is
delivered and the time frame for which the insurer may deny a claim due to fraud (unlimited in
Canada whereas it is only two years in the United States). These issues can cause an individual
to believe they have coverage, but one unfortunately find out coverage does not exist only at
time of claim. By then, it is too late to obtain alternative coverage. Other examples may be found

by reviewing the types of lawsuits that commonly arise involving insurers.

Sincerely,
Ashley Crozier

Ashley Crozier, FCIA, CFA
ABC/mb

C. CCIR / CISRO Members

Direct Dial: 416-361-0695






Questions for Stakeholders
My Opening Comments

Incentive schemes are designed to move the beneficiary in a particular direction.
Before considering the bias of the intermediary, you must consider the motivation
of the insurer. Monetary and non-monetary benefits offered by the insurer are
offered to influence the broker to place particular types of business with them
against their better judgment; otherwise the incentive would not be necessary.
Whether or not the intermediary is influenced or not, should not be the issue. If
insurers were not seeing benefits would they continue to offer the incentives?

It is my view that currently and historically, insurance intermediaries have had a
dual nature:

Brokers as Sales and marketing work force for the Insurer
The majority of companies use brokers to sell their insurance policies.
Insurance companies use standard contracts with their brokers that
undertake to sell insurance on the company'’s behalf.
Consultation Paper p. 4

The broker’'s purpose according to the consultation paper - whether independent
or not - is to represent the insurer and assist in the sales process. In this case, it
is natural that insurers provide contingent commission based on sales volume,
profitability, growth and retention. The broker, as a retailer of insurance products,
provides information on the spectrum of products that he has for sale, just as the
technician/sales person at Sony or Future Shop gives “expert” advice on which
television will best suit your needs. The consumer can go next door for a better
deal and most people understand whether they are being unduly influenced.

This may be acceptable where the insurance product is simple to understand or
highly regulated, and standardized. The interest of the consumer is protected by
their own knowledge, government regulations and the law. Just as with any
commodity, the consumer can shop for the best price based on personal
requirements and perceptions influenced by marketing techniques. With the
advent of the internet, information is more readily available to the general public,
as well as fairly impartial advice.

Broker as consultant and professional advisor to client

If the insurance product is complex, not regulated and/or manuscript, the broker
must act as an insurance professional and represent the needs of the client. The
broker also moves into a consultant role when they go beyond the salesperson
and provide loss control advice, risk management techniques and/or claims
handling advice. In this case, all sales incentives need to be removed and the
broker should be compensated by only by the party to whom he/she is providing
the advice. How can a broker be expected to provide unbiased advice on claims
reporting when he/she is being compensated by the insurer based on the
profitability of the business? In this role, the intermediary has privileged
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information (experience and knowledge not readily available) and the client must
be able to trust the information that they are being presented is true and biased
in their favour.

Direct writers, e-commerce and greater government regulation of insurance
products in today’s marketplace have greatly undermined the role of broker as
sales and marketing force. The public’s perception of need for risk consultancy
has increased due to recent well-known natural and human catastrophes. This
perception has been supported by the professional insurance broker organization
through advertising and professional education campaigns.

Still the dual nature of the broker remains. In law, the insurance broker owes a
duty of care to both the insurer and the insured. The compensation structures
related to the broker’s salesperson role remain deeply imbedded in the insurance
industry structure.

Responses

Policy Options
1. How do the policy options affect you (consumer, intermediary or insurer)?
| am currently a consumer of both commercial and personal P&C and LH

products. | have also worked in the past as an underwriter with two
separate insurers.

Do the policy options alter current intermediary relationships with insurers
and consumers/clients respectively, and if so, how?

The possible policy options would dramatically alter the current
intermediary relationship with insurers and clients by speeding up the
industry trend away from the “salesperson” model and solidifying the role
of the intermediary as a consultant/professional.

2. How would the policy options affect the existing methods of insurance
distribution?

If the policy options were enacted, the relationship between the broker and
the insurer would need serious reconsideration because it is grounded in
the salesperson model.

3. Are the policy options the best means of accomplishing the objectives
identified in the consultation paper?

Yes
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4. Have the policy options overlooked any other approaches or
considerations? If so, please provide us with an outline of those
approaches or considerations.

No

5. As a consumer/client do you feel your interests will be better protected by
some or all of the policy options?

Yes

Which policy options do you believe would offer the most value in making
your insurance purchasing decisions?

| have taken the steps that | feel are necessary to create a consultant
based relationship with our broker. These include drafting a contract
between the client and the broker, quotation on pricing based on a set fee
(not commission) before services are rendered and setting performance
expectations on that service. The enhanced transparency of
compensation and the restricting of performance-linked benefits would
ensure that these expectations will be met.

6. Are there any regional issues or considerations such as different
distribution channels that have not been adequately considered?

Unknown

Scope and Applicability

7. This consultation paper proposes two potential approaches for
determining the scope and applicability of the policy options. Do you have
a suggested approach for determining the scope and applicability of the
policy options?

| believe that all intermediaries should be considered non-independent
unless they can demonstrate their independence.

8. Should some or all of the policy options apply only to intermediaries that
hold themselves out as independent, or should they apply to all
intermediaries?

Only independent brokers should be subject. Agents and direct writers
are simply a sales force and should not be providing any professional or
consultant advice. Different classes of license should be issued and these
should be displayed prominently and disclosed to the customer
immediately.

9. Do you have any suggestions for describing or interpreting independence?
Criteria Should Include
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Number of markets (at least 4 for L&H and Personal Lines, more for
commercial)

Corporate ownership

Level of license/training

10.Some intermediaries provide additional services to insurers or to
consumers on behalf of insurers. Are there any services provided by
intermediaries that may create conflicts of interest or potential conflicts of
interest? If so, do you have any suggestions to address such conflicts?

Direct writers/agents need to have their role limited and should not provide
any claims advice as their compensation remains linked to profitability.
Independent brokers should be providing “consultancy” services outside of
the traditional sales equation with billing for hours spent.

Performance-Linked Benefits Provided by Insurers to Intermediaries

11.1s the concept of performance-linked benefits sufficiently clear?

Yes

12.Should performance-linked benefits be regulated, and if so, how?

Yes, all performance-linked benefits from the insurer should be restricted

13.Should the restrictions on performance-linked benefits be absolute or
limited by introducing appropriate controls and qualifications (e.g. setting a
maximum dollar amount)?

Restrictions should be absolute. Setting controls and qualifications would
require more policing (hence greater costs) and invites abuses.

14.In determining what constitutes a performance-linked benefit, should the
relevant rules be principle-based or compliance-based?

Should be principle based and both parties should be heavily fined for
breaches

15.Some insurers offer services or assistance to intermediaries (e.g. office
space). While these services or assistance may not be linked to a specific
performance target, some may argue that they create a potential conflict
of interest. Do you agree that regulatory measures need to be introduced
to address this potential conflict of interest?

Yes, these types of arrangements need to be disclosed, as they set up a
negative performance target, you are not meeting our expectations, and
therefore we are withdrawing this benefit.
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Disclosure

16.The disclosure option provides for differing levels of detail, timing and
methods of disclosure. As an intermediary or insurer, do you anticipate
any difficulties in complying with this option?

N/A

As a consumer/client does this option provide information on intermediary
relationships with insurers that is meaningful and useful for an insurance
purchase?

Some consultation with the insurer and the broker would be necessary to
determine what changes would be needed to provide this level of detail.

17.1s the scope of the disclosure option broad enough to provide
consumers/clients with sufficient information to make informed purchase
decisions?

Too much of the important information is to be provided after purchase - at
that time it is too late to affect the transaction. Brokers need to be upfront
with their clients. Key written information should be provided in a standard
format before the transaction occurs. For renewals, updated information
should be sent prior to renewal date. What services are to be provided
and at what cost are issues that should be established before work is
done.

If not, what else should be included? Do you have any suggestions as to
how this disclosure option could be structured so that it would be easier to
understand?

| would suggest a standardized form that would allow the client to
compare between brokers and insurance companies.

18.As an intermediary or insurer, do you anticipate any difficulties disclosing
the quantum of any commissions and service fees associated with the

specific transaction, excluding any contingent commissions, expressed in
dollars and as a percentage of the premium?

N/A

19.Do consumers need to understand how an intermediary is paid for his/her
services (e.g. contingent commissions and bonuses) and how much in
financial terms the intermediary earns from the sale of a policy to a
consumer?

If the broker is working as a consultant for the client than yes, the client
should be able to understand how much money they are paying for the
service.

Is it relevant information for the consumer?
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In order to compare differences in pricing for the service that they are
receiving, it is very important.

20.Are there any innovative methods of satisfying disclosure requirements
that you can provide that have not been considered in this consultation
paper?

Post the information on the company website

21.Are there any alternatives to disclosure that regulators should consider?

Removing all performance-linked benefits and disclosing all other
compensation, will enable the public to reinstate their faith in the broker
system.

L&H Insurance

22.Should all L&H products be subject to the same requirements or are there
situations where exemptions should be permitted?

Yes

Regulatory Compliance

23.Are the policy options cost-effective and enforceable?

In my opinion these changes would cause a fundamental shift in the
brokers focus. Changing a business model has certain costs associated
with it. If the rules are kept simple, they should be easy to enforce.
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July 4, 2005

Responseto CCIR Consultation Paper

7. Questions for Stakeholders

The policy options outlined in the paper are for consultation purposes only. The

| PRC welcomes the comments, suggestions and ideas of consumers and insurance
industry stakeholders regarding the information, issues and options described in this
consultation paper. Please use the questions below to help structure your
suggestions and comments. The IPRC also welcomes additional questions or
comments.

| respond to this as aconsumer. | am responsgible for the annual purchase of
insurance having premiums of approximately $3,000,000.

| am completely in favour of crimind chargesfor crimind actions. | annotin
favour of a Canadian verson of the gpparent over-reaction that sesemsto be taking
placein the USA, where there is acompletely different regulatory environment
than we enjoy in Canada. Here, we gpply some reasonable controls on who can
be in the insurance business and then we can have a reasonable, principles-based
regulatory environment. In the “land of opportunity” to the south, it seems that
anybody can get into the business but then there must be a comprehensive,
prescriptive regulatory environment to identify and ded with offenders.

Policy Options

1. How do the policy options affect you (consumer, intermediary or insurer)? Do the
policy options alter current intermediary relationships with insurers and

consumer s/clients respectively, and if so, how?

Codifying the concept that the customer’ s interests are primary cannot be a bad
thing.

Codifying redrictions will not hep me. | think it would only increase my costs.
(See commentsin point 2, below).

Enhancing trangparency on each transaction will not help me. My broker service
agreement already requires disclosure of dl commissons of any kind that are
identifiably linked to business placed on my behdf.





2. How would the policy options affect the existing methods of insurance
distribution?

Codifying redrictions on performance-linked bendfitsis not as easy asiit first
sounds — because performance-linked incentives related to placement and
retention of avolume of quaity business are good, are customary in most
businesses, and will ultimately benefit the mgority of consumers, aswell as
intermediaries and insurers. Where the intermediary does not do any
underwriting of the risk, the insurer will need to do more— 0 it isa question of
who does the work, not how to eiminate the cost. Where the consumer cannot
present quality business, there is dwaystherisk that that consumer will have
difficulty purchasing insurance, or can purchase it only a whet is considered by
the consumer to be an “ unreasonable’ cost. Some intermediaries specidizein the
placement of high risk business. Some insurers specidize in high risk business,
while other insurers specidize in low risk homeownersinsurance. The only
ample control on thisisto have a disclosure requirement applicable to
intermediaries that derive a digproportionate percentage of their annua revenues
from something other than placing new or renewd business. What gppears
disproportionate? (Perhaps something greater than 25%) Then, one would have
to consder what services are being provided in addition to traditiona broking
sarvices. Codifying redtrictionsis aproblem in an industry as complex and
diversfied as the insurance indudtry.

Enhancing trangparency on each transaction has little or no net benefit because of
the increase in overhead that will ultimately be paid by consumers. How to
disclose, what to disclose, and how to explain what is disclosed will become
issues that serve little purpose but will consume time and resources. Consumers
know that many, if not mogt, intermediaries work on acommission bass. The
bottom line amount (premium paid) is generaly what isimportant. \Where
premium volume islarge, asin most large commercia accounts, fee-for-service
agreements are generdly negotiated with brokers. Clients who want full
disclosure often require that as a condition in the broker service agreement.

3. Are the policy options the best means of accomplishing the objectives identified
in the consultation paper?

Congdering the millions of transactions dedling with the sde of insurance in what
is a pretty competitive environment, perhaps one should expect afew incidents
involving dishonest individua agents or broker representetives. License
cancellation and/or crimina charges can ded with one aspect. Another aspect can
be managed with reasonable fines imposed on corporations that fail to ensure
compliance. Civil judgements and/or rembursement of provable individua
damages can complete the necessary remedies. All of these possible remedies





dready exig. We should gtrive for minimd principle-based regulation aimed at
preventing the worst abuses. Thiswill ensure aleve playing fied, regulation that
is affordable and responsve — and it should make harmonization esser.
Consumers have ample opportunity to seek and get the information when they
need to inform themsalves. Insurers could do a better job of explaining their
product to individua consumers, but individuas often seem not to care until they
have aloss.

4. Have the policy options overlooked any other approaches or considerations? If
S0, please provide us with an outline of those approaches or considerations.

Find the least invasve and most principles-based way to regulate, and use the
pendties that are currently available when pendties are needed. If restrictionson
performance-based benefits for intermediaries seem warranted, then require the
intermediary to report the amount of benefits that exceed a specified cap (with the
cap being a percentage of revenues for placing and renewing business), and
review the reasonableness of the excess. A pendty equd to the amount of the
excess would bring aquick hdt to the practice. Suspension of abusiness
authorization might be a reasonable pendty for failing to accurately report.

5. As a consumer/client do you feel your interestswill be better protected by some
or all of the policy options? Which policy options do you believe would offer the
most value in making your insurance purchasing decisions?

Codification of the priority of the client’s interest does make sense, but even that
will make little difference to me. The other two possible policy options will
provide little, if any, benefit to me, but will surely increase my cogt asthe
regulatory loading gets added to the cost of the product.

6. Arethere any regional issues or considerations such as different distribution
channels that have not been adequately considered?

If insurers relying on brokers must disclose commissons paid to intermediaries
for placing and renewing insurance policies, then it is only reasonable that direct
writing insurers and insurers using exclusive agents be required to disclose their
costs to acquire business — whether paid in salary, sdary plus incentive bonus, or
some other form of commission.

Scope and Applicability

7. This consultation paper proposes two potential approaches for determining the
scope and applicability of the policy options. Do you have a suggested approach
for determining the scope and applicability of the policy options?





Perhaps the word “Independent” should be scrapped. Asthe paper states, itis
hard to be truly independent when there are investments by or loans from any
insurer. Eliminating the use of “independent” will diminate much of the
consumer perception that the entity or person istruly independent. The word
“broker” should be used for those having agency contracts with more than one
insurer. Perhgps* Exclusve Agent” should be used for those having an agency
contract with only one insurer.

8. Should some or all of the policy options apply only to intermediaries that hold
themselves out as independent, or should they apply to all intermediaries?

Prohibit the use of the word “independent” unless. there are no tiesto any insurer
asaresault of loans, investments or exclusive contracts. Concerns about conflict
of interest are valid with respect to any agent or broker who uses the word
“independent” to describe higher role as an intermediary.

9. Do you have any suggestions for describing or interpreting independence?

The paper covers the tarritory fairly well.

10. Some intermediaries provide additional servicesto insurers or to consumers on
behalf of insurers. Are there any services provided by intermediaries that may create
conflicts of interest or potential conflicts of interest? If so, do you have any suggestions
to address such conflicts?

There are many services that intermediaries might provide, where thereis

potentid for accusations of conflict of interest. Intermediaries may present the
facts concerning the risk in the best light from the consumer’ s point of view, in
order to negotiate the best price for the consumer. Loss prevention advice will
benefit both the insurer and the insured — but the consumer may want the least-
cost recommendation or may wish to set priorities based on the consumer’ s needs.
If claims services are provided, is the purpose to minimize insurer |0sses or to
maximize policyholder recovery. The intermediary isawaysin themiddie. The
job isto manage the conflicting interests in away that both insurer and insured

are content with the resullt.

Performance-Linked Benefits Provided by Insurersto Intermediaries
11. Isthe concept of performance-linked benefits sufficiently clear?

Yes.





12. Should performance-linked benefits be regulated, and if so, how?

It seemsthat at least one very large broker wasin a position to use its market
share as leverage when negotiating with insurers, and was able to get
performance-linked commissonsthat , on the surface, appear excessve. Having
to report revenues that exceed a cap (as outlined in point 2 above), might be a
reasonable requirement. 1t might be reasonable to prohibit Canadian-regulated
insurers from paying portfolio-based commissions that exceed a stated percentage
of premium income. Beyord that, it is difficult to control without spending
unreasonable amounts of time and money.

13. Should the restrictions on performance-linked benefits be absolute or limited by
introducing appropriate controls and qualifications (e.g. setting a maximum dollar
amount)?

A dallar amount would be unmanageable. A cap that is a percentage of the
premium earned on a portfolio of businessis probably workable. (See point 2
above).

14. In determining what constitutes a performance-linked benefit, should the relevant
rules be principle-based or compliance-based?

If apercentage cap is chosen, rules can be compliance-based. | believe any other
type of compliance-based rules will produce unreasonable amounts of compliance
overhead that will ultimately have to be passed on to consumers and be seen by
those consumers as an unnecessary regulatory burden.

15. Some insurers offer services or assistance to intermediaries (e.g. office space).
While these services or assistance may not be linked to a specific performance
target, some may argue that they create a potential conflict of interest. Do you
agree that regulatory measures need to be introduced to address this potential
conflict of interest?

No — but see comments regarding “independence’ in point 8 above.

Disclosure

16. The disclosure option provides for differing levels of detail, timing and methods of
disclosure. As an intermediary or insurer, do you anticipate any difficultiesin
complying with this option? As a consumer/client does this option provide
information on intermediary relationships with insurers that is meaningful and

useful for an insurance purchase?





Asaconsumer, no. | don't care about the non-crimina rel ationships between
intermediaries and insurers. What is meaningful isahigh leve of trust between

my broker and I, and a broker service agreement that spells out what we expect of
each other. With respect to my persona homeowners and auto insurance, |
evauate the insurer, the agent or broker and the price. Receiving additiona
disclosure from either broker or insurer would not be useful to me.

17. Isthe scope of the disclosure option broad enough to provide consumers/clients
with sufficient information to make informed purchase decisions? If not, what

else should be included? Do you have any suggestions as to how this disclosure
option could be structured so that it would be easier to understand?

Where the insurer holds a Sgnificant percentage of the issued shares of a broker
or vice versa, | believe this shoud be disclosed. Where an insurer has loaned to
the broker a significant sum that exceeds a stated percentage of the annua net
commission revenue of the broker, | believe that should be disclosed. Perhaps
20% or 25% would be an appropriate cap above which disclosure will be
required. Let'skeep it smple. | do not need to know what commission was paid
for placing the business.

18. Asan intermediary or insurer, do you anticipate any difficulties disclosing the
guantum of any commissions and service fees associated with the specific
transaction, excluding any contingent commissions, expressed in dollars and as

a percentage of the premium?

(Not applicable to me).

19. Do consumers need to understand how an intermediary is paid for his/her
services (e.g. contingent commissions and bonuses) and how much in financial
terms the intermediary earns from the sale of a policy to a consumer? Isit
relevant information for the consumer?

Not generdly relevant to an individua consumer, in my opinion. Asoutlinedin
point 2 above, | believe regulators might become concerned when contingent
COMMISS ons exceeds a percentage cap, in relation to revenue for placing or
renewing business.

20. Are there any innovative methods of satisfying disclosure requirements that you
can provide that have not been considered in this consultation paper?

See point 2 above.





21. Arethere any alternatives to disclosure that regulators should consider?

Move away from disclosure of specific transaction related commissions because
such disclosure will produce little benefit and clearly, will cost time and money to
disclose and explain. Consider cgpping contingent portfolio-based commissions
at areasonable percentage of commissions paid by an insurer to brokers or agents
for actudly placing individud policies. (This could be “policed” by requiring
insurers to report payments exceeding a percentage cap, and by requiring brokers
and agenciesto report such revenue that exceeds acagp). Require disclosure of
sgnificant loans between insurers and broker or agency companies and of
ggnificant investments by insurersin broker or agency companies, or vice versa

22. Should all L&H products be subject to the same requirements or are there
situations where exemptions should be permitted?

As much of the L&H businessis sold by persons recelving commissons or some
volume-based sdlary and bonus structure and as there are likely many more
individua exclusive agents than in the P& C business, the amount of required
detailed disclosure on a policy-by-policy basisis more problematic than for the
P& C business. However, if the concept of areasonable cap isimplemented, the
process of disclosure should not become demanding for either the insurer or the
broker/agent. Disclosure of sgnificant loans or investments should be disclosed.
What is*“sgnificant” becomes the issue.

23. Are the policy options cost-effective and enfor ceable?

No. Only acap of some reasonably large percentage will result in a cost-effective
policy option. The cap must be set at a threshold above which reasonable people
would think “exploitation” and “harm” is occurring.

Submitted by:
David Barker, FCIP, FRM, ACUIC






August 2, 2005

Stephen Paglia

Policy Manager (A)

CCIR Secretariat

5160 Y onge Street, Box 85
17" Floor

Toronto, Ontario

M2N 6L9

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






Financial Planners Standards Council

505 University Avenue, Suite 1600, Toronto, Ontario M5G 1X3 Canada
Tel: 416.593.8587 Fax: 416.593.6903 web site: www.cfp-ca.org e-mail: inform@cfp-ca.org

August 2, 2005

Mr. Stephen Paglia

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto ON M2N 6L9

Dear Mr. Paglia:

Re: Relationships between Insurers and Sales Intermediaries Consultation Paper

Thank you for the opportunity to provide comments on the Consultation Paper prepared by the
Industry Practices Review Committee (the “Committee”).

Financial Planners Standards Council (“FPSC”) is a national, not-for-profit, professional
certification and standard-setting body that confers the Certified Financial Planner (“CFP”)
designation in Canada. Since FPSC’s creation 10 years ago, the number of CFP licensed Certified
Financial Planner professionals in Canada has grown to approximately 16,000, some 8,500 of
whom are licensed in one or more provincial jurisdictions for the sale of life insurance products.
CFP professionals demonstrate their competence through the completion of one of several approved
education programs, obtaining at least two years of work experience directly serving clients, passing
a comprehensive six-hour examination, participating in ongoing continuing education, including
submission to random audits, and making a commitment to adhere to a strict Code of Ethics as well
as meeting the requirements of the new CFP Practice Standards.

As in any profession, putting the client’s interest first, declaring and avoiding any potential conflicts
of interest and making full disclosure of facts pertinent to the relationship, such as method of
compensation, business affiliations and financial interests, are all central tenets of the ethical
standard that must be met by any financial intermediary. In fact, each of these tenets is already
embodied within the general principles and component rules of the FPSC Code of Ethics to which
every CFP professional must abide.

FPSC therefore supports the work of the Committee and agrees that appropriate action ought to be
taken to protect consumers by ensuring that all licensed insurance sales representatives are required
to meet an appropriately high standard of practice. The real issue for the Committee, however, is
whether or not codifying these three specific ethical standards within provincial insurance
regulations is the most appropriate and effective method of achieving the necessary level of
consumer protection.

CFP™ - The Mark of the Professional % Financial Planners Standards Council is the licensor of the CFP certification marks in Canada.





FPSC recently had the opportunity to participate in the Industry Liaison Group of the Joint Forum
of Financial Market Regulators (the “Joint Forum”) that both CCIR and CISRO played important
roles in. As you are aware, the report of the Joint Forum was released in January 2005 and
contained a statement of eight principles and practices that a consumer can expect in their dealings
with any financial intermediary (not limited to insurance intermediaries). It seems prudent then, that
the Committee’s deliberations should not be limited to the three policy options outlined in the
Consultation Paper but might also consider the whole of the principles and practices set out by the
Joint Forum.

It is interesting also to note that the Joint Forum’s preference was indicated in the report to be the
development of a voluntary set of principles that all intermediaries would adopt. The Committee has
now set out three policy options that call for legislative action in respect of insurance
intermediaries.

Over the past 10 years, FPSC has demonstrated that improved service to, and protection of,
consumers is achievable through setting and enforcing of high professional standards for financial
planners. Ultimately, we believe that the adoption of professional standards throughout the financial
services industry will result in better service to consumers and the resultant increase in consumer
confidence in the industry as a whole. FPSC would be happy to share our own experience and
expertise with the Committee in order to help achieve this common objective.

Yours truly,

Donald Johnston, FCA
President
FPSC






GENERAL INSURANCE COUNCIL OF ALBERTA

RESPONSE TO CCIR/CISRO INDUSTRY PRACTICES REVIEW COMMITTEE
RELATIONSHIPS BETWEEN INSURERS AND SALES INTERMEDIARIES
CONSULTATION PAPER
JULY 2005

CONSULTATION PAPER

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






satisfied that together with the Competition Act and the Criminal Code, these alone are sufficient
regulatory control.

COUNCIL’S COMMENTS ON THE CONSULTATION PAPER’S THREE POLICY OPTIONS

The consultation paper concludes that even though there was no finding of any illegal activity in the
Canadian insurance industry, there could be a perceived conflict of interest by consumers of insurance
products. The conflict of interest could arise due to contingent commissions or financial interests of
insurers in their sales intermediaries. Contingent commissions paid by insurers are commissions over and
above commissions paid on the sale of a policy. Contingent commissions are based on one or a
combination of the following factors: (i) volume; (ii) profitability; (iii) growth; and, (iv) retention. The
financial interests insurers may have in their sales intermediaries include ownership interests in, loans to
or a guarantee of the loans of a financial institution to the sales intermediary. The committee did not find
any evidence of any conflict of interest occurring. The committee in the consultation paper has suggested
three (3) policy options to deal with the perceived conflict of interest:

1. Restrict the performance — linked benefits offered to intermediaries.
2. Enhance transparency of compensation, ownership and other financial interests.
3. Codify the priority of the client’s interest.

The Council will comment on each of these options in the order above.

1. Restrict Performance Linked Benefits Offered to Intermediaries

The paper suggests that legislation or regulation could be introduced to restrict insurers from offering
performance-linked benefits. This suggestion is puzzling to the Council as the consultation paper has
made it clear that the inquiry found no evidence that the performance-linked benefits influenced
advice given by brokers. If such is the case, then why would a prohibition be required? The
consultation paper fails to elaborate on why prohibition is required when there has been no evidence
of conflict of interest.

It is the Council’s view that contingent commissions and other performance linked compensation
should not be restricted. Performance linked compensation is standard practice in most business and,
in fact, in Government. The practice of rewarding exceptional performance is a long standing
tradition and is fundamental to the manner in which commerce is conducted in a democratic society. .
Performance-linked benefits form an essential part of the competitive model. Interference in this
practice by virtues of legislation or regulation will serve only to reduce the incentive to retain clients
and to run a profitable business to the detriment of consumers of insurance products.

On the other hand, the Council shares the view of the committee that consumer’s could perceive a
conflict of interest exists based on contingent commissions or the financial interests that insurers have
in their sales intermediaries. The Council is of the view that in cases where a conflict of interest may
arise, the market place will remedy the situation. Insurers will become aware that their product is not
being sold by their agents, in favor of others, and will deal with the agent in that respect.
Notwithstanding that view, the Council believes that consumers need to have all information that may
be relevant to them when making the decision to purchase insurance. Consequently, the
Council is of the view that disclosure of certain aspects of contingent commissions and of financial
interests insurers have in their sales intermediaries would be in the public interest. Prior to outlining






the Council’s specific recommendations the Council has comments on why financial interests of
insurers in their sales intermediaries arose in the first place.

It is the Council’s view that insurers take a financial interest in their sales intermediaries in order to
assist the sales intermediary in obtaining financing that they could not otherwise obtain.
Although banks and other financial institutions will lend operating fiunds to sales intermediaries, they
are reluctant to provide funds to brokers who wish to expand by purchasing other brokers, whose
main assets are good will. The same can be said for brokers who wish to pass the business on to their
successors. Insurers, seeing that the continuity or prosperity of their agents could be threatened by
financing issues, stepped into the breach and either provided or guaranteed financing that otherwise
was unavailable from conventional sources.

Enhance Transparency of Compensation, Ownership and Other Financial Interests

As discussed above, the Council is of the view that a form of disclosure of contingent commissions
and financial interests insurers have in their sales intermediaries would be in the public interest. It is
the Council’s view that the disclosure to consumers should have the following attributes:

e The industry should voluntarily adopt a disclosure code for consumers in respect of
contingent commissions and financial interests of insurers in their sales intermediaries.

¢ The disclosure to consumers should be on a go forward basis when they either place new
insurance with the sales intermediary or renew insurance with a sales intermediary.
The disclosure should not be of any confidential or other business sensitive information.

e The disclosure should be in writing and provided to the consumer prior to the placing or
renewing of insurance.
The disclosure should also be on websites of insurers or their sales intermediaries.

e The disclosure should be concise and too the point in terms easily understood by the
consumer.

e Disclosure of such arrangements should be included in the formal code of conduct expected
of sales intermediaries and insurers.

The Council is of the view the following should be disclosed to the consumer:

e The fact that contingent commissions are paid and the factors which trigger the payment but
not the percentage or amount of any such payments. The Council would suggest the
following wording for such a disclosure:

o “The agency, in addition to a commission paid to it by the insurer for the placement
of this policy with you, the insured, may receive further commissions from the
insurer based on one or a combination of the following factors: (i) the volume of
policies sold or premiums collected; (ii) the profitability of the insurance written; (iii)
the growth of the business; and, (iv) the retention of insured with the insurer. These
commissions may amount normally to a maximum of 3% of the gross commissions
that were paid to the agency by the insurer over a period of up to three (3) years.”

o “The insurer, in addition t0 a commission paid to their agents and independent
brokers for the placement of an insurance policy may pay further commissions based
on one or a combination of the following factors: (i) the volume of policies sold or
premiums collected; (ii) the profitability of the insurance written; (iii) the growth of
the business; and, (iv) the retention of insured with the insurer. These commissions






may amount normally to a maximum of 3% of the gross commissions that were paid
to the agency by the insurer over a period of up to three (3) years.”

The Council is of the view that such a disclosure in respect to contingent commissions would
be sufficient for the consumer to understand how the agent will be compensated. The
consumer could then make the decision to continue with that agent and the insurer, ask for
further information prior to finalizing the insurance or to seek advice from others.

s The fact that an insurer has a financial interest in a sales intermediary. The Council would
suggest the following wording for such a disclosure:
o “The agency represents insurers that have a financial interest in the agency through
any or a combination of the following factors: (i) an ownership interest in the agency;
(ii) has loaned money to the agency that the agency is obligated to repay to the
insurer; and, (iii) the insurer has guaranteed the loans of the agency with one or more
of the agency’s financial institutions.”
o “The insurer may have a financial interest in certain independent brokers through any
or a combination of the following factors: (i) an ownership interest in the agency; (ii)
has loaned money to the agency that the agency is obligated to repay to the insurer;
and, (iii) the insurer has guaranteed the loans of the agency with one or more of the
agency’s financial institutions.”

The Council is of the view that such a disclosure in respect to financial interests of insurers in the
agency would be sufficient to provide the consumer with the understanding that the agent relies on
financial support from the insurer, The consumer could then make the decision to continue with that
agent and the insurer, ask for further information prior to finalizing the insurance or to seek advice
from others. The General Insurance Council, in over 16 years of operation has not received a single
complaint relating to agent compensation or the ownership of an intermediary. The Council believes
it is understood by all consumers that the agent placing business for them with an insurer is being
compensated. Insurance is however a complex product and one which is frequently not understood
by consumers. The Council believes the answer to this is not increased regulation but rather
education. Recently there have been numerous initiatives undertaken by broker associations and
insurers geared at helping the consumer understand the insurance industry. The results of which are
just now becoming evident in a more informed consumer when compared to a few years ago.

Consumers should be provided with information explaining contingent commissions and should be
provided information regarding the method of compensation the intermediary is receiving. In
addition, and again upon request, the client should be provided with information identifying the
number of companies approached, the quote obtained from each insurer and the reason for
recommending one insurer over another.

There is a limit to how much disclosure can be made balancing the need to protect consumers without
violating contractual privilege and the rights to privacy contained in those contracts.

Codifv the Public Interest

The committee suggested the codification through legislation 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 Council that the invitation of legislation or regulation to codify is not required.
Inviting regulation by a third party through legislation puts the issue outside of the industry. There
are alternatives to increased legislation and regulation and one of the best alternatives is industry self
adoption of certain business practices. Consequently, the Council believes that its proposal for
disclosure is the best way to ensure that consumers are protected. The Alberta Insurance Act and its
regulations already contain provisions that allow the Council to discipline sales intermediaries in
respect of their conduct.

SUMMARY

The illegal activities which occurred in the United States have obviously caused a perceived need among
regulators to ensure consumer confidence in the Canadian insurance marketplace. It is regrettable that
when the results of the inquiries into business practices in Canada produced only positive results the
opportunity to communicate these favorable results was missed. It is the position of the General
Insurance Council that the industry in Canada has been serving the insurance marketplace very well.
Existing legislation allows for effective regulation in instances of illegal activity.

Ethical conduct and best practices standards can be best developed and enforced by Self Regulatory
Insurance Councils with participation and input from industry, Government and the public.

Respectfully submitted by the Alberta General Insurance Council

Lois Yanke, CIP, CCIB

Chair

July 2003
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Mr. J. M. Hall, Chalrman
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¢/o Financial Institutions Division
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6% Floor, 1919 Saskatchewan Drive

Regina SK S4P 3v7

1
Dear M;/Héuz

Re: T i u and Sa 3

The General Insurance Councll of Saskatchewan (Coundl) appreciates the opportunity to
comment on the CCIR consultation paper. The primary focus of Councll Is pratection of the
consumer. It Is apparent this focus Is also paramount In the work of the CCIR/CISRO Industry
Practices Review Committee.

First and faremost, Councll Is pleased to note that the general findings of the CCIR survey show
there Is no evidence of lllegal Insurance activity In the Canadian marketplace and that most
Insurers have established policles regarding compensation arrangements with sales
Intermediaries.

In Councll’s view, the survey results fllustrate that current regulations which require sales
Intermediaries to act in good falth, and the existence of prudent Insurer practices are serving to
provide an Insurance marketplace where consumers are effectively protected.

In the past 10 years, Councll has recelved only one consumer complaint that could be
attributed to an Issue of intermediary compensation. This sltuation was dealt with effectively
under existing regulatory provisions.

As such, Council finds the options in the CCIR consultation paper are largely based on a
perception of problems rather then substantiated findings that require remedial attention. We
therefore encourage CCIR not to take action on any of the proposed policy optlons unless
existing legistation, Council Bylaws, or Insurer practices are shown to be Inadequate In the
protection of consumers.

Councll Is pleased to offer the following comments In the context of the General Insurance
regulatory framework regarding the three policy options Identifled.
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Page 2 — GICS Response to The Relationships Between Insurers and Sales Intermediaries

1. Codifying Client Interest

The Saskatchewan Insurance Act provides that licensed brokers are held to be the agent of
the insured rather than that of an Insurer, as follows:

(419) (1) No agent shall engage in the insurance brokerage business or hold himself out
as an insurance broker unless he is specifically authorized by his licence to
engage in the insurance brokerage business.

(2) The term ‘“insurance brokerage” shall be construed to include any arrangement

or agreement under which an agent can be held to be the agent of the insured
and not of an insurer.

In addition, the Act requires trustworthiness as follows:

(439) A licence may be suspended or cancelled by the superintendent if, after due
Investigation, he determines that the holder of the licence:

(d) has demonstrated an incompetency or untrustworthiness to act as an
insurance agent.

This section provides the grounds for cancellation or suspension of a licence where a

demonstration of incompetency or untrustworthiness to act as an Insurance agent is
evident.

The General Insurance Councll Bylaws require that:
Section 26, subsection (1), subparagraph (b):
A licensee shall:

(b) act with integrity in all dealings with dients, members of the public, fellow brokers and
insurers.

Integrity Is synonymous with honesty and falr dealing, and the client’s interest must already
take priarity over the interests of any Intermedlary in order for the intermediary to be In
compliance with the current bylaw requiring Integrity. Any further attempt to codify this
may give rise to difficulties when the client’s interest canflicts with the responsibllity of a
broker to inform the Insurer of a condition that may be prejudicial to the Insurer.

Regulatory difficulties may arise In determining whether the interest of the consumer Is
better served by a broker volunteering Information to an Insurer. Validity of coverage and
future Insurability of the client could be put into question If aspects of a risk are not fully
disclosed. Intermediaries are continually balancing the Interests of the client with their
responsibllities to the Insurer.

In summary, Coundil feels the Interests of the consumer are well pratected under existing
regulations and therefore further codification does not appear to be warranted at this time.
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Page 3 — GICS Response to The Relationships Between Insurers and Sales Intermedlarles

2. Performange Linked Bepefits

Councll believes that the presence or absence of compensation when linked to performance
does not in Itself create difficulty for the consumer. In fact, the concept of tying
compensation to how well a job Is done Is central to most business operations In every
Industry. Profit-based commissions, which are the most common In the General Insurance
marketplace, will generally result in lower Insurance rates and benefit consumers by reducing
the Impact of fraudulent or frivolous claims on Insurer results. These provide an Incentive
for Intermediaries to take the time to explain to cllents the effect of a claim on the clients
future premiums and Insurabillty.

If an Insurer wants to promote a certain product, the promotion can take many forms,
Including enhanced Intermediary commission, promotional pricing, advertising or sales
Incentives. Council dees not feel there Is reason to be concerned about any one of these
pramotional tactics as long as the consumer recelves the appropriate benefit from the
product they purchased. A competitive marketplace has a self-policing attribute that should
not be overlooked. Insurers must be allowed to find a balance in thelr relationship with
Intermediarles In order to maintaln a market that can provide wide product cholces for
consumers.

The case for a company relatlonship Improperly influencding Independent advice or actlon by
a broker has not been clearly made by the survey findings or by Councll experlence. The
survey conducted by RIBO would also support this view since no specific evidence of
‘steering’ business based on the relationship between a broker and a company presented a
conflict that warranted further regulatory action.

Generally, when there Is a problem for the consumer It arises because the intermediary did
not provide the product, advice, or pricing that was felt to be in the best Interest of the
consumer. Whether a difflculty arises because of Ignorance of the intermedlary, a lack of
market options, a commission Incentive, or a personal connection to a certaln Insurer or
product, the nature of the problem or impact on the consumer Is not affected. Itis Coundll’s
experience that all such problems can be addressed through the requirements for Integrity
and trustworthiness as referred to in our comments on client interest.

From a regulatory perspective, performance linked benefits are not addressed In Councll
Bylaws nor does the Council have authority to address insurance company compensation
practices. Based on past experience, Councll Is of the general view that company
compensation practices, whether performance related or not, do not require additional
regulatory controls.

3. a w h

Councll has taken steps to ensure compensation over and above the commission Is fully
disclosed to the consumer. The General Insurance Councll Bylaws presently state:
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Page 4 — GICS Response to The Relationships Between Insurers and Sales Intermediaries

Section 27, subsection (1), subparagraph (n):
A licensee shall not:

(n) charge a fee in addition to the premium charged by the insurance company, unless
the fee is disclosed in writing on or with the invoice that is provided to the client. The
disclosure shall include separate dollar values that dearly identify each of the
following:

(i) the total insurance premium charged by the insurer.
(i) the total additional fee charged by the broker.

(7ii) the total premium finance fee if charged by the broker.
(iv) the total of items (i), (1) and (iil).

The concept behind this bylaw s that the contract of Insurance Is between the Insurer and
the cllent, and any additional charges by the Intermediary must be disclosed accordingly.
Because the contract Is between the Insurer and cllent, If there Is a desire for compensation
disclosure, It should be considered at the Insurance company level where protocols can be
established to provide consistent Information related to the price of the product.

The experlence of Council has been that consumers are concerned about thelr coverage and
the cost of thelr pollcy, and that Intermedlary compensatlon Is of little or no Interest.
Whether the Insurer spends 15% of Its revenue an commission and 20% on administration,
or 20% on commission and 15% on administration, seems largely irrelevant. Council Is
uncertain whether the disclosure of commission Is necessary or even If It could be done in a
falr and understandable manner. The full extent of all commission earned, Including profit
sharing commisslon, is not always known at the time of the sale, and the licensee who Is
dealing directly with a client may not be aware of specific commission arrangements or
rates.

The key Issue for consumer protection should focus on whether the consumer recelves the
product, advice, and pricing that Is In thelr best interest. The present Saskatchewan
Insurance Act and the General Insurance Councll Bylaws allow Coundll to protect the
consumer interest by ensuring the competence and trustworthiness of the Intermediary is
dealt with appropriately.

Councll would be pleased to provide additional comments If requested and looks forward to
hearing from CCIR once further decislons have been made.

Yours truly,

skee, AIIC, CCIB
General Insurance Councll of Saskatchewan

JM/amg
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| am responding on behalf of The Great-West Life Assurance Company and its affiliated
life insurance companies (collectively, “Great West Life”) to the consultation paper,
Relationships Between Insurers and Sales Intermediaries (Paper), released for
comment by CCIR/CISRO on June 3, 2005. Our organization is pleased to have the
opportunity to provide this submission.

The Great-West Life Assurance Company is a leading Canadian insurer. It has
interests in life insurance, health insurance, investment and retirement savings and
reinsurance businesses, primarily in Canada, the United States and Europe. In
Canada, Great-West and its subsidiaries, London Life Insurance Company and The
Canada Life Assurance Company, provide individuals, families, businesses and
organizations with a broad portfolio of financial and benefit plan solutions, including
employee benefits, retirement savings and income plans, and life, disability and critical
illness insurance.

Introduction

Great-West Life agrees with and supports the public policy objectives outlined in the
Paper, namely market confidence, informed consumers, level playing field, responsive
insurance regulation, and harmonization and competitive markets. We have reviewed
the Paper’s policy options and the current framework for consumer protection in light of
these objectives, and we present our related views and suggestions in this response.

As is well understood in the insurance industry, life and health insurance products are,
for the most part, sold not bought. Consumers can be reluctant to commit to products
whose benefits are not fully realized or valued at the time of purchase, and where
certain benefits may depend on contingencies which may never arise or may be long
deferred. Moreover, life and health insurance products can be complex and often
require a long financial commitment for maximum benefit. Much of an intermediary’s
time can be spent educating prospective clients who do not actually purchase products
(or may not purchase products from them), or providing ongoing advice and service to
clients long after they have made a purchase.

Given this environment, it is in the public interest that the distribution methods of the life
and health industry serve consumers’ needs. The present, long-standing methods, with
their largely commission-based compensation and incentive structure, have supported a
system that offers consumers, and brings to their attention, a wide range of insurance
products, related advice and on-going service. This has been done with competence,
professionalism, and integrity. It is respectfully submitted that mandating changes to
these distribution and compensation methods should only be done, after careful
investigation and consideration, if a need to do so is apparent.

To date, as the Paper has noted, there has been no evidence of any illegal activities
related to compensation practices in our industry, unlike that which was exposed in the
United States. However, the Paper also suggests that because of certain compensation





practices and relationships between intermediaries and insurers, there may be potential
for bias in an intermediary’s advice.

Be that as it may, any potential for bias should not be considered apart from the
numerous effective and countervailing checks and balances within our industry and
regulatory regimes that address an intermediary’s obligations towards current and
potential clients. Consider, for example, such legislative and regulatory or quasi-
regulatory provisions as the Joint Forum’s Principles and Practices for the Sale of
Products and Services in the Financial Sector, industry standards for disclosure and
other requirements through various CLHIA guidelines and reference documents, codes
of conduct and foundations for best practices from intermediary associations, insurers’
codes of conduct, and intermediaries’ contractual obligations in the interests of
consumers. In addition, of course, there are regulatory bodies which oversee
compliance and are responsible for enforcement.

Industry’s five consumer initiatives

In December of last year, Great-West Life along with others in the life and health
insurance industry committed to five initiatives for enhancing consumer information and
consumer confidence. These include increasing consumer awareness, providing
enhanced product disclosure, conducting a periodic review of compensation practices,
intermediary disclosure of travel incentives to qualify for conferences, and intermediary
disclosure of companies represented, how they are paid, any relationships with
insurers, and conflict of interests.

Even though not specifically noted in the Paper, these initiatives support the CCIR’s
stated public policy objectives and address and satisfy each of the policy options.

Priority of client interests

As previously noted, there is currently a wide range of provisions requiring that priority
be given to the client’s interests and that address the management and disclosure of
conflict of interests, real or perceived. These provisions apply to all intermediaries,
regardless of the number of companies they may happen to represent or with which
they transact business.

More and more, clients expect an intermediary to provide them with financial security
advice and recommendations after a fact-find and an analysis of their needs. And
intermediaries have legal obligations to their clients to whom they provide advice. This
aspect of an intermediary’s role is well emphasized in the Life Licensing Qualification
Program (LLQP). Often intermediaries provide advisory services for consumers who
ultimately do not purchase products from them.





We would support a partnered, appropriately timed initiative (see below), between the
CCIR and CISRO and industry, to review and assess current consumer protection
provisions to determine if enhancements are required. If such are, we would welcome
the opportunity to work together to develop these provisions. If, however, there is no
such need, then adding more layers of rules and requirements will only be burdensome
and inefficient, with the associated costs being ultimately borne by the hapless
consumer.

Transparency and disclosure

The Paper suggests enhancing transparency of compensation, ownership and other
financial interests. This was also the industry’s focus when developing the consumer
confidence initiatives in response to concerns about compensation practices and related
impact on intermediaries’ objective advice and recommendations.

The new advisor disclosure protocol, outlined in the CLHIA’s Advisor Disclosure
Reference Document, encompasses compensation, including eligibility for monetary
and non-monetary incentives, as well as any conflicts of interest and ownership and
other financial links. Our companies are currently implementing this requirement for
each distribution channel. In addition, auditing and monitoring measures are being
developed in conjunction with the implementation.

We are confident that this industry commitment to disclosure will, once implemented
and entrenched in the intermediary’s business practices, provide life and health
insurance customers with ready access to clear and meaningful advisor-related
information, helpful in guiding them with their decision making.

At this point, we believe that the most appropriate action is to allow for the unfolding of
the industry’s enhanced disclosure efforts. We suggest that the industry, through the
CLHIA, should work together with regulators to determine an appropriate protocol for
the assessment of the effectiveness of this initiative as measured against the public
policy objectives noted in the Paper, once experience under the initiative has been
gained.

Performance - linked benefits

The Paper raises for discussion the possibility of restricting or prohibiting performance-
linked benefits (e.g. bonuses) and non-monetary incentives (e.g. consulting support,
travel) since these may contribute to a perception of or actual conflicts of interest on the
part of the intermediary.

The potential for conflict of interest or biased advice must be weighed against the
benefits of performance-linked incentives, a long-standing practice in the industry that
has passed the test of time. As presented in the introduction, the industry’s





compensation methods support a valuable distribution system that offers consumers,
and brings to their attention, a wide range of insurance products, related advice and on-
going service. Current methods of remuneration and incentives in the life and health
insurance industry have been challenged, restructured and replaced over the decades,
but to date have not moved far off the traditional model.

Intermediaries spend much time and effort analyzing a consumer’s needs before
recommending suitable financial products. When this effort does not lead to a
commissioned sale, incentives need to be provided that motivate intermediaries to
continue to provide this valuable service.

Although not identified in the Paper, it is relevant to note that it is also common practice
in the industry to offer incentives based on performance associated with retention and
guality business. Rewarding efforts that reflect best practices and support consumer
interests should continue to be encouraged.

We believe that fundamental to a program of incentives is a focus on meeting the
client's needs. Our industry applies checks and balances that monitor, assess and
address intermediaries’ business practices that would suggest client needs or interests
are being discounted. With these measures in place, performance-linked benefits do
not compromise the quality of the advice provided by the intermediary. This is
consistent with the absence of any proof of systemic adverse impact.

Given that there is no empirical evidence connecting performance-linked benefits with
biased advice, and given that the implementation of advisor disclosure is underway, we
suggest that our industry be allowed a reasonable timeframe within which to establish
the practices associated with these initiatives before further study (which would entail a
significant commitment of time and resources) or further regulatory measures are
considered.

Conclusion

An essential element in evaluating any sales environment, commissioned or otherwise,
and regardless of the number of companies any given intermediary might represent, is
this: were consumer needs met?

To this end, assessment and monitoring processes applied by insurers are influential
and necessary in helping ensure an intermediary’s level of objective advice. Even
though peripheral influences, real or perceived, may be poised to adversely affect an
intermediary’s objective advice, these influences are significantly mitigated because of
these measures.





By adding the five consumer confidence initiatives to the current framework of
protection measures for consumers -- which has at its centre a strong commitment to
the priority of client interests -- our companies, and other companies in our industry,
have reaffirmed their commitment to providing consumers with access to sound and
relevant advice and an appropriate range of products and services designed to meet
their financial security needs.

We welcome the opportunity to continue to dialogue and work together with CCIR and
CISRO, through CLHIA, to review and address appropriately, in a timely and effective
manner, the areas of concern presented in the Paper. And once again, we thank you
for the opportunity to make this submission.
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Stephen Paglia

Policy Manager (A)

CCIR Secretariat

5160 Yonge &, Box 85
17" Floor

Toronto, Ontario, M2N 6L 9

E-mall: Spaglia@FSCO.GOV.ON.CA

This letter responds to the invitation of the Industry Practices Review Committee (IPRC)
to submit comments, suggestions and ideas regarding the issues described in the
consultation paper entitled Relationships Between Insurers and Sales Intermediaries.

The undersigned are stakeholders by virtue of their roles as Managing Generd Agents
(MGAS) dso known as Managing Generd Underwriters or Wholesalers in both the
Property & Casudty (P&C) and Life and Hedth (L&H) insurance classes.  Inthat
respect we are considered intermediaries. However it is our main concern that the IPRC
distinguishes the MGA role from that of Retail Agents and Brokersin any new

regulation.

MGASs perform an important role in the marketplace in providing specidized insurance
that is not normdly available from main lineinsurers.  We estimate between $750
million and $1 billion of combined commercid P& C and L&H premium iswritten
annudly in Canada by MGAs

MGAs solicit, underwrite and quote risks, issue policies, collect premiums and
sometimes adjudicate clams for unique or specia classes of risk on behaf of their
supporting Insurers, distributing those specidized products to retail agents and brokers.

MGAs have acquired specialized knowledge and experience that the supporting insurer
does not have and thus the insurer delegates his role to the MGA in those classes through
Underwriting Agreements or Binding Authorities. Competent underwriting performance
lies a the heart of the MGAs rdationship with their insurers. If underwriting performance
deteriorates, the relationship fails and a va uable marketing resource for retail brokersis
logt.





To oversmplify somewhat, the MGA is digned with the interests of the Insurer
contrasted with the retail broker whose role is to serve the insured.

The MGA has no direct retail service cods. Their function is soldly to underwrite on
behdf of their insurers, their retained compensation includes a lower percentage
commission than the sandard retail commission and a higher Contingent Profit
Commission (CPC) based on the profitability of the block of business being underwritten
by the MGA. Asaresult, CPCs are usudly a sgnificant percentage of the MGAs
remuneration.

We therefore ask that IPRC' s final report recognises:

() The importance if the underwriting role played by MGASs and their rdiance on
underwriting profit to insurer support for classes of business which standard
insurers cannot or will not write.

(i) CPCs are entirely congstent with the underwriting objective. A
recommendation to prohibit CPCs would have the effect of sgnificantly
reducing insurer support for Canada s most difficult commercial classes.

(iii)  Theimportant difference between premium volume incentives offered to retall
brokers (which have come into disrepute) and profit incentives offered to
MGAs.

(iv)  Notdl MGAsarelicensed or are required to be licensed in every jurisdiction.

(v) Although provincid regulations do not make a distinction between MGAs and
retail brokers, MGAs are not required or expected to provide professiond
advice to the client. Indeed they rarely have any direct contact with the client
adl.

(vi)  MGASs cannot control the insurance transaction at the point of sae therefore
any MGA compensation disclosure must be satisfied in another manner. For
example, Elliott Specid Risks Ltd includes a compensation disclosure
document on its web-dSite.

The undersigned therefore respectfully submit that any limitation or prohibition on the
practice of insurers offering Profit Commissions should be gpplied only to Retall
Insurance Agents or Brokers who represent the interest of clients and not applied to
MGASs who properly represent the interests of the insurers.





The undersigned would be pleased to meet with the IPRC to further discuss this and any
other matter affecting these issues.

Respectfully submitted,

David Eagtaugh, Elliott Specid Risks
Michael Harrison, South Western Group
Jean Lauren, ENCON

Mike McLachlan, Creechurch

Bob Morrison, Canada World Wide
Bill Sutton, Wm Sutton & Co
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July 27, 2005

Mr. J. M. Hall, Chairman

Canadian Councll of Insurance Regulators

¢/o Saskatchewan Financlal Services Commission
6" Floor, 1919 Saskatchewan Drive

Regina SK S4P 3v7

Dear Mr. Hall:
e: The Relationships Between rers an termedigari

The Hall Insurance Councll of Saskatchewan (Councll) appreclates the opportunity to comment on the
CCIR consultation paper since the Cound! has a specific mandate regarding consumer protection.

Councll was pleased the CAR survey did not find any evidence of Illegal Insurance activity In the
Canadlan marketplace. The survey, In no small measure, has served to reinforce the effectiveness of
the current regulatory system as well as provide important information about Industry policles and
practices regarding the relatlonship with sales intermediaries.

Councll belleves the absence of evidence regarding any lllegal Insurance activity Is largely attributable
to a regulatory regime that requires sales intermediaries, above all, to act in good falth and to the
existence of prudent Insurer policies and practices.

Coundl! nates it has not recelved any complaints from consumers directly about Intermediary
compensation and, since its inception In 1986, has never found a specific Issue that could not be dealt
with under existing regulatory provisions.

Coundll belleves the optlons presented in the CCIR consultation paper are largely based on an
apprehension of problems rather then on specific problems Identifiable to the survey findings or to
direct consumer experlence. We, therefore, expect CCIR willl not take action on any of the proposed
policy options without a further determination of need since existing legislation, bylaws, and industry
policles appear to provide an effective level of consumer protection.
1. Codifying Client Interest

The Saskatchewan Insurance Act

(419) (1) No agent shall engage In the Insurance brokerage business or hold himself out as an

insurance broker unless he Is specifically authorized by his licence ta engage in the
insurance brokerage business.

www.skeoundl.sk.ca
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(2) The term “Insurance brokerage” shall be construed to Include any arrangement or
agreement under which an agent can be held to be the agent of the Insured and not of
an Insurer.

This section of the Act applies to a hail agent or agency and requires them to act as the agent of
the Insured whether they sell for only one or a multiple of hall companies.

The Hail Insurance Council Bylaws
Section 12, subsection () states:
A licensee shall:

carry on business In utmost good falth In conformity with the provisions of these Bylaws and
the law of each jurlsdiction In which the licensee holds a licence.

Section 13, subsection (b) states:

A licensee shall:

act with integrity In all dealings with cllents, members of the public, fellow brokers and
insurers.

Proposed Council Bylaws

The Coundlls are In the process of creating new bylaws. The standard wording under Bylaw 8 —
Misconduct, willl state:

For the purpose of the Act, regulations and bylaws, misconduct is a question of fact but any
matter, conduct or thing, whether or not disgraceful or dishonorable, that is contrary to the
best interests of the consumer or licensees or Insurance companies or tends to harm the
standing of licensees In the Insurance Industry Is misconduct within the meaning of the Act,
regulations and bylaws.

Councll belleves the existing regulatory provislons provide an appropriate level of consumer

protection therefore new or additional measures are not required at this time.

2. Restricting Performance Linked Benefits
The Saskatchewan Insurance Act

A licence may be suspended or cancelled by the superintendent If, after due Investigation,
he determines that the holder of the licence:

www.skcouncil.sk.ca
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(d) has demonstrated Incompetence or untrustworthiness to act as an Insurance agent.

This section provides the grounds for cancellation or suspension of a licence where a demonstration
of Incompetency or untrustwarthiness to act as an Insurance agent Is evident.

The Council Bylaws

The restriction of performance Iinked benefits Is not addressed In Councll bylaws ner does Council
have the authority to address insurance company compensation practices as the regulation of
Insurance companies has not been delegated to the Councll.

Councll Is not aware that perfarmance linked benefits are a practice In the hall Industry and has not
recelved any complaints or evidence to suggest that agents are acting outside of existing rules.

3. Transparency of Compensation
The Hail Insurance Council Bylaws
Section 13, subsection (m):

A licensee shall not;

(m) charge any fee on an Individual policy of insurance In excess of the premium charged by the
Insurer, unless such fee has been clearly explained in writing to the insured. Such
explanation must Include the amount of the fee and the reason for the charging of such fee.

A licensee may charge a fee for services pursuant to a prior written agreement entered into
between the licensee and the policyholder or other person regarding any such proposed fee,
provided that such procedure does not contravene any law or does not involve the
unauthorized practice of another profession.

Councll understands that hall commission rates are filed with the government together with the
annual premium rates as standard practice. The disclosure of agent commisslon could pose a real
concern for agents because the calculation of commisslon varies with the premium rate and type of
crop covered. Glven that an agent will routinely file multiple crops with multiple rates on every
application, the calculation process would be quite time consuming and cumbersome. It s,

therefore, common for an agent to simply ask the Insurer to caslculate the commission and remit It
to the agent later.

Agent commission does not seem to be a concern for consumers because no complaints have ever
been flled with Councll about agent compensation. As such, consumers may view commission
disclosure as unnecessary and detracting from efficlent service given that commissions are
standard In the Industry and the added length of time to complete a transaction.

If commisslon disclasure Is to be considered, it may be more effective for the insurer to declare the
commisslon on the face of the policy prior to sending it to the Insured.

www.skeouncll.sk.ca
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The Council would be pleased to provide additional comments If requested.

Yours truly,

EG/amg

www.skeouncll.sk.ca
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Deur Jim;

Re: Response to CCIR Paper
On behalf of the Board of Directors of the Insurance Brokers’ Association of Saskatchcwan
(TBAS) T would like to thank you for the opportunity to respond to the Canadian Council of

Insurance Regulators’ consultation paper on the Relationships between Insurers and Sales
Intermediaries dated June 2, 2005.

Pleasc find attached TBAS’ response.

IBAS would be pleased to respond to any questions or comments relating to the paper.

Yours truly,

Execulive Director

EG/rs
Encl.
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Response to the CCIR Indusiry Practices Review Commlﬁég HCE

August 3, 2005

Introduction

The Insurance Brokers' Associatlon of Saskatchewan (IBAS) Is pleased to comment on the
CCIR Industry Practices Review Committee consultation paper regarding the relationship
between insurers and Iintermediaries.

The CCIR survey appears to suppart our bellef that broker service to Insurance consumers and
broker relationships with Insurance companies are operating within acceptable standards, We
feel the existing regulatory environment together with a competitive and princlpled insurance
marketplace provides Insurance consumers with an appropriate level of public confidence.

IBAS believes several factors should be taken Into consideration before any new or additional
measures to enhance public confidence in the property and casualty industry are contemplated:

1. Any new regulatory response should only address those areas where speclfic problems
have arisen or where a need for further action can be demonstrated.

2. Any new regulation should recognize and preserve the differences between the risk
management sector and the wealth management sector of the financlal services industry.

3. Any new regulatary response should provide a specific and definable benefit since any
Increased cost wlll ultimately be borne by the Insurance consumer.

4. Any new regulation should not work to the favor of ane segment of the insurance Industry
aver anather.

IBAS understands some regulators belleve that harmonizing P&C Insurance regulations with the

rest of the financial services sector Is necessary however we believe CCIR should maintain the
current status of separate P&C regulations.
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Saskatchewan’s Regulatory System Provides Consumer Protection

The regulatory regime In Saskatchewan, which requires a license for all P&C insurance brokers
and agents, has served consumers well for almost two decades. Every licensed broker must
adhere to the General Insurance Councll of Saskatchewan (Council) bylaws which include
conduct and trade practice provisions.

Persons who apply for a property and casualty Insurance license must first pass a pre-licensing
course, receive police clearance and obtain E&O caverage. Once licensed a broker must attaln
additlonal insurance knowledge If they wish to obtain a higher level of license or manage a
brokerage and they must meet annual continuing education requirements In order to maintain
thelr license.

The mandatory pre-license Insurance courses (Fundamentals of Insurance or Canadian
Accredited [nsurance Broker) stress that utmost good faith Is one of the three principle elements
unique to a contract of Insurance (the others are insurable interest and indemnlty). The courses
also clarify that a general duty of care is owed by an agent to both the Insured and the insurer.

The priority of cllent Interest Is codified In the Councll bylaws and supported in law whereby all
brokers and agents are treated the same to the degree they are the link between the Insurer
and the insured and bear the consequence of any action between the two parties.

The fact a broker retains the exposure for an error or omission additionally ensures that client
interest is uppermost in any Insurance transaction.

Consumers also have specific recourse if a breach of professional practice occurs since the
Councll will Investigate and discipline or suspend the license of a broker If It sees fit.
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IBAS Supports an Orderly and Competitive Marketplace

IBAS Is a strong proponent of effective regulation and has consistently supported the efforts and
bylaws of the General Insurance Councll of Saskatchewan.

IBAS malntains a separate "Consumer Protectlon Fund" for the purpose of compensating
eligible claimants who have suffered financlal loss of premiums, fees or insurance benefits due
to the Insclvency, misappropriation or fraudulent act of any brokerage member of the
association. This fund exceeds the provisions mandated by the Insurance Council for licensed
brokers in Saskatchewan.

IBAS has adopted a Consumer Gulde to P & C Transactions and recommends It to all
members. The guideline Is posted on the website at www.lbas.sk.ca.

IBAS members act In the interest of clients whether they are acting as an "Independent broker”
or as an "agent” in the sale of compulsory public auto Insurance. Public auto Insurance has had
a significant influence on the Insurance perspective of Saskatchewan people since 184S. The
universal and government nature of public aute Insurance has given consumers an expectation
about standards of service and product knowledge that extends to other lines of insurance
regardless of what insurer a broker may represent. The consumer assumes the broker or agent
Is acting for them unless they are informed otherwise or they would simply deal directly with the
Insurer.

IBAS has fought tirelessly against market-conduct practices such as tied selling, rebating and
sales by unlicensed persons that seek to commaoditize insurance and distract consumers from
assessing the product strictly on Its merit in relation ta thelr needs.

IBAS Is generally supportive of industry Incentive programs. The nature of the P&C product and
the regulatory framework currently in place effectively provide safeguards against abusive or
aggressive sales tactics.

This support Includes contingent profit sharing which has as much to do with providing an
incentive for ongoing risk management and after-sales service as for the Initial placement of the
risk. Profit sharing can be viewed as serving the public in that it removes the onus from making
the sale and places It on servicing the customer ever the long term. The random aspect of profit
sharing means a brokerage may lose its bonus if one Insured suffers a major loss during the
course of a year. ‘

IBAS Is not aware of any concerns expressed by Saskatchewan consumers about the

relationship between P & C insurers and brokers nor Is it aware of any specific problems raised
by the General Insurance Councll in this regard.
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Policy Options

IBAS is pleased to offer the following comments on the policy options identified by CCIR.

1. CLIENT INTEREST

Notwithstanding the issues that arose in the USA, IBAS believes It Is unfair and wrong minded
to presume the Interests of brokers and customers regularly conflict or a broker will act in their
own self-interest to the detriment of thelr customer as a matter of practice. Nothing could be
further from the truth so It Is not surprising that no evidence was found In the CCIR survey, or In
the RIBO survey, or In Saskatchewan consumer experlence to support such a conclusion.

In fact, the existence of a strong industry code of ethics, a regulatory regime that requires
Integrity and utmost good faith on the part of all Intermediarles and the competitive forces of a
princlpled Insurance industry combine to ensure Saskatchewan consumers are well-served
within the context of an orderly and competitive environment.

Protecting the Interest of the client begins with a broker obtaining enough information about
client needs to make a recommendation that reasonably ensures the Insurance product or
service will sult those needs. The broker's role Is then to facllitate the client's declislion se it can
be made on how well the attributes of the product sult the need and not just the price, since the
lowest price may not necessarily satisfy those needs.

IBAS recognizes that price Is a serlous conslideration in any business decision and ultimately all
insurance, Including home and auto insurance, is essentially a business decislon. It Is
unfortunate that auto insurance, which Is often price driven, has captured the attention of the
media and many politicians because It does not accurately reflect the majority of day to day
decislons made In the marketplace.

The insurance marketplace is a remarkably competltive environment and buyers have a wide
array of options. There are over one hundred Insurance companies and almost 2,000 licensed
P&C brokers, agents and agencies operating in Saskatchewan. This level of competition helps
keep companles, brokers and agents responsive and accountable which promotes good
consumer service.

Consumers also have power in a competitive marketplace. If a consumer is offered terms or
coverage that Is below par or a price that is inexplicably higher than others, or service that does
not create value, the consumer will move their business to another broker or distribution
channel. This reality constitutes an Important first line of consumer choice and power.

Competition works to the advantage of the consumer because the broker wants to retain
customers and build value for their business so the broker Is motivated to serve all customers
well. In those instances where a broker might act outside the norm a proven, effective
compliance system exists to deal with the situation.
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2. PROFIT SHARING

IBAS and many others within the industry vlew profit sharing as a legal and effective means of
rewarding insurance brokers. Profit sharing is provided by an insurer because value Is created
by a broker who properly assesses the risk.

Profit sharing, Industry wide, makes up less than 3% of Insurance palicy premium which Is
generally less than the amount pald to government in the form of premium taxes therefore It
should not be seen to unduly Increase the premium required by the insurer.

Profit sharing benefits all three partles In an insurance transaction.

Brokers with profit-sharing agreements are motivated to perform effective front-line
underwrlting and risk-evaluation (functions likely to be more expensive if handled solely by
the insurer). Brokers also assist cllents with claim prevention by providing professional
advice and local knowledge.

Insurers beneflt because brokers present better qualified and more properly priced
business, and

Consumers benefit from favorable pricing and policy terms which encourage the application
of risk management practices suited to thelr needs.

IBAS has not seen any evidence that Independent brokers 'steer’ business to a specific Insurer
because of a potentlal bonus payment. Profit sharing arrangements are standard throughout the
industry and a broker Is not aware of a potentlal galn when the business Is placed with any
particular insurer. It Is noteworthy that the survey conducted by RIBO effectively supports this
view,

IBAS encourages CCIR to recognize the sound business practices behind P&C company profit
sharing plans. We understand this may not be the case for some incentive programs found In
the wealth management sector however this is a good example of why P&C Insurance should
not be held to the same regulation In this regard.

3. DISCLOSURE

IBAS believes a broker should ensure thelr client Is fully informed of all relevant Information
before they make an Insurance buying decision. As such, brokers should routinely and clearly
describe price, product and service to thelir clients including how the transaction matches their
needs. |BAS recognizes that some brokers may not routinely provide this same level of
Informatlon for all renewal business unless the client asks for it.

IBAS belleves brokers routinely do provide information abaut their remuneration if requested by
the customer and the Councll bylaws specifically require a broker to disclose any fee outside of
the premium to clarify these additional charges if any. IBAS recagnizes however that the abllity
to describe remuneration for commercla! Insurance clients may be different than for personal
lines or auto Insurance transactions.
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IBAS feels mandating commission disclosure Is unnecessary since commission rates are
standard in the Industry and consumers understand the commissiaon is part of the premium they
pay. IBAS contends commission disclosure would simply distract consumers from making thelr
insurance decislon specifically on the attributes of the product and on the premlum charged by
the insurer.

IBAS however belleves a broker should disclose an Insurer relationship If the relationship
presents a conflict of Interest for the broker. A broker who acts In conflict with their professional
responsibility to the cllent can and should be appropriately dealt with through existing
regulations.

IBAS Is concerned however, that a regulator might consider a business loan a conflict because
it is presumed the broker ‘owes' the Insurer who provided it. Insurer loans are common In the
P&C Industry because other lenders wlll not glve a broker access to capital to improve or
expand thelr business. These loans are provided, as a practice, by Insurers to Saskatchewan
brokers without specific volume or other commitments.

IBAS understands why regulators might want to look at volume driven sales incentive programs
such as exotic trlps however these are not the norm In the P&C industry and It is our
understanding that any Insurers who may have offered them In the past are no longer doing so.
Recognition should however be given to Incentive programs that provide access to employee
education programs or other business services that ultimately benefit the consumer. I1BAS
belleves regulators would be best served by working with the Insurance industry to develop
principle-based guldelines to assist with compliance In this regard.

Summary

CCIR is encouraged to recognize the substantive differences that exist between the P&C
insurance sector and the wealth management sector in terms of product and insurer, agent and
client relationships. These differences are important to why they should not be treated the same
from the broader regulatory perspective.

There Is a long history of experience and accountability within our current regulatory regime. It
has served consumers well for many years and has the specific advantage of reacting quickly
and effectively to new concerns if and when the need arises.

Based on the evidence at hand, It is our contention that there is no need to contemplate any

further regulatory actlon relative to the relationship between P&C Insurers and thelr
Intermediaries.
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Mr. Stephen Paglia

Policy Manager

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, ON
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Dear Mr. Paglia:

We would like to thank the Canadian Council of Insurance Regulators and the
Canadian Insurance Services Regulatory Organizations for the opportunity to
comment on the various policy options considered in its consultation paper on
the Relationships between Insurers and Sales Intermediaries.

Through our insurance affiliates, we are the largest provider of P&C insurance
in the country: more than 3 million customers rely on us to protect their houses,
cars or businesses. They purchase their protection directly from us through call
centres and the Internet, or through a network of 2,800 independent brokers. In
addition, we are the owner of Canada Brokerlink, one of the largest brokerages
in the country and we are shareholders in a number of brokerages.

As the leading P&C insurer in the country, we sincerely appreciate and
congratulate you on your efforts to promote the integrity and the reputation of
the industry and its intermediaries. We also appreciate your hard work in
fostering a healthy insurance industry and your objective to develop a
regulatory framework aligned with the new market realities of the P&C
insurance industry.

Our comments on the three policy options build upon the work performed over
the last few years by the property and casualty insurance industry in developing
a modern regulatory framework where risk-based supervision and corporate
governance would be used to pursue the policy objectives set by regulators.

ING Canada Inc. Phone: 416 941 5339
181 University Avenue, 7th Floor Fax: 416 941 0006
Toronto, Ontario M5H 3M7 Email: claude.dussault@ingcanada.com





Codification of the priority of the client’s interest

As described in your consultation document, the duties and obligations of the
property and casualty insurance brokers towards their clients are already
governed by licensing requirements and codes of conduct. Furthermore, most
industry associations and self-regulatory organizations have, over the years,
governed the relationship between brokers and their clients by introducing
codes of ethics, rules or guidance for brokerages. Most industry associations
require their members to avoid conflicts of interest or, if they occur, to disclose
the nature of their business relationships with insurers or adopt specific
requirements.

We firmly believe the current framework clearly establishes that the clients’
interests take priority over the insurance brokers’ interests. We also believe that
there already are mechanisms in place to deal with situations where business
relationships may create potential conflicts. As such, the policy objectives
pursued by the CCIR have already been integrated in the current framework in
which brokerages operate.

However, these policy objectives could be easily accommodated by adopting
the “Principles and Practices for the Sale of Products and Services in the
Financial Sector”, recently developed and published by the Joint Forum of
Financial Market Regulators. These principles and practices already describe
the priority of the clients’ interests, the actions to be taken in case of a conflict of
interest, and the required level of disclosure. As a result, we strongly suggest
that the CCIR members work in consultation with their respective provincial
intermediaries, associations or self-regulatory organizations to promote the
integration of these principles and practices within their own framework.

The adoption of these principles, as noted by the Chair of the Sub-Committee of
Joint Forum, “will result in benefits for consumers without imposing burdensome
regulatory requirements on financial intermediaries...”

Restrictions to performance-linked benefits offered to intermediaries

The issues raised regarding the compensation of brokerages should be
examined in light of the various roles these intermediaries play in the sale and
purchase processes of property and casualty insurance products.

Brokers are, first and foremost, advisors and distributors of insurance products
and services to their clients. They help buyers to identify the coverage they
require and match buyers with insurers who have the capacity, the appetite and
the financial strength to underwrite their clients. While price is an important
component of the sale process, the decision to direct one client towards one
specific insurer is rarely based on price alone. Products and services offered by





an insurer, its reputation for claims settlement and its financial strength are also
determining factors.

To accomplish this advisory and distribution roles, brokers are paid a
commission, known as regular commission, which is tied to the sale of a given
product to an individual. This commission is expressed as a percentage of the
premiums paid by the clients. These percentages are standard within the
industry or within each insurance provider. However, they may vary slightly
depending on the nature of the services that brokers are rendering to clients on
behalf of the insurers.

In addition to these functions, brokers also have a contractual responsibility with
insurers as “front-line underwriters” since they have the authority to bind, at any
time during the sale process, any insurer with whom they have established a
business relationship. As such, they are responsible to ensure that the risks
they agree to assume on behalf of insurers meet the target segments of these
insurers, their appetite and that proper risks are selected. For acting as front-
line underwriter for insurance companies, brokers are compensated through
what is known as contingent commissions. These commissions, contrary to
regular commissions, are not tied to sale of a specific product. Instead (while
they can vary from insurer to insurer), they are based on a combination of
performance-linked criteria such as the profitability and volume of the portfolio
placed with an insurer, as well as the growth and retention of the businesses
offered to a specific insurer.

We strongly believe that the professionalism showed by brokers in the past,
their commitment to their clients and the current framework supporting all
brokerage operations (codes of conduct, licensing requirements, etc.) ensure
that these performance-linked programs do not influence their advice or
recommendations to their clients. However, we agree with the CCIR’s
assessment that some components of these programs may appear to the public
to create potential conflicts of interest in the sales process.

Profitability measures should not appear (nor be perceived) as a conflict of
interest in the sale of a given product to a specific client. These measures
simply reflect the overall financial performance of a portfolio, and are
compensation for the broker’s function as front-line underwriter in risk selection
on our behalf. These commissions, by aligning the interests of buyers and
insurers, facilitate the efficient operation of the insurance markets and
encourage brokers to place high quality business with a given insurer.

We also believe that profitability-linked programs with different percentage pay-
out levels based on volume should not create an appearance of conflict of
interest. These varying levels of pay-out should be considered legitimate since
they reflect the varying levels of transactional efficiency gained by insurers and
brokers. There are fixed costs for insurers in dealing and managing their





relationship with any given broker. By having a larger volume with any
brokerage, an insurer reduces its unit costs. While there might be risks that
clients might be steered towards a given insurer as a result of volume-based
commissions, this economic criterion alone should not impact the quality of
advice provided by brokers to their clients. Any broker who would assign a
specific risk to an insurer in the pursuit of higher contingent commission could
jeopardize his regular commission if the client becomes dissatisfied and decides
to deal with a different brokerage or directly with an insurer.

However, we appreciate that the growth and retention components of some
programs may be perceived as a potential conflict of interest. Consequently, we
are in agreement with a proposal aimed at promoting the public disclosure of
such practices, as discussed in the next section of this document. In light of the
increased transparency environment we are recommending, insurers and
brokers may reconsider their inclusion in their performance-linked
compensation program.

As a result of this analysis, we would suggest that contingent commissions
programs be maintained as a component of total broker commission. However,
we recommend that the CCIR look at the possibility of promoting a greater
disclosure of these programs through principle-based guidance to insurers and
intermediaries. By maintaining the existence of performance-based
compensation, the regulators will ensure the current market efficiencies and
insurers will have the opportunity to complement their current programs with
innovative criteria that would further promote the policy objectives pursued by
regulators.

Enhance transparency of compensation, ownership and other financial
interests

We firmly believe that disclosure is the best tool available to address any
perceived or real conflicts of interests between brokerages and insurers. This
approach is congruent with the policy initiatives adopted by financial service
regulators across North America and Canada over the recent years.

Furthermore, disclosure practices have evolved the furthest to meet changing
market realities. Over the last ten years, the financial service industry has
witnessed many structural developments including the abolition of the traditional
pillars, the entry of new competitors, the acquisition of distribution networks by
financial service providers, as well as the blurring of the lines between the
distribution networks.

The P&C industry was not immune to these changes with the growth of direct
insurers, the creation of large brokerage networks, the emergence of
consolidators within the brokerage industry (sometimes supported by insurers),
and the acquisition of brokerage networks by insurers.





New business models also emerged where brokerages and insurers formed
closer relationships through portfolios transfers or concentration agreements. All
these developments took place as a result of major changes and shifts in the
competitive landscape of the financial services industry in general, and the P&C
industry in particular.

While these changes supported a number of policy objectives pursued by
government and benefited the consumers, they raised new governance issues
and challenges in a number of jurisdictions. The regulators of these jurisdictions
addressed these issues and challenges through enhanced transparency. The
fundamental premise is that the consumer should be in a position to make an
informed purchase decision on both the product he is buying and his full
knowledge of the relationship between his advisor and the provider of the
service.

As a policy option, we fully support the concept of regulators working with the
P&C industry to identify and develop a set of best practices for disclosure. IBC,
the Ontario Brokers Association and RIBO have made tremendous progress
over the last six months in providing consumers with meaningful information not
only on the products they are selling but also on the business relationships that
may exist between brokers and insurers. We would recommend that provincial
regulators consult with their own stakeholders on how to build on this initiative.

Conclusion

As you could see, most of the policy issues raised in the consultation document
may be addressed through principle-based approaches where the various
regulators, individually or in concert, would work with industry associations to
develop principle-based guidance on the rules that insurers and brokerages
should follow to ensure the attainment of the policy objectives we all share.

While overall guidance might apply to all players, the CCIR should recognize
the numerous differences which exist between the P&C and the L&H insurance
industries and between the various types of intermediaries.

Again, we appreciate the invitation to comment on the various policy options
considered by the CCIR and the CISRO. We are also looking for the opportunity
to answer any of your questions.

Sincerely,

AN LI

Claude Dussault
President & Chief Executive Officer
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I ntroduction

Imagine Canadais aregistered charity that advances knowledge and relaionshipsto
fodter effective and sustainable charitable and nonprofit organizations. This submisson
gpeaks from the perspective and experience of awide range of non-profit and charitable
organizations in Canada, here collectively referred to as the voluntary sector. It offers
background information on the voluntary sector followed by a description of the impact
of volatile insurance premiums and coverage on voluntary sector organizations. It then
responds directly to the specific questions for stakeholderson P & C insurance, and
offers supplementary recommendations.

The Voluntary Sector

The voluntary sector isacentral feature of Canada's socia infrastructure that touches the
lives of millions of Canadiansin areas such as socid sarvices, arts, faith, sports,
recregtion, and environmental protection. These organizations contribute directly to our
quality of life and are avita part of the economy. The sector includes an estimated
161,000 registered non-profit and charitable organizations® plusinnumerable
unincorporated groups that have formed to respond to the needs and aspirations of their
communities.

In 2004, Statistics Canada published itsfirst detailed andys's of the size and scope of the
voluntary sector as a contributor to the Canadian economy. It found that the voluntary
sector contributes almost 7% of the total national GDP?. To put that in perspective, it is
eleven times larger than the motor vehicle manufacturing industry, four times larger than
agriculture, and over twice that of the mining, oil and gas extraction indudry. It is more
than 50% larger than Canada s entire retail trade industry.® Sociad services, culture and
recregtion, development and housing, religion, business and professond associations/
unions, and hedlth are the primary activity areas®.

Impact of a Hard Market on the Voluntary Sector (VS)

Voluntary sector organizations (V SOs) rely on insurance products and services to finance
therisks of their activities. As demonstrated above, they represent asgnificant
proportion of insurance consumers.  The recent hard market in ligbility insurance has
affected thousands of voluntary organizations to the extent that some important
community services have been lost. Two-thirds of respondentsto aregiona survey of

V SOs reported that the sudden increases in insurance premiums affected their ability to
offer programs and services.

! Statistics Canada. (2004) Cornerstones of Community: Highlights of the National Survey of Nonprofit and Voluntary
Organizations. 61-533-XPE, at 7, online: http://www.statcan.ca/english/freepub/61-533-XIE/61-533-XIE2004001.htm.
[“Cornerstones of Community”]

2 Statistics Canada. (2004) Satellite Account of Nonprofit Institutions and Volunteering. 13-015-XWE, online:

http://www.statcan.ca/english/freepub/13-015-X 1 E/2004000/economic.htm[“Satellite Account”]
% satellite Account .  The comparative figures include the value of volunteer work.

4 Comerstones of Community, at “Other Organizations...”
® See“Edmonton Chamber of Voluntary Organizations (ECVO) Insurance Liability Study” (2004) at:
http://www.voluntary -sector.ca/eng/liability/ecvo/doc7.cfm





Andysis of these experiences indicates that affordability and stability of premiums are

not the only issues®. Another fundamental concern is ensuring access to appropriate
insurance lines and coverage.  True access requires not only that a suitable insurance
product exist, but dso that it come to the attention of the prospective customer that needs
it. We therefore welcome and gpplaud this CCIR/CISRO initiative in investigeting the
digribution channds in the insurance ddlivery chain.

General Comments on the Proposed Policy Options

Due to the unique nature of some V'S activities and risks, routine “ off-the- shelf”
insurance solutions are not dways appropriate.  In some cases, insurers have devel oped
customized products to address VSO needs, but those products are not ways widdy
known to or readily available through local intermediaries. In other cases, insurers are
amply unfamiliar with VS activities and risks and ather dedline to offer insurance or
priceit a levelsthat the organization Smply cannot afford.

In elther case, if the intermediary does not seek quotations beyond its usud short list of
insurers, the customer may miss opportunities that are otherwise avalable in the
marketplace. Y our proposed policy options have therefore been assessed from the
perspective of how well they would help bridge that perceived gap.

Policy Option 1: Codify the priority of the client’s interest

A sgnificant proportion of VSO insurance consumers may aready assume that an
intermediary is acting in their best interests above dl. Entrenching this principle so thet it
is aigned with consumer expectations would be helpful, but no doubt intermediaries
dready drive to honour it. Competing pressures may, however, sometimes chalenge
them. A mere statement of principle may therefore not have any practical effect unlessit
is condgtent with the intermediary’ s more tangible incentives and disincentives.  In

short, this option could form a part of a suite of reforms but might not have much impact
if implemented as a sand-aone item.

Intermediaries and underwriters do not presently have reference tools for VSOs that are
comparable to those related to business cusomers. An intermediary unfamiliar with

V SOs would therefore need to invest extra effort to identify which insurers underwrite
the different parts of this sector, or to determine which other specidist intermediary
might be better equipped to address the VSO’ s needs. Intermediaries should have
appropriate incentives to compensate them for making extra efforts, or at least there
should be no barriers or disincentives to do o.

® See“Addressing Liability Insurance Concerns of the Voluntary Sector” at: http://www.voluntary-
sector.ca/eng/liability/bkgd.cfm





Policy Option 2: Restrict performance-linked benefits offered to intermediaries

Systems that encourage intermediaries to concentrate their business with a finite number
of favoured insurers will not serve the best interests of a customer that needs accessto an
uncommon product or a specidty insurer. Redtricting performance-linked benefits would
therefore be welcometo leve the playing field and reduce the intermediary’ srisk of a
conflict between its commercid interest and the customer’ s best interest.

Most voluntary sector organizations operate primarily a acommunity leve’. Itis
therefore important that organizations in smal aswell as large communities have easy
access to custom products and services through local or mainstream distribution channels.
A leve playing fidd would help achieve this objective.

Policy Option 3: Enhance transparency of compensation, ownership and other financial
interests

VSO insurance consumers probably aready assume that intermediaries have full and
balanced access to the whole insurance market. Disclosure of dl compromisesto these
misconceptionsis essentid if consumers are to make sound insurance purchasing
decisons. Disclosureis particularly important for VSOs and others that need access to
less common or niche insurance products and advice.

Technical compliance with trangparency requirements (e.g. web-based disclosure) may
not meaningfully contribute to a customer’s purchasing decisions. Active pre-purchase
disclosure of informetion at the cusomer/intermediary leve would bring the customer’s
attention to any limitations on the intermediary’ s penetration of a particular market, and
could prompt a more in-depth discussion about the customer’ s options. It is recognized,
however, that mandatory disclosure would increase the adminisrative burden on
intermediaries, so their views on the implications and most practical means of achieving
these objectives should be taken into account.

See Imagine Canada Recommendations re: Appendix 1, attached.

7 63% of nonprofit and voluntary organizations focus on activities at the community level. Seethe
NSNVO survey, Table 1.4, at:
http://www.imaginecanada.ca/page.asp?typeSearch=1& id=national _survey_of_nonprofit& search=nsnvo at





Policy Consultation

Imagine Canada s primary comments are st out above. The following section provides
answers to selected Questions for Stakeholders posed in the Consultation Paper to
supplement those comments.

Policy Options

1. How do the policy options affect you (consumer, intermediary or insurer)?
This brief iswritten from the perspective of voluntary sector organizations
(VSOs) as consumers of P & C insurance, as described above.

3. Arethe palicy options the best means of accomplishing the objectives identified
in the consultation paper?
The proposed options are consstent with the stated public policy objectives.

4. Have the policy options overlooked any other approaches or considerations? If

S0, please provide us with an outline of those approaches or consderations.
Organizationsin smdler communities may rely on asmal cadre of intermediaries
serving that community. Organizations with specid needs, such as VSOs, may
need access to specia markets or intermediary expertise that is beyond the usua
practice of the local community intermediaries. It isimportant thet the incentive
systemstha govern the intermediary-to-intermediary referrals or consultations be
designed so that the best interest of the customer governs.

5. Asaconsumer/client do you fed your interests will be better protected by some

or dl of the palicy options? Which policy options do you believe would offer the

most vaue in making your insurance purchasing decisons?
The proposed policy options are cons stent with the objective of supporting the
customer’s best interests. Asfor relative impact on purchasing decisions, | would
suggest that meaningful trangparency would be the most tangible way to prompt
better consumer behaviour, while restricting performance-linked benefits would
encourage more objective intermediary behaviour, whether or not the consumer is
made aware of those changes. Redtricting benefits would therefore seem to
address the issue mogt directly.

Scope and Applicability

8. Should some or dl of the policy options gpply only to intermediaries that hold
themsdlves out as independent, or should they apply to dl intermediaries?
Consigtency of gpproach among al intermediaries would be preferred, as it would
asss consumers in understanding the different types of intermediaries and the
pros and consin deding with each type. The*al intermediaries’ gpproach is
therefore preferred.





9. Do you have any suggestions for describing or interpreting independence?
The present contracting and incentive relationships among insurers and
intermediaries may adready compromise the lay understanding of “independence”’
in that the word invokes a sense of objective accessto the entire insurance market.
Ensuring appropriate disclosure — as proposed by the policy options - would help
provide context and proper interpretation of the nature of the independence.

Performance-Linked Benefits Provided by Insurersto Intermediaries

13. Should the redtrictions on performance-linked benefits be absolute or limited by

introducing appropriate controls and qudifications (e.g. setting amaximum dollar

amount)?
Logic suggests that the restrictions must be absolute. Why would an insurer set
up a benefit program unless it had a reasonable prospect of influencing the
intermediary’ s sdles behaviour? If the benefits are so negligible asto have no
impact, the insurer would have no incentive to offer them. A semi-controlled
system might only ingpire cregtivity in setting up multiple “below the cut- off”
benefits that could add up to sizable — but invisble - incentives. Moreover, trying
to assess an appropriate cut-off dollar vaue would be a chalenge.

14. In determining what congtitutes a performance-linked benefit, should the relevant

rules be principle-based or compliance-based?
There are pros and cons to both the principle- and compliance-based regulatory
goproaches: the former risks inconsstency of application, while the latter risks
overlooking certain types of benefits or could inspire cregtive new methods of
getting around the proscribed benefits. A hybrid approach might address both
concerns by using both an umbrdla principle-based prohibition, followed by alist
of the primary activities of concern, i.e. “...including but not limited to the
falowing: ...”

15. Some insurers offer services or assistance to intermediaries (e.g. office space).

While these services or assstance may not be linked to a specific performance

target, some may argue that they create a potentia conflict of interest. Do you

agree that regulatory measures need to be introduced to address this potential

conflict of interest?
Nontperformance linked benefits that demonstrate some type of favoured
relationship between an intermediary and insurer should be consdered to create
potentid conflicts of interest. Active disclosure, if not control, of such benefits
would therefore be appropriate.

Disclosure
17. s the scope of the disclosure option broad enough to provide consumers/clients

with sufficient information to make informed purchase decisons? If not, what
else should be included? Do you have any suggestions as to how this disclosure





option could be structured o that it would be easier to understand?

The proposed disclosure requirementsin Appendix 1 are welcome, but are lacking

in certain respects. See the attached Recommendations re: Appendix 1 that

address the following concerns:
Only pre-purchase disclosure offers the opportunity for informed
consumerism in most circumstances, so most disclosures should occur at
that stage;
Disclosure of comparetive information is required to inform the consumer
of the true range of options available and the trade-offs involved;
Intermediaries should be required to disclose rdevant differencesin
avallability of coverage aswel as price.

19. Do consumers need to understand how an intermediary is paid for higher

sarvices (e.g. contingent commissions and bonuses) and how much in financia

terms the intermediary earns from the sale of a policy to aconsumer?Isit

relevant information for the consumer?
It isrdlevant for the consumer to undergtand the “how” at least in generd terms,
i.e. percentage of premium vsflat fee vs hourly rete, eic. It isaso relevant for the
consumer to know the “how much” a least in rdative terms, i.e. to be able to
compare what the intermediary’ s net benefit would be for each of the quotations
received.





Imagine Canada

Recommendationsre: Appendix 1- P & C DisclosureRequirements

(All recommendations or additions arein italics)

Intermediary
- Verbal

(At or prior to
pur chase)

Intermediary
- Written
(After

pur chase)

Insurer

1. Number of Markets

Names of dl insurers represented by the intermediary
for the class or category of insurance sought by the
client.

Needed

Names of dl insurers represented by the intermediary
broken down by class of insurance or types of
products.

Needed

Needed

Needed

2. Product Information
Coverage details of the recommended product.

Needed

Needed

Needed

3. Quotation Information/lllustrations

Disclosure of all quotations obtained, including
Price differences
Coverage/service differences
Pricing optionsfor different deductibles
Intermediary compensation differences

Needed

4. Compensation information

(Note: most of the disclosuresin this section presume
a pre-purchase disclosure of the names of insurers
represented by the intermediary for the class or
category of insurance sought by the client, as
recommended above under section 1.)

Range of the commissions paid by each of the
insurers represented by the intermediary for the class
or category of insurance sought by

the client, as a percentage of the premium.

Needed

Range of the commissions paid by each of the
insurers represented by the intermediary, asa
percentage of the premium, both first year
and subsequent years (if it is different).

Needed

Range, or an estimate of the range, and conditions for
qudifications, of any contingent or other form of
commisson (eg. bonus), if any is

paid, by each of the insurers represented by the
intermediary for the class of insurance sought by the
client, as a percentage of the gross written premium
or of firgt year's commission.

Needed

Range, or an estimate of the range, and conditions for
qualifications, of any contingent or other form of
commission (eg. bonus), if any is

paid, by each of the insurers represented by the
intermediary, as a percentage of the gross written
premium or of first year’s commission.

Needed






Intermediary | Intermediary | Insurer

- Verbal - Written
(At or prior to | (After
pur chase) pur chase)

For policy renewd, indication if the current policy is | Needed
the lowest quotation.

For policy renewal: Needed
- Highlight any changesto coverage made by

the insurer, e.g. new exclusions
Honour all other disclosure obligations as
for afirst purchase, e.g. re quotations from
other insurers
Provide written reasons for a refusal to
renew

Whether any ownership interest exists between the
intermediary and the+ecommended insurers that
provided quotations, directly or indirectly, such asa
share ownership interest by the insurer in the
intermediary ...
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Dear Mr. Paglia:

On behalf of Independent Financial Brokers of Canada (IFB), I am pleased to provide our
comments to the Industry Practices Review Committee (IPRC) on the Relationships
between Insurers and Sales Intermediaries Consultation Paper issued June 3, 2005.

As you are aware, IFB is a voluntary, professional association representing
approximately 4,000 licensed financial advisors across Canada. These advisors offer
clients a range of financial products including various types of insurance, such as life,
health, travel, property & casualty, mutual funds and financial planning services.

In 2005, IFB proudly celebrates its 20" year of representing the interests of the
‘independent’ financial advisor. To qualify for membership, advisors must be free to
offer clients a range of products from a variety of providers. Our members consider their
independence to be of the utmost importance and to be very beneficial to their clients. In
compiling this response, we have spent a great deal of time studying the proposals
outlined in this consultation paper and, in particular, those areas where the IPRC is
considering issues which will specifically affect independent sales intermediaries. Our
response also reflects the comments and concerns expressed by our membership with
regard to these issues.

IFB supports the Committee’s public policy objectives to ensure Canadians have an
insurance industry and regulatory structure which promotes market and consumer
confidence. In addition, we appreciate the [IPRC involving the industry and the public in
the process of consultation and by undertaking a series of stakeholder meetings to further
understand the industry’s concerns.





The Canadian insurance sector has come under scrutiny over the past year, largely as a
result of investigations into fraudulent and deceptive practices engaged in by certain
parties in the United States. We note with great pleasure that the IPRC, after analyzing
the results of its market conduct questionnaires, found no such instances in Canada.
These findings should reinforce for Canadian consumers that their confidence in this
industry, its agents and brokers and in the existing legislative and regulatory framework
is well-founded.

However, we are disappointed that in spite of these findings “the IPRC believes that
some current business practices may contribute to a perception of or actual conflicts of
interest in the marketplace” and in response has developed various policy options — most
of which will result in increased regulation for the industry and advisors alike. It is the
opinion of this Association that further regulatory measures are not needed, are
unfounded, and may very well lead to a public disservice by increasing costs and
focusing consumers on the compensation aspects of the purchase of insurance, rather than
on the numerous considerations relevant to the life insurance product itself.

We have structured our response to this paper in two sections. The first outlines our
general issues of concern with regard to the underlying assumptions put forward in the
paper. The second section addresses the specific policy options outlined in this paper to
deal with these assumptions.

A. General Issues of Concern

Insurance provides consumers with financial relief

The purchase of life, health and other forms of insurance does not fall into the same
category as many other types of consumer purchases. These are products designed to
ward off the potentially financially catastrophic effects of sudden death, major accident
or illness, or property devastation, to name a few, that could impact any Canadian
household at any time. They are generally long-term contracts - especially with regard to
life insurance - the cost of which is based on sound actuarial principles.

Independent intermediaries are essential to the acquisition of appropriate insurance by
consumers

Independent sales agents are an integral part of the insurance distribution system in
Canada. This is because insurance is best distributed through a network of licensed,
knowledgeable, educated agents who can spend the time with a client to fully understand
his/her insurance needs, including catastrophic income replacement, and sort through the
myriad of products available to find those most suited to that individual. For the agent,
this may require many time-consuming meetings with a consumer and considerable
preparation time researching various products - which may or may not result in a sale -
and for which the intermediary may well receive no remuneration. That this paper seeks
to distill this entire process into a discussion of commission percentages and sales
incentives, and furthermore suggests that, because intermediaries are compensated by
commission, this creates conflicts of interest is unfair and does not recognize the level of
trust which exists between the parties. Such assumptions do a disservice to all






intermediaries and, in particular, those independent agents and brokers who are members
of IFB.

IFB members, like other self-employed participants in the Canadian economy, deserve to
receive fair compensation in return for their work. Insurance companies have recognized
the time and effort that an intermediary can invest in a potential client, possibly to no
avail, by developing a complementary compensation system. If no incentives exist to
attract educated, dedicated people into this industry, this distribution channel will
diminish and then collapse — to the detriment of the public.

Our members are licensed by provincial regulators, must meet acceptable suitability
requirements, must complete a required number of continuing education credits and carry
errors and omissions insurance. They receive no pay for the time they spend at seminars
and courses and obtain additional professional credentials and errors and omissions
insurance at their own cost. They must assume the costs and liabilities of operating a
business, including premises, insurance and association fees. None of this is reflected in
this paper in the discussion on compensation. Furthermore, the paper does not examine
the possible effects that disincentives employed by the industry may have on independent
brokers and their clients. For example, an intermediary may have his/her contract with an
insurer summarily terminated for low production levels. This practice can impact the
availability of products to consumers, recognizing that a client may make product choices
based on those offered by a particular advisor with whom s/he has developed a
relationship of trust.

Insurance versus Mutual Funds — Different Industries

Furthermore, IFB and its members are very concerned that insurance regulators are
moving in a direction similar to the direction taken by mutual fund regulators several
years ago. While some of the changes implemented in the mutual fund industry were
well-founded, their extent created such a heavily regulated environment and skyrocketed
the costs to a level such that many of our members have dropped their mutual fund
license and now concentrate their business on the sale of life/health insurance. IFB
cautions this Committee from comparing too closely the two industries as they function
quite differently and face different market challenges.

Increased regulation = Increased cost

Increased insurance regulation will result in increased costs throughout the system which
will ultimately be passed along to consumers. This will be reflected in the marketplace
both in increased product costs and decreased competition amongst providers and sales
agents - which will ultimately decrease consumer choice. Regulation should be
preserved for those situations where there is a clear and demonstrated need for protective
measures. The results of the survey do not support the need for further regulation.

Banks and Insurance

In addition, any change contemplated to this industry must take into account the
upcoming review of the Bank Act, which could see a relaxation of the rules restricting the
sale and promotion of insurance products by banks. Outstanding also are the outcomes of






the current cases before the Supreme Court of Canada, arising out of conflicting decisions
of the Courts of Appeal of Alberta and B.C. wherein the core issue of provincial
regulation of the insurance activities of banks, their employees and agents is being
challenged. These events could have serious repercussions on consumers, intermediaries
and regulators alike. If bank personnel are permitted to sell or distribute insurance
products and materials and the banks are successful in arguing that their agents and
employees are not subject to provincial licensing requirements, the public could risk
buying insurance from unlicensed personnel who are not subject to the same market
conduct rules as existing, provincially-licensed intermediaries. Another major consumer
protection issue is the potentially negative impact of tied selling if the bank regulations
on insurance are relaxed. Without the appropriate regulations in place to restrict such
practices, consumers could be pressured into purchasing a variety of insurance products
from bank employees and the banks will enjoy an undue advantage in the market over
other participants.

B. Comments on Specific Policy Options
Our comments on the specific policy options outlined in this paper follow and are
generally focused on the life and health insurance sector, as the majority of our members
who provide insurance products are life-licensed, and the L&H and P&C sectors operate
as distinct segments.

1. Codity the priority of the client’s interest
As noted in your paper, there already exist a number of avenues governing an
intermediary’s conduct toward clients, some of which are enforced through regulation
and some of which require voluntary compliance. These include:
e provincial licensing requirements
principles of common law
association codes of conduct
self-regulatory organizations
individual insurance company policies and procedures, and
the Canadian Life and Health Insurance Association’s (CLHIA) Consumer Code
of Ethics, to which all member companies must adhere.

IFB’s own Code of Ethics states first and foremost that:
“]1. Interests of Client
It is paramount that a broker shall place the interest of his/her client ahead of all
other interests.”

The Joint Forum of Market Regulators issued its Principles and Practices for the Sale of
Financial Products and Services after considerable consultation with industry
stakeholders. Many of the respondents to this Consultation Paper - IFB included - spent a
great deal of time, effort and expense to voluntarily participate with the Joint Forum on
developing these standards, which were intended to apply across Canada. In support of
this work, IFB made the minor modifications necessary to its Code of Ethics to reflect the
Joint Forum wording and finds it disappointing that the CCIR is prepared to ignore this





initiative after so little time. One of the great benefits of the Principles and Practices
Guidelines is that they apply to participants across the entire financial services industry.

A companion piece entitled, 4 Consumer’s Guide to Financial Transactions, was issued
in March 2003. The guide identifies some basic principles of fair transactions which
consumers should expect and leads off with:
“1. Your interests come first, before the interests of salespeople and
companies.”

Recommendation: 4 wider distribution of this guide would go a long way in acquainting
consumers with their rights and options when dealing with financial advisors.

Various provincial Insurance Councils and regulators also have codes of conduct which
underscore the priority of the client. Some examples include:

a) The Insurance Council of B.C. which provides a detailed explanation of its code
of conduct requirements including examples and guidelines on its website. With
regard to protecting the client’s interests this Code of Conduct states:

“DuTyY OF CARE

The client’s interests take priority over your interests and should not be sacrificed
to the interests of others. You must not engage in practices that place the interests
of others ahead of the client’s interests.”

b) In Ontario, the Code of Ethics for insurance agents and brokers requires them to:
“Put the interests of a client ahead of the agent's own direct or indirect interests.”

c) In Manitoba, the Insurance Council has provided a consumer information section
on its website in which consumers are told to expect that an agent will be
competent and ethical and will act in the client’s best interests at all times.

d) Saskatchewan’s Life Council Bylaws identify the duties of a licensee in Section
13, Conduct and Trade Practices, which states a licensee shall:
“(e) place the interests of policyholders and prospective purchasers before that of
the licensee or that of any agency or insurer.”

These are just a sample of the examples available in the marketplace. We fail to see the
necessity for additional regulation in this area when there already exist clearly stated
requirements and standards governing the intermediary-client relationship within the
industry.

Recommendation: The combination of provincial regulations governing market conduct,
along with the host of industry initiatives which define ethical standards, already provide
a national focus and an opportunity for harmonization with minimal disruption to the
existing system. Support from the CCIR and CISRO for these existing measures could
provide a viable near-term solution for a Canada-wide approach worthy of
consideration.






It should not be forgotten that it is clearly in the best interests of any legitimate advisor to
serve his/her client well in return for that client’s ongoing business, future business and
referrals. Such relationships are largely based on trust and form the basis of an advisor’s
practice. Furthermore, advisors who engage in fraudulent or dishonest practices are not
likely to be deterred by additional legislation. Legal and regulatory avenues already
exist, outside of the legislative and regulatory solutions contemplated by this paper, to
deal with such behaviour.

The same premise holds true for conflict of interest. Last November, Ontario Regulation
347/04 introduced new conflict of interest disclosure rules for licensed life agents in that
province. In response, the life insurance industry, through consultation amongst
associations like our own, developed detailed conflict of interest guidelines and
disclosure forms for intermediaries to use with clients. It has been the recommendation
of the industry and IFB that such disclosure be made by intermediaries, throughout
Canada. This process has only been in place a short time and it seems prudent to allow it
to take hold before further change is contemplated. Evaluative measures could be put in
place at some reasonably determined date in the future to help judge the effectiveness of
these industry led procedures.

In addition, the existence of a conflict or “potential” conflict is not always as readily
identifiable as this section seems to suggest. IFB encourages all its members to know
and use the ‘reasonable informed person’ test to help determine whether such a conflict
exists and has made a number of educational tools available to members. That said, the
test of a ‘reasonable’ third party’s view of a situation in hindsight is a test where many
legitimate undertakings could subsequently be scrutinized. We are not aware that a
problem exists in the life & health industry such that there is a need for a rule which
would “result in a better balance between the legitimate commercial interests of
intermediaries and the interests of consumers”.

Legislative and regulatory solutions should not be applied to issues of perceptions. These
are intrusive solutions and should only be implemented where other avenues do not exist
to avoid unintended consequences.

2. Restrict performance-linked benefits offered to intermediaries

Again, the policy options outlined seek to address the ‘perceived’ negative impacts on
consumer confidence attributed to the current system for compensating insurance
intermediaries. A recent survey of I[FB members indicated that there is minimal interest
amongst their clients to know the specifics of their compensation. Clients want to focus
on the aspects of protection that life and health insurance offers (which are often quite
complex and require explanation by the intermediary).

As noted in this paper, there are two very different compensation structures that exist in
the insurance industry. L&H insurers compensate their sales agents through a series of
commissions and bonuses, usually linked to performance, based on sales volume,
profitability, growth and retention. This system has worked well for many years — for
agents and consumers alike. The insurance distribution channel is generally made up of





an independent sales force operating small, community based businesses across Canada.
Compensation in any sales field is often related to performance and does not by virtue of
its existence mean consumers receive less value. In fact, the competitive nature of this
system of compensation helps to keep the industry viable and healthy. As noted already,
if the industry cannot attract or motivate educated, professional sales intermediaries, this
channel of distribution will decline — which cannot be in the public’s interest.

Consumers already have a number of avenues to follow in the event of a complaint
against an agent, broker or company. They can complain to their province’s licensing
body, the client service contact at the individual company involved, or the financial
services ombudservice. The CLHIA offers a toll free customer assistance centre and an
on-line inquiry service. Our understanding is that these complaint services have worked
very well from a consumer standpoint.

We risk the serious burden of over-regulation by trying to regulate all aspects of this
business and the interface between intermediaries and their clients. The cost in time and
effort would be better spent on areas where problems for consumers do arise.

3. Enhance transparency of compensation, ownership and other financial interests.

IFB agrees that sufficient information should be available to consumers to prevent
misunderstandings and for them to make an informed decision when buying an insurance
product. However, the depth and timing of compensation disclosure could easily obscure
the value of an advisor’s advice and steer the consumer’s attention away from a suitable
product toward one which s/he ‘perceives’ to be cheaper.

Feedback from IFB members suggests that very few of their clients want detailed
compensation information. It is widely known that L&H insurers pay their sales
intermediaries commissions. However, the complexity of the existing compensation
structure, which is based on premiums, loaded toward the front end of a multi-year term,
and may involve other parties, such as an MGA, makes it difficult for an advisor to
provide clients with a simple explanation, if specific details were to be required. In fact,
one has to question the purpose of providing consumers with information beyond the fact
that a commission will be paid upon the sale. Why would such information be
meaningful in this situation anymore than it would be for a consumer to know the salaries
and bonuses paid to bank employees who service your account, the salaries, sales quotas
and perks paid to direct sellers of insurance, or the dollar value of the commission paid to
those who sell cars, furniture, or any other sales person remunerated by commission?
Most consumers would view this as part of the cost of doing business. In this instance,
however, because a commission is paid out not just for the sale of the contract but also
for the servicing of the contract, it becomes a multi-year remuneration package rather
than a simple point-of-sale transaction.

There are many factors involved in the research and purchase of a suitable insurance
product. That this paper views compensation in isolation from these factors removes this
context. Once again, the policy option appears to be addressing a perceived notion of





what consumers want to know, not one supported by the results of the market conduct
survey and not one supported by clients serviced by our members.

As previously mentioned, a number of industry associations, for example IFB and
CLHIA, have made template conflict of interest disclosure documents available to
advisors. These documents provide clients with factual information related to the
purchase of a product. The following excerpt from IFB’s sample disclosure form
demonstrates this:

“Please be advised that agents and brokers in the life insurance business in [Ontario] (Canada) are
compensated by commissions, bonuses and other inducements, from the companies we do business with.
From time-to-time, some companies may offer specific incentives, such as travel rewards, for a limited
number of agents/brokers in recognition of sales made over a specified period of time. Incentive-based
compensation is an industry-wide practice and has been the normal form of payment to agents/brokers who
sell such products for many years.

When you purchase insurance from me, I will be paid a commission by the insuring company and may
possibly be eligible for other forms of compensation. My role, as an independent broker, is to work on
your behalf as your intermediary and advocate with the insurance company and to resolve any questions
you may have throughout the time you hold that policy, to ensure your ongoing satisfaction.”

IFB supports advisors providing such statements of fact, but fails to see how the
provision of specific dollar amounts will be meaningful to the consumer and, in fact, may
even be misleading. There are many factors that are taken into account in the pricing of a
life insurance contract, of which the intermediary’s commission is only one. By focusing
exclusively on the intermediary’s commission the consumer could be mistakenly led to
believe that no other market participant profits from the sale.

4. Independent Sales Intermediaries

The consultation paper seems to take the position that only ‘independent’ intermediaries
may encounter situations which place them in a conflict of interest or a potential conflict
of interest. IFB strongly disagrees with this position.

Consumers should know if they are considering purchasing a life/health insurance
product from an employee, a captive agent (i.e. one who can only offer products from a
particular company) or an independent broker — as only an independent broker can shop
the market for a full range of products from a variety of providers, thereby ensuring the
consumer receives the best value and fit. Independent brokers can demonstrate how the
cost of a variety of products can be related to the features of the insurance product being
recommended. Company or captive agents, by virtue of their restricted access, have
more limited product choices and cannot show consumers such a comparison. These
agents should disclose this restriction to ensure consumers are aware of it when
considering such a purchase.

This paper does not explore the potential for conflicts of interest that direct sellers of
insurance and employees of bank-owned insurers can encounter. The assumption in this
paper seems to be that salaried intermediaries are not in a conflict situation with regard to
compensation. This ignores the potential conflicts raised by sales quotas, bonuses,





contingent perks and even maintaining one’s employment. It also ignores the serious
potential conflicts associated with tied selling.

In the interests of ensuring a level playing field, disclosure requirements, including
potential conflicts of interest, should apply equally to all intermediaries, whether they are
employees, captive agents or independent brokers. IFB can find no reason why only
independent advisors would be subject to such rules.

IFB would be pleased to assist the Committee in developing a workable definition of an
‘independent’ or ‘non-independent’ agent if it is determined that such a clarifying
definition is needed. However, since there are graduations of both ‘independent’ and
‘captive’, this may present a formidable challenge.

Conclusions
The following points provide a summary of our response to the issues raised in this
consultation paper:

1. IFB supports allowing the life and health insurance industry to continue to
provide voluntary, principle based solutions to increase consumer
protection through enhanced disclosure and transparency. IFB, along with
other industry associations, has proven its commitment to communicate
and promote these standards to its members. IFB believes more time is
needed to judge the success of these measures before a regulatory solution
is contemplated.

2. IFB does not support any approach which demands a higher standard of
disclosure for independent insurance brokers, or any implication that
independent sales intermediaries are at higher risk of encountering conflict
of interest situations than salaried employees or captive agents who
distribute insurance.

3. IFB does not support disclosure to clients of specific compensation
amounts earned by an intermediary. IFB supports disclosure which deals
with how the intermediary is paid (i.e., by commission, bonus, fee-based,
etc.). Specific dollar remuneration is not helpful to the consumer and may
deter the sale of a product better suited to that consumer by focusing
his/her attention on the seemingly disproportionate upfront commission
dollars earned or on a product for which an agent receives lower
commission.

4. TFB believes forcing intermediaries to disclose specific dollar
compensation to clients represents a serious intrusion into our members’
right to privacy concerning their personal affairs.

5. IFB does not believe there is a need to prohibit performance based
incentives offered by insurers, as those incentives with a greater value are
limited to a small percentage of qualifying intermediaries and the other
incentives identified through the survey represent such a nominal value as
to render them insignificant. In the alternative, IFB may support the
introduction of some limitations, provided they were reasonable.





6. IFB would be pleased to provide the Committee with a response to the
role a needs analysis could have in promoting product awareness once the
Committee identifies its questions and concerns on this matter in detail.

7. IFB believes the Committee should focus on achieving harmonized
approaches and uniform enforcement across Canada. Given the inter-
jurisdictional issues involved, voluntary compliance by associations such
as ours could well provide the industry with a workable solution for the
near term.

8. IFB believes that major changes to the existing insurance structure,
including legislative and regulatory changes, cannot be contemplated in
advance of the potential revisions to the Bank Act and the results of the
Supreme Court hearing referenced above.

In the event that the Bank Act is changed to permit the sale of insurance
from retail branches, this would greatly change the current industry. We
believe that provincial regulators must ensure that bank personnel
responsible for recommending or selling insurance are properly licensed
and regulated. We cannot risk a two-tiered approach to the purchase of
insurance by consumers.

Serious attention must be paid to the current Supreme Court appeals
wherein the banks are challenging the authority of provincial insurance
regulators.
Independent Financial Brokers appreciates the opportunity to have provided our
comments for consideration by the IPRC and looks forward to working with the

Committee on future consultations affecting the industry.

Should you have questions or wish to discuss any of the issues identified by IFB, I may
be reached by email at jaw@jifbc.ca or by telephone at (905) 279-2727.

Sincerely,

John Whaley
Executive Director
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Executive Summary

The Independent Insurance Brokers Association of Alberta (IIBAA) is pleased to submit its
comments on the “Relationships between Insurers and Sales Intermediaries Consultation
Paper.”

The IIBAA is not surprised by the finding stated in the CCIR paper that:
“No evidence of any illegal insurance related activity was found.”

This is not the case when it comes to the “guts” of the CCIR and CISRO report, where
conclusions are drawn based on speculation that the highly unlikely, unusual, exceptional and
illegal circumstances that occurred in the United States will precipitate such actions in Canada
and, as a consequence, substantiates further government regulation.

An open and free marketplace exhibits its benefits when competition is conducted in a common
sense and practical regulatory environment. The IIBAA views the essence of the CCIR and
CISRO report as confirming this very principle. Yet the report suggests that governments
should consider being more intrusive, interventionist and regulatory. We contend these actions
are neither needed nor wanted by either insurance consumers or the P&C insurance community
as a whole. The CCIR/CISRO report also identifies that regulatory action is not warranted.

The IIBAA questions the necessity of regulatory change to the variant degrees reflected in the
report. There is no evidence within the report or otherwise that Canadian consumers are not
currently protected from improper or illegal acts of insurance intermediaries.  Canadian
insurance consumers benefit from significant levels of protection provided through legislation
bound into Provincial Insurance Acts, their applicable regulations, Codes of Conduct and Ethical
statements, and Criminal Codes. The consequences of improper or illegal business conduct by
insurance intermediaries are addressed through enforcement, censure and severe penalties.

The IIBAA contends that the Alberta Insurance Act and the supportive regulatory framework for
enforcement is working for the benefit of all Albertans. The intrinsic value of the Alberta
Insurance Act is to protect the interests and rights of Alberta’s insurance consumers. The
IIBAA continues to support the principles and scope of the Alberta Insurance Act and the
regulatory framework in place to enforce to this legislation.





We are very disappointed that these most important consumer protection measures were not
heralded in the CCIR/CISRO report as being a clear win for all Canadian consumers.
Regulators can now prove to Canadian insurance consumers that their provincial governments
have created a competitive business environment where consumers can purchase home, auto or
business insurance with confidence and with the knowledge, faith and trust that regulatory
frameworks are in place and are working to protect them.

Across Canada the P&C insurance community is experiencing ever-increasing levels of
regulation, all of which create a business environment where only large financial interests can
sustain the expense and survive. We contend that the report’s principles could lead to the
reduction of competition and choice within the insurance marketplace. This flies in the face of
statements by the Federal and many provincial governments, especially the government in
Alberta that “small business is the backbone of this country.”

The overall result from additional regulation to the consumer - less choice and greater cost due to
the expense of complying with government mandated regulation. How does the consumer
benefit from greater costs and less choice?

One fundamental of market competition is choice. In today’s market, consumers can and do
shop the insurance market. A simple peruse of the yellow pages evidences the vast choice
consumers have in selecting their insurance suppliers. Today’s consumers are very aware of
their personal “consumer rights.” They will not hesitate to act in promoting the protection of
their interests, either on their own or by demanding government intervention when they believe it
is needed. Yet, there has not been any public outcry for government intervention or action on
any principle outlined in the CCIR/CISRO report.

Insurance consumers expect their insurance broker to give them “value-added” advice based on
their individual needs. = Consumers ask questions and demand answers so they can make
informed decisions when buying insurance products. Our members understand the magnitude of
this relationship. They work hard to meet and exceed their customers’ needs and to earn and
sustain the trust that is placed in their abilities.

IIBAA members are very cognisant that the relationship they must have with their insurance
consumers is of the utmost importance. This was confirmed in a recent Pollara survey. It
found that Canadian insurance consumers believe insurance brokerages are the best channel to
provide them with information to make informed purchasing decisions.  The rating scale
confirmed that brokers were 21 points better than their closest competitors - direct writers.





Government intervention in the name of consumer protectionism, when no consumer demands
exist, does not benefit the consumer. Regulatory intervention in a marketplace creates an
additional layer of bureaucracy, the cost of which will be borne by the insurance consumer. It
will also add another layer of complexity to already overly complex P&C insurance products.

From a broker’s perspective the affect of additional regulation is to add cost in order to comply.
These additional costs reduce the net return that a brokerage owner may hope to realize. The net
value of the brokerage and its potential sales value will be reduced, and ultimately the capital
investment that the owner(s) have placed in their business will be discounted.

Regulation and its attendant costs will cause the reduction of and loss of insurance brokerages,
the majority of which are small businesses.





Introduction

What Value does an Insurance Broker Provide?

Brokers represent the insurance consumer in transactions with the insurance provider or
underwriter. Brokers have a contractual responsibility, whether verbal or written, to represent
their clients to insurers. Agents, to the contrary, are appointed and represent only one insurer to
exclusively sell only their products.

Of necessity, brokers have specialized knowledge to recommend insurance products or risk
management systems that are best suited to their customers’ needs and desires. Insurance
brokerages are independent businesses that perform services on behalf of their clients. These
include:

Analysis of client risk specifics and recommendation of insurance that addresses the
client’s neéd to transfer those risks

The search for and placement of insurance coverage

Advice and consultation concerning alternative methods for loss prevention and risk
management which includes the transfer and financing of risk

e Administrative services that maintain the integrity of the insurance placements and change
supplements that are needed on an ongoing basis

Claims assistance and management to ensure the client receives full value for any losses
suffered

Knowledgeable insurance buyers understand that the lowest priced coverage is not necessarily
the best quality coverage, and that the cheapest may well not be in their best interest. The added
value brokers provide involves counselling customers about their choices whether it is based on
the price of insurance, the insurer’s expertise with the client’s industry, the financial strength of
the insurer, the speed and quality of claims service, the breadth of coverage, or other related
factors. Given the different types and sizes of insurance buyers and the wide range of insurance
distribution channels available, it is very clear that one size rarely fits all.





By their very nature, brokers create innovation in the insurance market. Commercial brokers
often specialize in particular sectors/industries and types of risks (i.e. construction, energy,
telecommunications) and have expert knowledge of those insurers willing to insure these types
of risks. Commercial insurance products are, as a result, customized risk transfer tools.

An insurer also benefits from doing business with a broker it has come to trust over time to
accurately represent the risks it is being asked to take on. In this role, brokers provide:

e Analytical skills and experience in the knowledge of the business as to what insurance is
most appropriate to meet the needs and desires of their clients

e Detailed information that assists the underwriting of a risk
e Research and development of new insurance and risk financing products

Collection of risk-specific or general information for the insurer to assist in marketplace
competitiveness

Feedback on quality, service and cooperation in the underwriting and client-service
processes

e Technical services related to claims, risk control, engineering and actuarial skills
e Arrangement and maintenance of policy documentation

e Assistance with claims settlements





Market Accessibility & Availability

It should be noted that the ability to access insurance markets will vary between insurance
brokerages. For many brokerages, insurance supply is only available through insurers that have
contractually agreed to provide insurance through the brokerage. While speciality markets do
exist that will accept business without a contract, they only do so for risks that fit unique risk
characteristics or profiles. For standard types of home, auto and business insurance, brokerages
must deal with those insurers through which they have a contract to submit risks.

Insurance supply contracts identify the types of business to be submitted and the required volume
of business necessary to maintain the contract. Should that volume of business not be achieved
and/or the quality of business be unsatisfactory (i.e., loss prone) within specific time periods, the
insurer, may cancel that contract. The brokerage must either find another insurer willing to
accept those risks or risk losing those clients to their competitors. The ultimate result — loss of
their business and their invested capital.

Even in cases where the book of business met the required volumes and low levels of risk,
(making it profitable), insurers can and have cancelled contracts based on their changing
underwriting strategies that no longer include the type of business that a particular brokerage has
provided in the past. In the recent hard market, many of these types of cancellations occurred
where the insurer’s capacity and willingness to accept particular risk types was severely
restricted due to external economic pressures that it faced, such as the purchase and cost of
reinsurance.

Specific to these circumstances, in an attempt to keep their reinsurance costs reasonable, many
insurers increased their net retention of a risk to a significantly higher amount before they
utilized their reinsurance. In many cases this was forced on them by the reinsurers. For others,
the most reasonable and best business decision they could make was not to insure specific risk
categotries.

These circumstances spawned numerous cases where insurance became either unavailable or too
costly. Entire risk groups that include municipalities, universities, trade organizations and other
businesses sought and found relief from availability and affordability problems through the
establishment of reciprocal insurance agreements. One latent affect of reciprocals - the
premium volume they generate has been permanently removed from the insurance marketplace.





Why Insurers Lend to Brokers

In the course of any business, there arise crossroads at which owners must decide the direction in
which they want their business to go. When these decision points arise, various transactions
require one common factor - cash. These crossroads include acquisition, divestiture and
shareholder agreements or succession, marketing and growth plans. Many insurance brokerages
do not have sufficient cash resources to fund these transactions.

Any other small to medium sized business would approach a bank or credit facility to arrange
cash resources. For insurance brokers, this process is an exercise in futility. Banks seldom
consider the “goodwill” of an insurance brokerage office a valuable enough asset to accept as
collateral for a loan. The banks have a “bricks and mortar” mentality. This denial of credit by
banks has, as a consequence, stimulated lending agreements between insurers and brokers to
enable the funding of business development plans or transition of the broker’s business.

The value of a broker’s business is understood and appreciated by insurance companies. By
providing a loan to brokerages (virtually always those which target the same types of risks as the
insurer and with which the insurer has a contract), the insurer benefits from the investment return
through loan repayments.

It is in this area that concern has arisen that undue influence may be brought to bear. It is the
insurers that are in ultimate control of the product and compensation schemes that support the
sales of their products. Some compensate brokers through contingent agreements based on the
profitable nature of business that the broker generates. This is a time honoured method of
compensating better levels of performance and a practice far from exclusive to the P&C
Insurance industry.

The concerns of undue influence have arisen from an insurance marketplace in the United States
that has extremely high entrance requirements to compete and therefore only a very few players.
It is the very largest insurance marketplace in the world. It is where enormous economic forces
are wielded by a very few of the largest insurance brokerages with worldwide influence.

The activities of illegal price fixing and bid-rigging have and are being dealt with severely
through legislation that deals with such illegal actions.

To associate or construe that similar activities and behaviours have occurred, are rampant
or will occur within the Canadian P&C industry is patently absurd and unfounded.





How Brokers Are Compensated
A. Commissions (Percentage of Premium)

Brokers are generally paid commissions by the insurers and reinsurers with which they place
business. Commissions are determined by those insurers as a percentage of the premium. Most
insurers have standard commission scales for specific types of business. For example:

o Homeowners — 20%
e Automobile -~ 12.5%
Commercial — 20 to 25%

These commission rates can and do vary by insurer.
Not all transactions result in commissions paid to insurance brokers.

Brokers are only paid commissions when a transaction incurs a new or additional premium such
as:

e New policy, renewed policy

e New vehicle or coverage addition
e Additional property

o Addition of a new driver

Transactions that provide premium refunds for buyers also require commission refunds from the
broker. These policy changes are those that:

¢ Reduce or remove coverage
o Delete a vehicle(s) or property
e Cancel policies

Administrative policy transactions that incur no premium change all incur handling costs borne
solely by insurance brokers. They include but are not limited to:

Change of address

Issuance of pink cards

Addition of mortgage interests

Refunds due to rate decreases

Confirmation of insurance coverage for banks and financial institutions
Certificates of insurance





Premium refund and administrative policy transactions are absorbed as negative expenses to a
brokerage, i.e., they are conducted with no income to compensate for the time and effort
required to manage the process.

B. Contingent Commissions

Contingent commissions were first used in the 1960’s, when insurers, facing steadily increasing
claims costs, sought effective measures to offset those losses. To control losses and improve
underwriting results, contingent commissions became a tool insurers used to manage their
relationships with brokers. At the outset, insurers reduced broker commissions and then offered
additional commissions if the broker could meet certain volume and profitability goals.

Contingent commission agreements now provide compensation that vary by insurer, the type of
business and that depend on a combination of factors such as volume of business, new business
generated, existing business retained, and loss experience of business placed with an insurer over
extended periods.

The broker does not know until the close of the underwriting year if any contingent
compensation will be paid, and if paid, what the amount of that payment will be. The
qualifications for a contingent profit payment are generally based upon the brokerage’s entire
book of business which makes it impossible to precisely determine any portion of a contingent
commission that is attributable to a particular client or risk, or that has any specific linkage to a
particular policy.

Government regulation, such as the Alberta government’s automobile insurance reforms also
affect contingent commissions. Due to the depopulation of the Facility Association and the
advent of the Risk Sharing Pool, “regular” market insurers are now required to accept “high risk”
vehicles and drivers. Under the “All Comers Rule” brokers and insurers alike are required to
write these risks as part of their regular books of business, whether or not they have any
experience or expertise with these types of risks or if their business plans targeted these classes
of business. Risks are submitted to the Risk Sharing Pool at the sole discretion of the insurer,
without the knowledge or input of the broker. The results: Loss ratios have been negatively
affected, broker/insurer relations have been strained, in some cases policyholders’ rates have
increased as they are no longer eligible for the lower Facility Association rates - and contingent
commissions have declined.

Contingent profit compensation agreements are not exclusive to the P&C industry. They are, in
reality, a system of sales performance bonuses found in virtually every type of business or
industry. They are a proven method of motivating sales on behalf of companies that do business





in a competitive marketplace. This is no different from other professions that base employees’
compensation on salary and the achievement of performance goals.

It should be noted that the vast majority of people employed in the private and public
sector participate in some form of incentive compensation systems based on performance
(Even the Government of Alberta has recognized the value of incentive bonuses for high quality
performance by its managers.)

A needed and vital component for any competitive corporation is to compensate people based
upon how a well the company structures and achieves its collective pre-determined goals.
Performance based compensation is fundamental to a Free Enterprise economy and should be
protected.

C. Fees

Brokerages can also be compensated with fees. Fees compensate brokers for services rendered.
This form of compensation arose as commissions are often unreflective of the time, effort and
cost needed to arrange a client’s insurance. Fees, to the contrary, are not as sensitive to the
fluctuation of insurance premiums and can generally be substantiated based on the effort
expended.

Fees are generally negotiated with clients so that they in affect pay only for services rendered, as
opposed to paying a commission. Insurance placements are then often negotiated with insurers
on a net basis, i.e., excluding commission.

Fees occur more frequently in relationships between large corporations and the larger
brokerages. Large corporations are more inclined to negotiate fees based on the level of
service that a brokerage provides, or more importantly, based on what the client needs. Fees
enable the “unbundling” of a broker’s service package, allowing corporate clients to choose what
level and type of service they want or need.

Fee arrangements are also a response to the affect of hard markets. Commission income derived
from the placement of insurance was insufficient to compensate the expenses incurred for the
placement. Rather than a fixed percentage of the premium, a pre-agreed fee is determined, often
measured by the number of hours involved. With fee arrangements, brokers are able to rely on a
more steady and reliable source of income as opposed to commissions that could fluctuate
greatly or would not be received even though costs had been incurred, i.e., business lost to a
competitor after the broker had invested resources into the placing of insurance.
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Benefit of Contingent Commissions

Insurers reward brokers through contingent commission agreements in order to motivate the
broker to place quality business.

The underlying concept of contingent commissions: Brokerages are compensated based on the
quality of business created. This quality is determined through:

Better risk selection available with onsite underwriting
Loss prevention advice and risk management applications

Brokers actively pre-select a risk for their insurers based on direct knowledge of the risk profile
of the individual and/or business. A side benefit to this process is a reduction in costs for
insurers enabling them to spend less time and effort in conducting underwriting investigations
for a specific risk.  As their trusted business partners, the broker performs the preliminary
underwriting processes in direct contact with the owners and potential customers. Insurers
reward these efforts, when they prove to be profitable, by paying additional compensation in the
form of contingent profit sharing commissions.

Brokers expend considerable effort in the pre-qualification of a particular risk.  As this can
include conducting a risk analysis and assessment, it provides the client with direct benefits. In
addition, the broker frequently assumes the role of a frontline underwriter. As a result, the
insurer relies on the broker to assess the risks it is being asked to bear. The value of this process
- insurance buyers improve their potential for losses through the risk management advice the
broker provides and the risks subsequently become more attractive to the insurer.

As a consequence, when the insurance buyer performs well under the terms of an
insurance contract (i.e., experiences fewer losses) it becomes more attractive to the insurer
who in return will offer more favourable pricing, terms and conditions for future insurance
contracts to retain that client.

There are sound economic reasons for using contingent commissions to reward brokers. A
business maxim applies: Retaining a current client is less expensive than attracting a new one.
Increased retention of clients is a very positive strategy to enhance profitability. This is equally
applicable to every business. Insurers will often provide additional premium discounts to attract
more business from current clients.
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When a client has been identified as having favourable characteristics that lead to low loss
experiences and long term relationships, it just makes good business sense for the insurer to
enhance and sustain that relationship with incentives.

This is good for the client, the insurer and the brokerage.

When brokers identify potential customers for a company’s specialized products they also create
consumer incentives - to become a better risks by:

» Being better drivers by avoiding moving violations, buckling up, driving safer vehicles

» Being aware of potential risks by installing smoke detectors, fire extinguishers, alarm
systems and deadbolt locks
Taking actions that reduce the possibility of injury, death, or property damage

To the extent that contingent commissions are used to bring in or retain good customers, it
is hardly likely that the customer would be offered an overpriced product that offers poor
service. Brokers and insurers want to acquire and keep satisfied customers. In the context of
the insurance product, that includes everything from price to paying policyholder claims.
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Negative Affect of Contingent Commission Cessation

The insurance chain would be negatively affected if such contingent commission arrangements
were to be eliminated and replaced with flat commissions/fees. The consequences would be
exhibited by the reduction in the incentive for the brokers to pre-screen business. If they are not
going to be compensated for this process, then it seems reasonable that they will cease doing it.
The potential for adverse selection would increase.

Flat fees or fixed percentage commissions, unlike variable commissions, do not differentiate
between the hundreds of thousands of individual and corporate policyholders who require
insurance policies tailored to meet their unique needs and risk characteristics.

If disclosure comes to mean calculating, printing and distributing individual notices to small
businesses, then clearly transaction costs will rise, and customers will pay more. Additional
paperwork requirements are not trivial.  They will have cost consequences for insurers,
brokerages and customers.

The removal of contingent commission seeks to further “commoditize” insurance products.
An underlying, yet unstated concept that would lead to abolishing contingent commissions is the
belief that all risks are the same and that a homogenized version can fit all situations. This could
not be farther from reality. Each individual risk, whether personal or corporate, is different.
Similar — yes - but individually, each is as different as are fingerprints.

Commoditizing insurance products into same size versions is a disservice to the consumer.
In the new age of service standards of individualized, personal service, removing incentives that
motivate brokers to produce these service levels is contrary to sound economic business practice.
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Regulators’ Concerns

The bringing of charges for fraud and antitrust violations allege that in some instances clients
were illegally steered to those insurers that paid the highest commissions and that rigged bids for
insurance contracts were solicited.

Did the limited number of actual crimes that have been charged result from elements of the
system of intermediary compensation? Or do these crimes stem from the abuse of that system
by a few that were in special positions to do so?

In reality, in the highly competitive world of insurers and intermediaries, only in relatively
rare instances do concentrations of market power exist that allow for such illegal abuse.

Conflict entered this system when large brokerages began demanding contingent commissions
while at the same time collecting fees from insureds. Those large brokerages have been accused
of using contingent commissions to leverage demands they made on insurers for terms and
concessions. Some larger insurers were also complicit in allowing “rigging” of bids.

These scenarios have attracted the wrath of investigators because these actions were
unethical and illegal.

The majority of those large brokerages have admitted their fault in these schemes and have
established large trust funds that will be used to re-distribute ill-gotten financial benefits.

“I don’t want to say that they (contingent commissions) should be banned industry-wide.”
Eliot Spitzer, New York, Attorney General

Transparency

The transparency of the insurance product and its transactional process, as presented by the
regulators, concerns itself with the potential conflicting interests that could influence the
interactions between the consumer and the broker. Consumers should as a consequence be
advised of all circumstances that affect the transactions.
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As brokers we believe such a broad stroke of transparency should include not only the broker’s
commissions/compensation and/or insurer relations, but should also reveal the interests of
government in the price of the insurance premium.

Disclosure to consumers should therefore include the 3% Premium Tax levied on each policy as
well as the additional costs that the government imposes on the insurers through the Health Levy,
estimated by the Alberta Automobile Insurance Rate Board’s actuary to be a further 3.23%.

Under the principles of disclosure and transparency, consumers have the right to know all
parts, portions or interests that affect the cost of their insurance.
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APPENDIX

Independent Insurance Brokers Association of Alberta (IIBAA)
The IIBAA is comprised of:

316 brokerage members, which are

Located in 167 communities throughout Alberta, and that

Arrange insurance for 75% of home, auto and commercial insurance business in Alberta
65% of our members have 5 or less employees

Members vary from SME’s (small to medium enterprises) to publicly traded brokerages

Alberta P&C insurance brokerages play a vital role in supporting the economic growth and
sustainability of business communities within this province.
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From

To: <SPagl i a@SCO. GOV. ON. CA>

Dat e: 8/ 4/ 05 9: 43AM

Subj ect : [SPAM] Comments relating to recent CCI R/ Cl SRO

St ephen

Firstly, | request that my name be deleted from any publication of ny

subm ssi on.

| ama licensed life insurance broker in Ontario. | carry the follow ng
desi gnations: CA, CFP, CLU, TEP

| provide advice in estate planning and taxation and prefer to charge on an
hourly basis for ny services.

I do not provide investnent advice (i.e., segregated funds, nutual finds,
etc.) since | feel there is nothing in nmy training that qualifies me to do
so.

| do sell termlife insurance but not to those clients to whom | purport to
of fer objective planning advice since | believe that to do so would conflict
with nmy notion of the fiduciary relationship inherent in providing

pr of essi onal advice.

My wish is to be able to fully disclose the conmi ssion inherent in any life
i nsurance product and to be able to rebate this comm ssion to the client or
alternatively, to be able to elect to be supplied with an "F Class" life

i nsurance product (using the concept adopted by mutual find conpanies)
whereby the insurance product is priced on a no conm ssion basis for

advi sors who choose to nmake their own fee arrangenents with clients. | would
then earn the sanme anount on a file (by charging hourly) whether or not a
client chooses to proceed with a "product”.

I wish to enphasize that while | have been frustrated in advancing nmy own
preferred business nodel, | have no criticismof the insurance industry.
Much effort has been nmde in recent years by Advocis to nove the industry
closer to a professional nodel, and | applaud that. But | believe the

el ephant in the roomis undisclosed and rigid conmm ssion structures.

Thank you.










