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Background

British Columbia has a regulatory regime regarding disclosure and licensee conduct that has
served consumers well for more than a decade.

Section 90 of the Financial Institutions Act (FIA) that was in effect from 1990 to 2004 required
insurance licensees to disclose to the customer in writing before the sale of an insurance policy:

1. That the transaction is between the customer and a named insurance company,

2. the particulars of the relationship between the insurance salesperson/agent and the
insurance company,

3. the nature and extent of any business or financial interest that the agent has in the
insurance company or vice versa,

4. the nature and extent of the interest the salesperson/agent has in the transaction,
including commission or other remuneration,

5. where a commission or remuneration is payable, the identity of the insurance company or
agency paying it, and

6. the prohibition against tied selling.

This level of disclosure was reaffirmed in the 2004 amendments to the Financial Institutions Act
with the revision that disclosure could be verbal or written. (The new FIA harmonizes with federal
market-conduct regulations by prohibiting coercive tied selling only.)

In B.C. people involved with the sale of property and casualty (P&C) insurance must pass a pre-
licensing course and undergo police clearance before being licensed. To maintain their license
they must meet mandatory continuing-education requirements. As of January 1, 2006, errors and
omissions insurance will also be mandatory for brokerages.

Licensees must adhere to the Insurance Council of B.C.'s Code of Conduct. Members of the
Insurance Brokers Association of B.C. adhere to a Code of Ethics contained within the associ-
ation’s bylaws. Members of the IBABC provide funding for an independent dispute-resolution
process for consumers.

In 2004 the Insurance Brokers Association of B.C., along with its fellow members of the Insurance
Brokers Association of Canada, adopted a Consumer’s Guide to P&C Transactions in B.C.
guideline. IBABC has this guideline posted on its website at www.ibabc.org.

There have been no concerns expressed by consumers in B.C. in regard to the relationship
between P&C insurers and their intermediaries.



http://www.ibabc.org./



The Canadian Council of Insurance Regulators (CCIR) and the Canadian Insurance Services
Regulatory Organizations (CISRO) conducted a review of the relationship between insurers and
insurance sales intermediaries. Its resulting consultation paper, issued 3 June 2005, invites
stakeholder comment on three policy options under consideration:

1. Caodify 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.
Priority of the client’s interest

The priority of the client’s interest is already codified in the Insurance Council of B.C.’s Code of
Conduct, established in law and upheld by the Insurance Brokers Association of B.C. and other
stakeholder groups.

The Council's Code of Conduct states: “The underlying principle of all insurance business is
utmost good faith” and then outlines principles, requirements and guidelines for conducting
business in an ethical, trustworthy, competent, reliable manner.

Licensee candidates learn in the first chapter of pre-licensing text books (Fundamentals of
Insurance and Canadian Accredited Insurance Broker Program) that utmost good faith is one of
the three elements unique to a contract of insurance (the other two being insurable interest and
indemnity). Within that general duty of care are specific duties that the licensee owes to both the
insured and the insurer.

Licensees act in the interests of the client whether they are “independent brokers” or “agents”.
One of the most obvious examples of this is how the 30-year history of public auto insurance has
influenced insurance-buying habits in B.C. Thanks to the universal and quasi-governmental
nature of public auto insurance in B.C., there is a consumer expectation of certain standards of
service and product knowledge from local brokerages that extends to other lines of insurance
regardless of which other insurers the brokerages represent. B.C. court decisions have supported
this expectation; in the eyes of the law brokers and agents are the same to the degree that they
are the link between insurer and insured, and as such they bear the consequences of the actions
between the parties. In Sportsman’s RV Resort Blind Bay BC Ltd. v. Capri Insurance Services
Ltd. et al [2001] Justice Wallace Oppal wrote:

“The law is not in dispute. An insurance agent owes a duty of care to a client. That
duty goes beyond the mere taking and complying with instructions. As the Court said
in the Fine's Flowers' case, an agent owes a duty to a client not only to provide
information about available coverage, but also advice on the forms of coverage that
may be required to meet a client’s needs.”

1. The leading case on the duty of care of an insurance agent in Canada is Fine’s Flowers et al v. General Accident
Assurance Co of Canada et al (1977), 81 DLR (3d) 140 (Ont. C.A)).





A key factor in ensuring that the client’s interest remains uppermost in the transaction is
that the licensee retains the exposure for any errors and omissions.

Additional levels of protection for B.C. consumers include:

1. The members of the Insurance Brokers Association of B.C. (approximately 85% of all
P&C brokerages in B.C.) adhere to a Code of Ethics, which states:

“A member will strive to provide the highest possible standard of service which
the insuring public is entitled to expect to receive from a well-qualified Brokerage,
and will at all times hold the interests of the public paramount;”

2. Consumers have recourse should they experience a breach of professional practices.
The Insurance Council of B.C. investigates such instances and disciplines licensees or
suspends licenses if it sees fit. The amendments made to the Financial Institutions Act in
2004 have granted the Insurance Council of B.C. rule-making powers which allow it to
respond quickly to regulatory issues without waiting for Orders In Council, and have
granted the Financial Institutions Commission the powers to impose administrative
penalties.

3. Consumers have access to ombudsman services and low-cost resolution of disputes.
The Insurance Dispute Resolution Services of B.C. (IDRSBC) is an independent, not-for-
profit service that provides dispute resolution options to the insuring public and the
insurance industry. It offers mediation, arbitration and mini-trial services as an alternative
to costly litigation. Several notable practicing and retired judges, lawyers and insurance
professionals provide their time for a small stipend to resolve insurance-related disputes.
It was established in 1997 by the IBABC and continues to receive arm’s-length funding
and support.

Performance-linked benefits offered to intermediaries

We'll address separately the two common means of remuneration: sales commission and
contingent-profit-sharing agreements.

Sales commissions: Brokers don't control the level of sales commission they receive from
insurers. Companies set the commission rates, and disclose those rates to the public on their
websites. It's up to the broker to operate profitably within the commission levels paid by the
insurance company. Occasionally on large commercial policies, brokers will take less commission
on a sale, and they typically disclose this fact to the client so that he knows the broker is
contributing to the lower price. If a broker feels he needs more remuneration, say, for additional
services, he may charge a fee; again, that is disclosed and done with the full knowledge and
consent of the client.

Contingent-profit-sharing arrangements: Name any industry, and you'll find mechanisms in
place for motivating the sales force. Contingent-profit-sharing (CPS) arrangements have perhaps
more to do with providing incentives for ongoing risk management and after-sales service as they
do with the initial placing of the risk. Such arrangements serve the public good in that they take
the onus away from making the sale and place it on servicing the customer over the long term.
The CPS compensates brokers for the myriad small tasks that are not otherwise compensated,
and that safeguard the system on a daily basis:

= Pre-sale due diligence,

= ensuring claims are fairly handled, and that claims that are not covered are not burdening
the system;





= heading off potential claims or coverage problems by being hands-on with the customer;

= being on the alert for material changes that will affect the validity of policies, and
recommending appropriate changes,

= turning undesirable risks into desirable business,
= providing administrative follow-up, such as mortgagee changes, certificates of insurance,

= being available to insureds in the event of loss — especially large, catastrophic loss —on a
24]7 basis.

The CPS structure provides insurance companies with a high degree of loyalty and a vested
interest in their success from their various brokerages. Policy-holders benefit when the broker and
the company have strong relationships. That said, there is a random aspect of contingent profit-
sharing that belies all that may be questionable about the practice: a brokerage can operate in an
exemplary manner for the entire year and still lose its bonus when one insured suffers a major
loss on Dec. 31.

The nature of the insurance product and the regulatory framework currently in place in B.C.
safeguards against abusive or aggressive sales tactics. Indeed, the P&C brokerage industry has
fought long and tirelessly against market-conduct practices such as tied selling, rebating and
sales by unlicensed personnel on the basis that would commoditize insurance and otherwise
distract consumers from the assessing the product strictly on its merit in relation to their needs.

Licensees’ duty to place the risk in the clients’ best interests, as elaborated on in the previous
point, and their duty to disclose, supersedes any considerations of the broker/agent’s financial
obligations to one insurer over another. Any customer who feels the licensee failed in either of
these duties can trigger an investigation of the licensee’s conduct and possible disciplinary action.
Consequently as the CCIR’s consultation paper already points out, in the P&C brokerage industry
“The use of non-monetary sales incentives ... appears to be minimal with a few exceptions.”

In our opinion, it would do a disservice to consumers and all stakeholders to prohibit
companies from providing product knowledge and sales training for their broker force.

The P&C insurance sector has been working well, and has served as a model for other industry
sectors. It operates in balance, with insurers, intermediaries, direct writers and consumers all
benefitting. Further regulatory intrusion could tilt the playing field in favour of direct writers
and reduce the viability of the broker distribution system, which provides an important
public service and economic strength to communities across Canada.

Transparency of compensation, ownership and other financial interests

As stated at the outset, B.C. already has disclosure regulations regarding compensation,
ownership and other financial interests. These regulations have served the marketplace well, to
the degree that regulators relaxed provisions in the current legislative review, allowing verbal
disclosure as well as written.

No consumer concern has been expressed in B.C. about a lack of transparency in disclosure of
any financial interests between insurer and intermediary.





Conclusion

There are substantial differences between the property and casualty and the life and health
insurance sectors, as has been pointed out in the consultation paper. Putting aside the obvious
differences in the product-knowledge requirements and the separate licensing requirements, the
relationship between L&H insurer and intermediary is quite different from P&C insurance in its use
of career agents, sales incentives, bonuses for agents, and financial support.

Within the P&C insurance sector, there are distinct regional differences in how insurance is
bought and sold. The P&C insurance industry in British Columbia is differentiated from that of the
rest of Canada by:

1. The existence of a public auto insurer,
2. The length of time pre-existing disclosure regulations have been in place, and

3. The ease with which consumers can access remedies to problems relating to their
insurance.

As a result, the B.C. system should not be unnecessarily burdened with regulations designed to
respond to issues that don't exist in the province.

As the CCIR acknowledged in its consultation paper, its concerns about disclosure are based on
whether “...issues similar to those in the U.S. could arise in Canada...”

The issues in guestion involved the clearly illegal activities of price-fixing and bid-rigging. The
State of New York had regulations and sanctions in place to deal with them, as does Canada and
every province in Canada. Brokers along with other industry professionals applaud the
prosecution of this type of misconduct under the full weight of the law.

It's highly unlikely the type of disclosure regulations being contemplated by the CCIR would have
prevented price-fixing or bid-rigging. Should those illegal activities occur, other laws already in
place would — and should — respond.

The CCIR’s contemplation of harmonization of disclosure requirements across Canada echoes
another U.S. issue. During the past year or so, New York Attorney General Eliot Spitzer and U.S.
Representative Michael Oxley have brought to a boil a debate that has been simmering in the
U.S. for decades: Should insurance be regulated at the state or federal level? (Oxley was a
sponsor of the Sarbanes-Oxley Act of 2002 that resulted from the Enron, Arthur Andersen and
WorldCom corporate financial scandals, and he has proposed legislation that would over-ride
regulation of insurance rates by states).

Industry stakeholder groups such as the Independent Insurance Agents & Brokers of America,
consumer groups such as the Consumer Federation of America, and many elected
representatives are lining up in favour of continued state regulation. Their reasons are primarily
based on accountability and consumer benefit: the closer regulatory accountability is to the
consumer, the better it can provide further protections based on local needs.





Responses to stakeholder questions

1

10

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

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

Are the policy options the best means of accomplishing
the objectives identified in the consultation paper?

Have the policy options overlooked any other approaches
or considerations? If so, please provide us with an outline
of those approaches or considerations.

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 off the most
value in making your insurance purchasing decisions?

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

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?

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.

Do you have any suggestions for describing or
interpreting independence?

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?

They are excessive and unnecessary for
the B.C. market. Market confidence is solid.
The disclosure environment is well
established.

They will add cost and complication with
limited additional value.

No.

Yes. Maintain the status quo in B.C. Or
harmonize the rest of Canada to B.C.'s
regulations.

No.

Yes, please see our points regarding the
regional nature of insurance under
“Conclusion” on page 7.

Maintain the status quo in B.C. Or
harmonize the rest of Canada to B.C.’s
regulations.

They should apply to all intermediaries.

We feel that the law of agency and B.C.’s
disclosure regulations address the issue of
independence adequately.

Brokers often provide risk -management
services as part of the transaction. The
interests and goals of all three parties
(insured, broker and insurer) are the same:
a safe, claims-free term of the policy, and
fair compensation should a loss occur. It
should not be considered a conflict if the
broker and insurer are remunerated in the
course of helping the insured achieve that
goal.





11

12

13

14

15

16

17

18

Is the concept of performance-linked benefits sufficiently
clear?

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

Should the restrictions on performance-linked benefits be
absolute or limited by introducing appropriate controls
and qualifications (e.g., setting a maximum dollar
amount)?

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

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?

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?

As a consumer/client does this option provide information
on intermediary relationships with insurers that is
meaningful and useful for an insurance purchase?

Is the scope of the disclosure 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?

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?

Yes.

Volume and retention incentives should not
be subject to special regulation. These
incentives are typically in response to
additional duties or services provided by
the broker — for example, administration of
a group program. The variety of these
situations would be difficult to fit into a
specific regulatory model.

No. Insurers have their own controls within
their agreements with intermediaries.

Principle-based.

Services or assistance should be viewed in
the same way as financial support or
investment. “Conflict of interest” needs to
be defined more clearly here.

Yes. In B.C. a licensee is often an agent
(representing the public auto insurer) and a
broker (representing several private
insurers for habitational and commercial
lines). Having to disclose this in every
transaction will be seen by customers as
bureaucracy run amok.

No.

Yes. It's questionable whether disclosure
plays any role in informed purchase
decisions now, so altering it will provide
little change. Disclosure is not an issue for
the insurance-buying public.

Insurers began voluntarily disclosing
commission rates on their websites Jan. 1,
2005. Not only has there been no
difficulties with this, there has been no
interest shown by consumers.





20

21

22

23

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? Is it relevant information for the consumer?

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

Are there any alternatives to disclosure that regulators
should consider?

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

Are the policy options cost-effective and enforceable?

About IBABC

Consumers understand that intermediaries
are remunerated by insurers for their
services in the transaction.

We refer you again to the B.C. system as a

possible model for other provinces.

Answered above.

No.

The Insurance Brokers Association of B.C. serves as the voice of the general insurance
brokerage industry and promotes its members as the premier distributors of insurance products
and services in British Columbia. IBABC is the primary provider of pre-licensing and continuing
professional education for the general insurance brokers in B.C. IBABC represents the interests
of the public and its member brokers to government and to industry stakeholders.

IBABC represents in excess of 750 property and casualty insurance brokerages that in turn
employ more than 8,000 people in approximately 140 B.C. communities. Member offices are the
consumer’s choice for the vast majority of all property and casualty insurance policies and
premiums written in the province. Consumer satisfaction with their insurance brokers is high. In
survey after survey, consumers report that they value their brokers’ knowledge, professional
advice, unbiased review of their needs and coverage options, and service and advocacy in the
event of a claim. IBABC member brokerages have an average of 13 staff members and therefore
fit within the small to medium-sized enterprise (SME) category.

Contact

#1300, 1095 West Pender Street,
NSURANCE Vancouver, Bgf/GEe;Mgr e

ROI{ERS Tel: 604-606-8000

Fax: 604-683-7831

SOCIATION Please visit www.ibabc.org for more information

OF BRITISH COLUMBIA C:J. (Ch_uck) Byrne, CIP, Executive Director
Direct Line: 604-606-8001
Email: cbyrne@ibabc.org




http://www.ibabc.org/



		3 August 2005 

		Table of contents 

		Background 

		At issue 

		Priority of the client’s interest 

		Performance-linked benefits offered to intermediaries 

		Transparency of compensation, ownership and other financial interests 

		Conclusion 

		Responses to stakeholder questions

		About IBABC 

		Contact  






Relationship between Insurers and
Sales Intermediaries

Response to the CCIR and CISRO consultation paper of June 3 2005

Submission

August 2005





Table of Contents

About IBAC page 3
Overview page 4
Issues page 6
1) Codify the priority of the client’s interest page 6
2) Restrict performance-linked benefits page 8
3) Enhance transparency page 9

Conclusions page 11





INSURANCE BROKERSASSOCIATION OF CANADA

August 3, 2005

ABOUT IBAC

The Insurance Brokers Association of Canada (IBAC) is the national professional
organization of property and casualty insurance intermediaries in Canada. It
represents 11 associations across Canada, who in turn represent nearly 30,000
independent insurance brokers in almost every community in the country.

Through its permanent staff, its volunteer Board of Directors, and its special
committees, one of IBAC’s roles is to play a leading part in the consultation
process between government and the industry. The continuous dialogue is aimed
at improving the services provided by insurance intermediaries, safeguarding
their service and integrity, and ensuring that society will have professional advice
and freedom of choice in its selection of property and casualty insurance
coverage.

In this submission, IBAC will be providing a national response only. As a national
association of provincial brokers associations, we represent commonalities to all
jurisdictions, and therefore will not be embarking on regional or provincial
specific issues.

However, as a national voice, we believe that we are in the position to be able to
bring to the attention of CCIR viewpoints and opinions that would enhance the
industry as a whole.





OVERVIEW

We applaud the CCIR’s effort to confirm that the Canadian property and casualty
insurance industry is not guilty of the illegal acts perpetrated in the United
States. We especially appreciate the conclusion that:

“No evidence of any illegal insurance related activity was found.”

This finding reaffirms the efforts that we and our member organizations have
tirelessly promoted the highest level of professionalism at all levels of the
industry. We are proud of our service to the Canadian insurance consumer and
feel that existing law along with a highly competitive and well supervised
marketplace ensures that insurance buyers are protected and well served.

There are several factors to be taken into consideration when attempting to
develop new measures to enhance public confidence in the property and casualty
industry:

1. Any response should only address areas where problems have arisen and
where a need for further action has been shown to exist. This is the
foundation of our legal system. It is one based on precedence. Current
laws reflect the reality of our society and are not based in the abstract, or
the possibility of some future situation occurring that today does not exist.
It would be an impossible task to ask legislators to dream of every
possible scenario and draft appropriate laws or regulations in the interests
of preventing or punishing inappropriate behaviour.

2. It is critical that any new requirements recognize that property and
casualty insurance products and life and health insurance products are
essentially different. And therefore any scrutiny of the regulatory regime
would have to be specific to that particular line of business:

P&C products are designed for the management of risk or asset
protection.

Most life and health insurance products are designed for wealth
management or asset enhancement.

In terms of product distribution, one of the primary differences is that the
P&C consumer can assess the contract on an annual basis with the
ability to accept or reject without penalty.





3. Any new obligations contemplated should offer benefits to consumers that
justify and outweigh the additional costs. Ultimately such costs will be
borne by the insurance consumer.

4. Regulators should be especially careful not to tilt the competitive playing
field in favor of one segment of the insurance industry.

Consumers have local needs and requirements that their property and casualty
insurance should satisfy. These vary from province to province, and even
between regions within a province. Current regulation accounts for those needs
and leads to provincial differences.

While we understand the basis for harmonizing regulations, we feel strongly that
there continues to be a much greater advantage to the consumer for individual
provincial regulation. One of the great strengths of insurance regulation in
Canada has been the reflection of the differences in provincial economies in the
rules and guidelines for insurance distribution. In dealing with issues relating to
market confidence, we are in agreement with provincial positions that a “one size
fits all” approach to regulating the industry would be a) impractical, b) costly and
¢) not add any confidence in the market.

The question of the independence of insurance intermediaries is straight
forward; all insurance intermediaries by the very nature of the service they
render are assumed to have some degree of independence by the public.

The public should be made aware whenever an intermediary is captive to one
supplier.





ISSUES
1. CODIFY THE PRIORITY OF THE CLIENT’S INTEREST

Introduction

The client’s interests take priority over the P&C broker’s interests and should not
be sacrificed to the interests of others.

In order to understand the client's interests, the P&C broker must obtain or
confirm information about the needs of the client and, when making a
recommendation, must reasonably ensure that any product or service offered is
suitable to fulfill those needs.

The P&C broker will facilitate client purchasing decisions so that they may be
made solely on the attributes of the insurance product or service offered,
including the value of the services of the P&C broker. The reality is that the
buying decision is not made solely on price. The lowest price does not always
satisfy the needs of the consumer.

It would be erroneous to presume that the interests of brokers and customers
regularly conflict and that brokers act in their own self-interest to the detriment
of customers as a matter of practice.

Nothing could be further from the truth, and there is no evidence to support
such a conclusion. In fact, both existing law and a highly competitive industry
help ensure that insurance buyers are protected and well-served.

The insurance marketplace is remarkably competitive, and buyers have an array
of options when they purchase insurance. There are approximately 35,000
licensed brokers in this country. In addition there is a wide array of direct
writers, captive agents, and brokers. The fierce competition on the ground floor
of the marketplace keeps brokers responsive, accountable and helps ensure that
consumers are well-served.

If an insurance provider offers a buyer terms or coverage that are below par,
prices that are inexplicably higher than others, or service that does not create a
value proposition for the purchaser, then that buyer will move his or her business
to another broker or distribution channel.

The reality is that the competitiveness of the marketplace, as well as the broker’s
desire to retain customers and build the brokerage’s value, already motivates the
broker to serve the customer well.





Discussion

Licensee candidates learn in the first chapter of pre-licensing text books
(Fundamentals of Insurance and Canadian Accredited Insurance Broker Program)
that utmost good faith is one of the three elements unique to a contract of
insurance (the other two being insurable interest and indemnity). Within that
general duty of care are specific duties that the licensee owes to both the
insured and the insurer.

Although this goes without saying, many jurisdictions have voluntarily adopted
various codes of conduct, codes of ethics, rules, and guidance that formally
entrench this notion as a matter of public record. This evolution was not in
response to deal with untoward activity, or consumer demands, or lack of
confidence in the market. It was simply the reaffirmation of the core principles
governing the industry and the people working in it.

Above and beyond this codification, this presumption exists at Common Law, and
therefore is actionable before the courts. Jurisprudence has reaffirmed this in
clear and unambiguous decisions.

Another mechanism in ensuring that the client’s interest remains uppermost in
the transaction is that the licensee retains the exposure for any errors and
omissions.

Because of the entrenchment of this duty, a number of avenues are available to
consumers should they believe that the broker is not acting professionally. Most
jurisdictions have in place bodies that hear complaints, and have the right to
discipline and suspend licensees. Bodies range from various councils, to
ombudsmen, to a variety of Dispute Resolution Services.

IBAC'’s position is that there are sufficient safeguards in Canada, at all levels of
the profession, that make it virtually impossible for a concerted abuse of
consumers to occur. In addition to these safeguards, we are of the view that the
stringent oversight of regulatory bodies in each province provides an additional
safeguard that is a world leader in this area.





2. RESTRICT PERFORMANCE—-LINKED BENEFITS OFFERED TO
INTERMEDIARIES

The CCIR has raised the issue that it may appear “...to a reasonable, informed
third party...” that these types of fees would steer the consumer to or away from
specific insurers to achieve some other result that may not be in the consumers
best interest.

The payment of incentive compensation is a legal and effective means of
rewarding insurance professionals as well as professionals in countless other
sales-oriented industries. These costs are paid by the insurer because of the
value provided by the broker’s ability to properly assess risk. Contingent profit
sharing (CPS) arrangements have perhaps more to do with providing incentives
for ongoing risk management and after-sales service as they do with the initial
placing of the risk. Such arrangements serve the public good in that they take
the onus away from making the sale and place it on servicing the customer over
the long term.

Unlike most other industries, these fees are rot paid out on a volume of sale
basis. The incentive for the intermediary is not to achieve a target volume of
sale, but rather for those who understand the market and whose portfolio is
made up of the kind of business the insurer is trying to write. This ability to
properly assess risk, benefits the consumer as well as the insurer: the insurer
due to prudent front-line underwriting, and the consumer due to more
appropriate and affordable policies.

Quoting from a recent study' dealing with intermediaries, “contingent
commissions based on profitability of the business placed tend to be most
important when the intermediary performs some underwriting functions or has
information that the insurer cannot access directly in a cost-effective manner,
especially more subjective information about the quality of the risk”. Brokers
perform front line information gathering to ensure that the appropriate risk is
placed with the appropriate insurer.

Although contingent profit sharing makes up less than 3% of insurance policy
premiums and on average is less than 2%, such payments perform a significant
marketplace function and benefit all three parties in the insurance transaction.

Brokers with profit-sharing agreements are motivated to perform
effective front-line underwriting and risk-evaluation (functions likely
to be more expensive if handled solely by the insurer). They also

1 “The Economics of Insurance Intermediaries’, Professors J. David Cummins and Neal A. Doherty, 2005
http://www.insurancejournal.com/downloads/WhartonStudy 2005.05.20.pdf






assist their clients with claim prevention by providing professional
advice and local knowledge.

Insurers benefit as their brokers seek better qualified and more
properly priced business, and

Consumers gain because of more favorable pricing and policy terms
which encourages the consumer to apply risk management suited
to their needs.

Although it may be argued that the root of the illegal activities in the US are
linked to bid-rigging, there is no direct correlation between commission based
fees, and any improper and/or criminal activity. Restricting or eliminating these
types of fees could dissuade the broker from serving the aggregate interests of
his clients in properly assessing risk, insurers would significantly increase their
exposure to risk, and consumers would be subjected to higher pricing and policy
terms that would not meet all their needs.

It is our position that restricting CPS #es would result in higher fees for the
consumer, no incentive for risk management for brokers, and increased exposure
to risk for the insurer.

3. ENHANCE TRANSPARENCY

The P&C broker has the responsibility to ensure that the client is fully informed
of all relevant information before the client makes a decision.

The client is entitled to disclosure of the risks and benefits of the financial
products being considered and information about the P&C broker’'s business
relationships that are relevant to the transaction.

There are two aspects to disclosure and both must be satisfactorily taken into
account under these principles and practices:

(1) "product information™ regarding product or service features, as well as the
main risks and benefits inherent in the transaction or purchase;

(2) “P&C broker information” regarding relationship issues which are
important to the consumer.





1. Product Information:

The P&C broker must clearly describe the price, product and service for the client
and the ways in which the transaction will best match the needs of the
consumer.

2. P&C Broker/Business Relationship Information:

The following are excerpts from the guidelines “Principles and Practices”
developed by IBAC and its member organizations with respect to the sle of
products and services that the industry follows and brokers adhere to. They
clarify the role and disclosure obligations for the industry.

Upon request by a client and wherever relevant to the transaction, the P&C
broker must include the names of organizations or persons that are, to his or her
knowledge, directly providing remuneration to the P&C broker.

Upon request by a client and where the outcome of a transaction may be
influenced, the P&C broker must also disclose the relationship between the P&C
broker and the firm whose product is being considered; and any relationship(s)
among the firms directly involved in a transaction.

The P&C broker should also disclose any other direct or indirect relationships that
are relevant to, and may have influence in, the transaction.

Upon request by a client and wherever relevant to the transaction, the P&C
broker must also disclose:

all fees payable by the client,

the method of the P&C broker’s remuneration

(disclosure of specific amount is not required, but disclosure of the type
of compensation is, i.e., fixed and percentage commission, salary, or
other) and

must disclose the existence of any other benefits from sales incentive
programs related to the transaction

IBAC strongly believes that there is no need in the marketplace for a mandatory
disclosure requirement. This would encumber the consumer with even more
documents and processes in spite of the fact that a very small minority of
consumers ask for these. Surveys across the industry indicate that there is no
overwhelming demand from consumers for this requirement. If implemented, it
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would prove cumbersome, impractical, and would in no way increase market
confidence.

Our position is that the current regime s practical from the perspective of the
intermediary as well as the consumer. It is cost-efficient, and it achieves the goal
of preventing any conflict of interest.

CONCLUSIONS

IBAC has done a thorough assessment of the current regulatory regime
throughout the country regarding the issues addressed by CCIR. We believe that
these are legitimate concerns.

Our industry is not static, nor do we operate in a vacuum. We recognize that
instances may arise from time to time where regulators need to act in order to
correct certain activities in the marketplace. In fact we applaud changes that are
aimed at correcting untoward activities; this can only benefit the consumer.
However, there exists no evidence at this time of practices that undermine the
confidence of consumers, or of illegal activities.

Insurance intermediaries play a vital role for both insurers and consumers. A
great deal of trust is placed by consumers with their brokers in handling their
insurance needs. Insurance brokers take this responsibility very seriously, and
consumers should expect no less.

To summarize IBAC’s position on the specific issues raised by CCIR:

1) Caodify the priority of the client’s interest

We are of the view that currently there are sufficient safeguards which ensure
that this principle is paramount at all levels of the industry. Any legislative or
regulatory requirement would create unnecessary and costly burdens both for
brokers as well as consumers. This could result in potentially having two
regulatory bodies policing different wordings for the same purpose.

2) Restrict performance-linked benefits offered to intermediaries

As with many other service industries, performance-linked benefits exist in the
insurance brokerage industry. They are however misunderstood. This benefit
does not reward the intermediary due to quantity of his/her work, but on the
quality of his/her work. By this we suggest that that the incentive is not tied to
the amount of business provided to one specific insurer, rather the appropriate
type of business, properly researched and underwritten.
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3) Enhance transparency of compensation, ownership and other financial
interests

We believe that a voluntary system, adapted to individual provincial needs, is the
appropriate method of handling disclosure. This regime has worked in the past
and we believe is adequate in dealing with some of the concerns raised by CCIR.

In referring to the illegal activities in the U.S. the previously quoted study adds:

“...competitive abuses are possible in any industry; and the normally competitive
market for property-casualty insurance should be carefully distinguished from
illegal activities that occasionally occur, not only in the insurance industry but
also in a wide range of other sectors.”

IBAC would like to respectfully recommend that it would be inappropriate to
make direct comparisons between Canada and the United States in this area.
Although there are similarities between the two countries, there are also many
differences, and a regulatory response in one country might not be applicable, or
effective in the other. Therefore it would be unjustified to blindly follow the
American lead in delving into regulatory changes for something that does not
exist in Canada.

It is with this premise that we strongly believe that the current regulatory
framework in Canada is one that provides consumers with a transparent
insurance brokerage industry, a stringent and effective oversight mechanism,
and a stable and competitive marketplace which Canadians have confidence in.
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RELATIONSHIP BETWEEN CLIENT AND BROKER

“The matchmaking or “market making” role through which buyers are matched with
insurers is a complex, multidimensional process. The role of the intermediary is to scan
the market, match buyers with insurers who have the skill, capacity, risk appetite, and
financial strength to underwrite the risk, and then help their client select from competing
offers. Also important are the breadth of coverage offered by competing insurers, the risk
management services provided, the insurer’s reputation for claims settlement and
financial strength, and other factors. It is common for the coverage not to be placed with
the low bidder. In the case of very large risks, coverage is likely to be syndicated over
many insurers...insurance intermediaries also help their clients understand and measure
their risk, advise them on how insurance can alleviate the costs of risk, help design
insurance coverage programs, and assist with claims settlements.”1

The expectations of consumers in Manitoba have been affected by their positive
relationship with the Manitoba Public Insurance. Customer satisfaction with the broker
force is monitored by MPI on a quarterly basis. Based on these surveys, consumers
consistently state that they are pleased with the services provided by the broker force in
Manitoba. This expectation for high levels of service is transferred to other property and
casualty coverages.

Consumers have not expressed concerns over the issue of compensation for their
brokers. The Marsh & McLennan situation has been publicized in the national and local
media. Yet there has been no public outcry. Rather there seems to be lack of interest in
this issue. Insurance requires a high level of trust and consumers value the services and
advice provided by knowledgeable brokers. The public expects that brokers will receive
a reasonable level of compensation for their professional services.

In addition the high level of competition in the insurance industry allows consumers to
change brokers if they are dissatisfied with advice or service. Customer service has
become the focus of professionalism. It is the subject of insurance texts such as the
Customer Service for the Insurance Professional series or included as a specific section
in texts such as the AutoBroker Technical Course Volume |I.

Brokers live in the community they serve and are an integral part of the daily life. Brokers
put clients first because their insureds are not simply clients but also family, friends and
associates. They see each other in church, at their child’s school, at local sporting
events or community events. Brokers take pride in their active participation in community
life.

1 Cummings, J. David and Doherty, Neil A., 2005, “ The Economics of Insurance
Intermediaries”, Wharton School — University of Pennsylvania, p. 1.





STATUTES AND REGULATIONS AND CODES

Consumer protection falls under provincial jurisdiction and Manitoba, like other
provinces has developed strong, enforceable laws to protect its consumers.
These are working well providing consumers with a high level of protection.

The following excerpts are from the Insurance Act dealing with the regulation of
brokers and insurance sales.

Specific powers and functions

396.1(7) Without limiting the generdity of subsections (4) and (5), the Lieutenant
Governor in Council may meake regulations empowering insurance councils, on any
terms and conditions the Lieutenant Governor in Council deems gppropriate, to

(@) collect any fees fixed under subsection (6);

(b) exercise and perform such powers, functions and duties as are conferred or
imposed upon or delegated to the insurance councils under this section;

(c) edtddlish the educationa, traning and other dandards and qudifications
required for the licengng or regigration of agents,

(d) establish and enforce ethica, operationa and trade practices for agents;

(e) investigate complaints and adjudicate or mediate disputes respecting
services provided by any agent;

(f) initiate and engage in programs of consumer protection;
(9) make recommendations to the minigter;
(h) make rulesfor its own procedure;

and may make regulations respecting any other matter or thing reating to insurance
councils that the Lieutenant Governor in Council deems necessary.






Disciplinary actions by the superintendent

375(1.1) For the purposes of subsection (1), the superintendent may do one or more
of the following after giving a notice of decison in writing to the licence holder or
former licence holder:

(&) suspend the licence of the licence holder;

(b) revoke the licence of the licence holder

(c) subject to the regulaions, impose a fine on the licence holder or former
licence holder and fix adate for the payment of the fine;

(d) subject to the regulations, require that the licence holder or former licence
holder pay some or all of the costs of the investigation and, where applicable, of the
hearing and fix a date for the payment of the costs assessed.

In addition licensed brokers must adhere to the following Code
of Conduct of the General Insurance Council of Manitoba:

Section 1 - INTERGRITY

AGENTS OR BROKERS SHALL DISCHARGE THEIR DUTIES TO THEIR
CLIENTS, MEMBERS OF THE PUBLIC, FELLOW AGENTS OR BROKERS,
AND INSURERSWITH INTERGRITY .

COMMENTARY:

Basic Principles

Integrity is a fundamental quality demanded of every insurance agent &
broker. If personal integrity is missing, there is little you can do to
compensate for its absence or to repair the damage to your reputation.
Deliberate wrongdoing and gross neglect are equally reprehensible.

Examples

Examples of conduct which have been found not to meet this requirement
include:

Placing yourself in a conflict of interest with your client. (See Section 4 for
further information.)






Section 4 — ADVISING CLIENTS

AGENTS OR BROKERS SHALL BE BOTH CANDID AND HONEST WHEN ADVISING
CLIENTS.

COMMENTARY:

Scope of Advice
Recommendations to clients shall be complete, open and clear.

You must indicate in detail, the facts and assumptions upon which your recommendations
are based. You must study the risk in sufficient detail to provide the client with sufficient
information with which to make an informed decision.

Disclosure of Markets

If you can offer only one company’s quote to a prospective client, there is duty upon you to
make this limitation known before accepting and before placing any business on the clients
behalf.

Product Disclosure

You have an obligation to inform your clients at all times about all aspects of the insurance
products they have purchased including any changes affecting a policy which occur during
the policy term. In addition, you must observe all relevant laws relating to public protection
and disclosure of information to clients. Anyone dealing with unlicensed insurers must hold
a “Special Brokers License” to deal with unlicensed insurer pursuant to the Insurance Act.

Conflict of Interest

In addition, you must not place yourself in a conflict of interest with your client unless your
client approves of your intended conduct after you have openly, honestly and fully disclosed
the existence of a conflict of interest. Where you receive any form of incentive or bonus for
placing business with an insurer, this must be disclosed to your client if it is a factor in
recommending that insurer over another at the client’s expense or detriment.

Tied Selling

Under the Federal Competition Act, it is an unfair or deceptive act or practice for an agent or
broker to assist in or engage in the practice of “tied selling”.

Note: The above section on Conflict of Interest is of particular note
since the broker must disclose any incentive or bonus “if it is a factor
in recommending that insurer over another at the client’s expense of
detriment.”






SECTION 7 — MANNER OF SERVICE

AGENTS OR BROKERS SHALL MAKE SERVICES AVALIABLE TO THE PUBLIC IN AN
EFFICIENT AND CONVENIENT MANNER WHICH WILL COMMAND RESPECT AND
CONFIDENCE AND BY MEANS OF WHICH IS COMPATIBLE WITH INTERGRITY AND
EFFECTIVENESS.

COMMENTARY:

Basic Principles

The means by which insurance is made available to the public must not detract from
the integrity or effectiveness of the insurance agents or brokers. This obligation

must be kept in mind when the broker is determining particular methods of operation,
marketing or advertising.

SECTION 8 — MAINTAIN INTEGRITY OF THE PROFESSION

AGENTS OR BROKERS SHALL ASSIST IN MAINTAINING THE INTERGRITY OF THE
PROFESSION AND SHOULD PARTICIPATE IN ITS ACTIVITIES.

COMMENTARY:

Duty to Report Misconduct and Incompetence

Where an agent or broker who tends toward professional misconduct is not checked
at an early stage, loss or damage to clients or others may ensue. Evidence of minor
breaches may, upon investigation, disclose a more serious situation or may indicate
the beginning of a course of conduct which could lead to serious breaches in the
future. It is therefore proper for you to report to the Insurance Council of Manitoba
(the “Council”) any instance involving a breach of the Insurance Act, its regulations,
this Code of Conduct or the General Insurance Agents Licensing Rules by any agent
or broker. Where, however, there is a reasonable likelihood that someone will suffer
serious damage as a result of an apparent breach of the Insurance Act, its
regulations, this Code of Conduct or the General Insurance Agents Licensing Rules,
you have an obligation to report the matter to Council.

In all cases, such a report must be made in good faith, without malice or ulterior
motive.

You shall attempt to persuade and assist any member of the public to report any
facts to the Council which may constitute an act of misconduct.

You have a duty to reply promptly to any communication from the Council.






Brokers understand the need to place the interests of the consumer over their own. Not
only does this apply under the law of agency where the agent’s fiduciary duty to the

client is clearly noted but also in the materials approved by the Superintendent of
Insurance as a prerequisite for licensing.

In addition the Insurance Brokers Association of Manitoba’s Code of Ethics
reinforces the requirements for its members and its actions:

To the Public
- To remember that my first obligation is to my clients and to the insuring
public.
To provide my clients with the highest standard of professional service.
To ensure that my advice to them is based on the highest level of
professional integrity and performance.

Rules of Professional Conduct
To show faith in the worthiness of my vocation by industrious application so
that | may merit a reputation for quality service.
My advertising will be moderate and when publicizing or offering my service, |
will have due regard for the dignity of my profession.
I will always put the legitimate interest of my clients and my loyalty to them
before my own profit.
I will always give constant attention to my professional training and update
my knowledge of Insurance so that | will not be a mere Insurance distributor,

but rather bring an original contribution to the provision of coverage; one that
is tailored to the client’s needs.

BROKER COMPENSATION

The schedule of Manitoba Public Insurance fees and commissions is presently available
to the consumer as a public document. Brokers fees and commissions are established
following the annual review of the rate application. We have attached a copy of the
present Agents’ Commission and Flat Fee Schedule.

Property and casualty commissions fall between 10 and 20% of the premium. Manitoba
is the only province in Canada that does not permit the broker to charge both a fee and a
commission. In recent discussions with respect to the re-write of the Insurance Act,
government and brokers have agreed to incorporate a change requiring brokers to
disclose any fee in writing in advance of delivering the services. This is true
transparency.

Many of the services provided by brokers are carried out without an additional fee, such
as the addition of a mortgage. Others result in the reduction of commissions, such as
deletion of a property.

All sales and service industries have systems in place for motivating sales staff. In the
insurance industry, these create a reason, not only to make the initial placement, but
more importantly, they act to create incentives for post sales service including risk
management and claims service. Brokers who sell new accounts, only to have existing





clients leave the brokerage because they have received poor service or because other
brokers entice them with a promise of better service, will not receive contingency
bonuses.

Contingent profits are calculated at the end of the insurer’s accounting year. It would be
impossible for a broker to disclose its profit on the entire portfolio of the insurer’s
business until the calculations have been completed and disclosed to the broker several
months later. It is also unlikely that the broker could ever determine how much that
particular client’'s account contributed to the contingent cheque.

The analysis of Rothschild and Stiglitz (1976) also shows that profit based contingent
commissions align the interests of the broker and the insurer in creating the correct
pricing of policies and in preventing adverse selection. When insurers have the benefit of
more risk information from its front-line underwriters, the brokers, it brings stability to the
market by charging the correct price for the product based on the potential losses.
Brokers help identify physical and moral hazards. Conscientious insureds will improve
their chances of avoiding an insurance claim by taking the loss prevention or loss
reduction advice provided by the broker or insurer. Future insurance premiums will be
reduced when the past claims experience and future expectation of claims payments are
lower due to better loss control by the insureds. Where the risks have been improved,
this results in savings for insureds, insurance industry and the general public as a whole.
Contingency profit payments and the services provided by brokers to earn these
payments benefit society.

Insurer profitability is of paramount concern for Manitoba brokers. With government
automobile insurance, only a small volume of business is available for private insurers. If
compounded with bad claims experience, this low underwriting cash flow would cause
more insurers to pull their business out of the province. The result would be little
competition and higher prices, or individuals and businesses without insurance
coverage. Both would adversely affect the economy of Manitoba. Reducing losses and
writing profitable business becomes more important to the insurance industry than
contingency commissions.

The issue that created the need for this discussion resulted from and is limited to the
Marsh & McLennan case in the United States. This brokerage was clearly involved in the
illegal activities of price-fixing, bid-rigging and fraud. It was the illegal practices of
obtaining fictitious high quotes from insurance companies in order to deceive its clients
into believing that true competition had taken place that should remain the focus of
concern for consumers and the insurance industry. The State of New York had
regulations and sanction in place to deal with this brokerage and other intermediaries
who violate its laws.

In a statement from the Attorney General Eliot Spitzer of New York, “ We are persuaded
that the goals that would have been advanced by a criminal prosecution of the
corporation — punishment, restitution, general deterrence, and industry reform — will be
better accomplished by criminal prosecution of individuals, adoption by the company of
dramatically new business procedures, installation of new leadership, a full examination
of prior wrongdoing and a pledge of restitution to those harmed.” This statement shows
the depth of present actions that would also be available in every province in Canada
under its present laws.





TRANSPARENCY OF OWNERSHIP

In the small communities of Manitoba, the perpetuation of the brokerage force is
important to the members of that community. In recent years, many have suffered the
closing of a bank branch. Loss of the insurance brokerage would further affect the
economic life of the community with the loss of jobs and access to financial services.

The shareholder value that exists in provinces with private automobile insurance does
not exist in Manitoba. In those private automobile provinces, this value may represent
60% of the total volume and is included in determining the sale price of the brokerage.
The Autopac volume does not have the same value and is non-transferable. In addition,
Manitoba Public Insurance is making no new appointments. The only way to obtain this
market is to buy a brokerage with an existing MPI agreement and to meet the location
requirements. This restricts entry into the industry and the opening of new brokerages.

Small to medium business, such as insurance brokers, often have difficulty obtaining
bank loans to purchase additional businesses or for new owners to secure money to buy
out existing brokerage owners. This is compounded by the fact that the greatest value in
brokerages is goodwill and not the usual physical assets found in other businesses.
Banks have difficulty lending money to owners or perspective owners based on this
intangible security. The Banker's Association also continues to lobby the federal
government for entry into the distribution of property and casualty insurance at the
branch level. This causes concern to a broker who may be obtaining a loan from a future
competitor.

Because of these issues, brokers and insurers have entered into ownership
arrangements. Insurance companies recognize the intrinsic value of brokerages in small
communities and the goodwill component of valuation. Brokers have a source of funding
to perpetuate their business and insurers have a secure market for their products. In
addition brokers are able to develop enhanced products and policy coverages to meet
the specific needs of their customers. These are always to the advantage of the
consumer.

As a broker, however, this does not mean that business is directed only to the financing
insurer. One insurer alone cannot meet the needs of all clients. In keeping with the
principle of spreading the insurance risk in general, brokers also understand the value of
spreading the risk among insurers. In fact that is the fundamental principle upon which a
broker is based and separates them from an insurance agent.

Therefore, due to the economics of the industry in Manitoba, the position of insurer as
lender to brokerages provides stability and perpetuation to the industry and continues to
provide consumers with access to professionals in the communities in which they live.





CONCLUSION

The present system of consumer protection provided at all levels of government and
reinforced by the industry itself is working well. Consumer satisfaction levels are high
based the established standards of professionalism provided by their brokers and the
healthy, competitive industry that presently exists in Manitoba. Additional compliance
requirements or laws restricting broker compensation would cause increased price and
restricted access to products required for the economic welfare of the province.

INSURANCE BROKERS ASSOCIATION OF MANITOBA

The Insurance Brokers Association of Manitoba (IBAM) is the non-profit, trade
organization with voluntary membership representing 89% of eligible members. Its
mission is to ensure that insurance brokers are the primary provider of insurance
products and services in Manitoba. IBAM is the major supplier of licensing and
continuing education for general insurance brokers in Manitoba, and represents the
interests of its member brokers to government, industry stakeholders and members of
the public.

IBAM represents over 1500 property and casualty insurance brokers in 296 offices.
These offices are in 114 rural towns and communities, as well as, in Winnipeg. Member
offices are the consumer’s choice for the vast majority of all property and casualty
insurance policies and premiums written in the province. The majority of brokerages are
small to medium sized offices (SME) as only ten brokerages have more than twelve
licensed brokers.
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Manjtoba SCHEDULE A
Public Insurance EFFECTIVE MARCH 1, 1996
AGENTS' COMMISSION AND FLAT FEE SCHEDULE

- GEIMMISSIO

1. REGULAR, COMMERCIAL & QRV TRANS. A1(Excluding \nsurance Use -- Transit)
MEW 300 New Registration 4 A2, A4, A5, AB, AT, AR (Excluding Seru-Trailers}
REN/RE 360, 364, 365 Renewai 5 B1
REA 362 | ate Renewal c1&C2

2. DECLARED EXCESS VALUE [MIV) A1 [Cnly Insurance Uses -- Pleasure (Pass Weh, Mhome),
NEW 300 MNew Registration 12142 Scheal (Pass VYeh, Bus), All Purp {Pass Veh, Mhomas},
REM/RE 360, 364, 365 Renewal| 12142 Farm (Fass Veh), Farmn All Purp {Pass Weh),
REA 362 Late Renewal Recreation (Mhome)

A2, A8 (Only Insurance Uses — All Purp (Truck),
Pleasure (Truck]

A5, A6 — Farming/Fishing All Purp {Truck),

AT, AB {Excluding Semi-Trajlers)

3. OPTIONAL EXTENSION
NEW 00 New Registration 12 H2 A1, A2, AS, AG (Dnly Insurancs Llses - Pleasure (Pass Veh.
REMN/RE 360, 364, 365 Renewal 12 142 Mhome), Scheol (Pass Veh, Bus), All Purp (Pass Veh,
REA Late Renewal Mhome}, Farm (Pass Venh}, Farm All Purp (Pass Veh),

Racreation {Mhome), Farming/Fishing All Purp (Truck)
Al Purp {Truek), Pleasure (Truck)

. REGULAR TRANSACTIONS

170 Change of Name ang/or Address 2.00 A1l (Excluding Insurance Use -- Trapsit)

220, 340 |msuranceioad Change/Coverage Reduction 5.00 AZ, A4 A5, AB, AT,

320 Vehicle Transfer 5.00 AS (Excluding Semi-Trailers),

321 Estate-To-Spouse Transfer 5.00 c1,C2

280, 331 Document Replacement (Plates and 2.00 {Federal Gov't. insurance exermpt venicles exctuded for all
Slickers only) of the abave classes).

400 Cancellation of Policy 2.00 Ad (Exciuding Insurance Use - Transith

A2, Ad, A5, AB, AT,
AB (Exciuding Semi-Trailers), All CVR Classes

OTH acs Single Trip Weight Increase Permit 2.00 B3
OTH 065 Transit Permit 2.00 87
2. OFF-ROAD VEHICLES ACT
CiF 170 Change Customer Information 2400
CHG 220, 340 Change Vehicle Class/Change Policy Details 5.00 B1 Only - This section inciudes Federal Gov't,, Federal
TSF 320 ‘Vehicle Transfer 5.00 Crown Corporations, ather State/Provinee and
EST 321 Estate-To-Spouse Transfer 5.00 Consular vehicles which are msured under Basic
Doc 260, 381 Document Replacement (Plates and 200 Autopac
Stickers only)
CAN 400 Cancellatian of Policy 2.00
NEW 300 New and Renewal (Fiat fees for these 2.00 81 (Insurance exempt vehlcles only)
REN/RE 360, 364, 365 transactions da nat apply if vehicles are (NOTE: not applicable to agents for Consular vehicles)
REA 362 insured under Basic Autopar)
3. SEMI-TRAILER {REGISTRATION CNLY)
NEW 300 New Registration 200 A8 Only
REMN/RE 380, 364, 365 Renew 2.00 {Excluding Federal Gov't. vehictes)
REA 362
TSF 320 Vehicle Transfer 2.00
ooc 3840, 381 Decument Replacement {Plates and 2,00
Stickers only)
4. FARM TRUCKS
NEW 00 Addtionat Commission for Agents .00 AS
REMNRE 360, 384, 365 on Applicants in Terr. 2 {Incl, Terr. 5} 3.00
REA julixd
5. VEHICLES
NEW 300 Additional Commission for Agents 2.00 A1 {Excluding Insurange Use — Transit)
RENRE 360, 364, 355 on Applicants in Temr. 2 (Incl. Termr. &) 2.00 AZ, AS
REA 362
&. FEDERAL GOV'T. AND OTHER {insurance exempt vehicles only)
STATE/PROVINCE VEHICLES
CIF 170 Change Customer Information 200 Federal Govt - Owned Vehicles only
CHG 220, 340 Change Vehicle Class/Change Pofiey Details 2.00 A1, A2, A4, A5, AT, A8, B1,C1, C2
MNEWW 300 New and Renewal (Flat fees for these 2.00 Federal Crown Corps. and other State/Provinee - Owned
REN/RE 380, 364, 263 transactions do not apply if vehicles are vehizles orly
REA 262 insured under Basic Autcpac). A1, A2, Ad, AB, AT, A, A9, B1
TSF 320 Wehicle Transfer 2.00 Federal Govt. -- Owned Venicles anly, Remote Area
Do 3ea, 381 Document Replacement (Plates and 2.00 A1, A2, Ad, AS, AT, A8
Stickers only)
CAN 400 Cancellation of Policy . 200
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The Insurance Brokers Association of New Brunswick (IBANB) represents property and
casualty brokers operating within New Brunswick. While membership in our association is
voluntary, we are proud to say we represent over 90 % of the brokers operating in our province.
Our 90 members employ approximately 850 brokers within their offices. Our members are
located in 60 communities. Because of the nature of our province most brokers live and work in
small communities or rural areas. Many of our members are proud to be able to say there are
second and third generation family businesses. Our members know their clients and have long
standing relationships with them.

It is our position that the CCIR/CSIRO consultation paper has been written in response to a
problem that does not exist in Canada. The illegal practices of bid-rigging that were identified
by Spitzer report in the United States have not been found to exist in Canada.

The Industry Practices Review Committee clearly states in their consultation paper:
“No evidence of any illegal insurance related activity was found.”

As the consultation paper has established, there is no problem. Why then are we looking for a
solution?

One size does not fit all

Canada is a diverse country and a one size fits all solution is not in the best interest of consumers
in the varying regions of our vast country. Because of our differences our regulators have
developed different policies and enacted different legislation/regulation to protect the consumers
in their jurisdictions. We believe this should continue to be the case.

Differences in property and casualty insurance intermediaries and life and health intermediaries
must be recognized. Property and casualty insurance is intended for the management of risk or
asset protection, while life and health insurance is intended for management of wealth or asset
enhancement. Relationships between I&h intermediaries and insurers are vastly different from
those for p&c insurance. Because of these differences a single solution would not necessarily be
the right fit for both sectors.

One size fits all is not in the best interest of consumers.





Small business backbone of economy

The Canadian economy is one of free enterprise. Governments, both federally and
provincially, have stated the backbone of our economy is small businesses. New
Brunswick is basically a rural economy and the vast majority of p&c brokers are small
businesses. Additional intervention through legislation or regulation would ultimately
make it more costly for them to operate while providing no added benefits for consumers.

The competitive nature of the industry protects consumers. Choice of product and choice
of intermediaries from which to purchase, ensures consumers they are both well protected
and well served.

Priority of client’s interest

The primacy of the client is entrenched in common law. Brokers owe their first
allegiance to their clients and place their client’s interest first and foremost.

One of the cornerstones of the insurance industry is the principle of “utmost good faith.”
Every insurance transaction is based on this principle. In their dealings with
consumers/clients and in providing coverage, intermediaries act with utmost good faith.

Brokers provide the best coverage for their clients, not necessarily the lowest price,
irrespective of the compensation arrangements they have in place.

Brokers learn these principles in the courses they study to challenge Class I licensing
exams. The Insurance Brokers Association of Canada (IBAC) texts Fundamentals of
Insurance and Canadian Accredited Insurance Broker (CAIB) Level I introduce new
intermediaries to this principle very early in their careers. In addition, material is
included in these courses dealing with ethics, professionalism and the relationships
between intermediaries and consumers and intermediaries and insurers.

As brokers progress through the next three levels of the CAIB program and achieve
advanced levels of licensing, these principles are further reinforced. Upon completion of
the CAIB program brokers are able to progress on to the Canadian Professional
Insurance Broker and Canadian Certified Insurance Broker programs. These programs
along with seminars that are available to brokers further reinforce the principle that the
client’s interest is paramount to that of the broker.

Performance-linked benefits
Profit sharing is a means of motivating sales and is common in many industries. Most

consumers are familiar with the concept of profit sharing and are in no way concerned
that it affects their insurance purchase. As mentioned before, the consultation paper





clearly states that no evidence of any illegal activities was found. Brokers, like others
involved in sales, must meet predetermined criteria to realize a share of profits.
However, as mentioned above, the relationship that exists between a broker and a client
predisposes the notion that business is placed with an insurer that has a profit sharing
arrangement in place. It is the broker’s duty to ensure his client is provided with the
opportunity to purchase coverage from an insurer that best meets the client’s needs.

Profit sharing provides brokers with incentives to engage in risk management and basic
underwriting functions, and after sales service, as well as placing business with a
particular insurer. Because claims experience is an integral part of all profit sharing
arrangements, a broker has no way of knowing if he/she will in fact receive a bonus when
placing a risk. Brokers have no way of knowing if a client will suffer a major loss. It is
quite conceivable a major loss will be suffered on the last day of the year. Should such a
loss happen, the amount of the bonus will be reduced or possibly completely eliminated.

Whether brokers realize a small amount of the insurers profit or not in no way affects the
amount of premium that a consumer must pay for coverage. Should an insurer be
prohibited from entering into profit sharing arrangements with the brokers they do
business with, those profits will be retained by the insurer. Profits will flow out of New
Brunswick as insurers are national or international in nature. By means of the current
profit sharing arrangements, a small amount of the profit (usually between 1 and 3%)
remains locally with the broker. Brokers in turn reinvest in their communities and profits
remain within New Brunswick. Brokers are able to provide additional employment,
invest in real estate and through voluntary financial support aid in local growth and
development. Should brokers and insurers be prohibited from entering into profit sharing
arrangements, our local economies will suffer the effects.

Transparency of compensation, ownership and other financial interests

In New Brunswick consumers have not expressed concerns regarding the financial
relationships between insurers and brokers. Avenues already exist in New Brunswick by
means of our Consumer Advocate for Insurance should a consumer have a concern.

The IBANB feels rather than burden both the consumer and the broker with disclosure
requirements, all parties would be better served if financial arrangements were reported
to the Superintendent of Insurance as part of the licensing process. Any irregularities
could then be investigated and dealt with as necessary.

Consumer Confidence

The CCIR report states there “...may be a perception that some current business practices
may contribute to a perception of or actual conflicts of interest in the marketplace.” We
do not believe this to be the case in New Brunswick. However, we have identified areas
that need to be addressed within the current regulatory regime. Implementation of these
changes would alleviate these perceptions should they exist as well as providing further
protection for consumers.





Code of Ethics

While many jurisdictions have a Code of Ethics embedded in their Insurance Act or

its regulations, the Insurance Act of New Brunswick does not contain a Code of Ethics
nor does it make provisions for any guiding principles which must be followed. We
strongly recommend changes be made to implement a Code of Ethics for both agents and
brokers.

The IBANB and its members have adopted the Insurance Brokers Associations of
Canada’s Principles and Practices for the Sale of Products and Services by Property and
Casualty Insurance Brokers and A Consumer’s Guide to Property and Casualty (P&C)
Insurance Transactions. These two comprehensive documents clearly define nine ethical
principles by which our members abide. Foremost, these documents clearly state the
interest of the consumer takes priority over the interest of the broker. All remaining
principles in each document expand on this basic principle.

We are willing to work with our Superintendent to develop a Code of Ethics or Guiding
Principles that would apply in New Brunswick.

Disclosure — Information On Demand

Currently brokers receive very few requests from their clients regarding their
compensation arrangements with insurers. It is commonly known that brokers are paid a
commission on all policies sold. Should a client request information regarding the
broker’s means of compensation in regards to the policy being written, brokers provide
this information on demand. Consumers tend to be much more concerned about the cost
and coverage that will be provided rather than the amount of compensation the
intermediary will receive for the policy.

Brokers have always and will continue to provide their clients with this information on
demand.

Consumers are becoming much more sophisticated in their insurance purchases, shopping
for the policy that best suits their needs, be it on the basis of cost or coverage. If the price
offered by one intermediary does not justify the coverage provided, consumers will
simply contact another intermediary.

Appointment of Consumer Advocate for Insurance

The New Brunswick government has recently enacted regulations to create a New
Brunswick Insurance Board and appoint a Consumer Advocate for Insurance. The role of
these two bodies is to provide consumer protection. The Consumer Advocate for
Insurance, in particular, will keep a close watch on how the relationships between
insurers and intermediaries affect consumers.





Our Consumer Advocate has confirmed that inquiries from consumers do not include
concerns with transparency and disclosure issues. Consumers are concerned about
premium costs, coverage and claims. The Consumer Advocate is there to monitor all
aspects of insurance transactions that affect consumers. Should the relationships between
insurers and intermediaries create problems for consumers, action will be taken.

Mandatory Errors and Omissions Coverage

While most brokers in New Brunswick carry Errors and Omissions (E&O) insurance
coverage to protect their clients, not all do so. Should a situation arise where a broker
failed to provide correct coverage, adequate coverage or no coverage at all, the consumer
has recourse through the broker’s E&O policy.

It is our recommendation that regulations be enacted to mandate that all intermediaries
carry a policy of E&O insurance. The issuing of a license to sell insurance or having a
license renewed should be contingent on proof of a policy in place.

Mandatory Continuing Education

In New Brunswick, intermediaries are not required to take courses or seminars after
having completed the required courses for their initial licensing. Many jurisdictions,
have enacted a mandatory continuing education component to their licensing
requirements. Brokers must complete a set number of hours of training each year in
order to renew their license.

We recommend this component be implemented to licensing and are willing to work with
the NB Superintendent of Insurance to design and implement a program for
intermediaries in New Brunswick.

Internet and Call Center Sales

Many consumers are now purchasing their insurance coverage from call centers or on the
Internet. While the Office of the Superintendent can regulate and monitor the activities
of intermediaries that work within the province, no regulations have been imposed on
these other types of sales.

Consumers may well be purchasing insurance from a sales person located in the southern
United States or in India. Many of these sales staff don’t know where New Brunswick is
let alone understand the needs of a consumer who dwells in NB. We do not believe a
consumer’s best interests are taken into consideration when such a sale is transacted.

Consumer’s would be better served and protected if emphasis was put on regulation of
these intermediaries rather than focusing on a problem that has been identified as non-
existent.





Conclusions

- We agree with the Industry Practices Review Committee in their finding that no
problem exists.

We see no need to find a solution to a non-existent problem.

Competition within the marketplace acts as a system of checks and balances.

Consumers are well served and are not concerned with intermediary compensation.

Each jurisdiction should address any problems in a manner that best meets the needs of
consumers living and purchasing insurance there. There is no one size fits all solution.

- Any new regulations will add costs to brokerage operations and must clearly
demonstrate they are of benefit to the consumer.

- Brokers will continue to provide details of how they are compensated to consumers on
demand. No regulations need to be implemented.

- In addition, we recommend these changes to provide consumer protection and enhance
consumer confidence:

- Implementation of a Code of Ethics for intermediaries

- Mandatory E&O insurance as a component of licensing

- Mandatory continuing education as a component of licensing

- Regulation of call center and Internet sales force.

The IBANB recognizes there are changes that need to be implemented to ensure New
Brunswick consumers are well served by brokers and other intermediaries that have the
skills and knowledge to provide consumers with coverage that best suits their needs. We
look forward to working with our Superintendent of Insurance to bring about changes
that will provide protection for consumers.
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Introduction

The Insurance Brokers Association of Nova Scotia (IBANS) represents about
90% of property and casualty insurance brokers in Nova Scotia from Yarmouth to
Sydney. Our association has been in operation since 1949.

While we are glad to be consulted on the issues presented in the Canadian Council
of Insurance Regulators (CCIR) report, “Relationships Between Insurers and Sales
Intermediaries,” we are disappointed that the CCIR found it necessary to embark on this
consultation. As the CCIR report points out in various places:

a) the illegal activity that occurred in the United States is not widespread;

b) the illegal activity in the US had nothing to do with the nature of contingent
profit commissions per se;

c) there is no evidence of similar illegal activity in Canada;

d) there is no evidence of a perception of any such illegal activity in Canada.

Despite this, the CCIR believes “that some current business practices may
contribute to a perception of or actual conflicts of interest in the marketplace.” This is
stated as a “finding” in the CCIR report’s Summary of Findings despite the fact that no
evidence whatsoever is introduced in the report as to whether in fact there is a perception
of conflicts of interest or whether consumers need, or believe they need, better protection
from the possibility of conflicts of interest. At worst, we believe that CCIR has unfairly
maligned our industry; at best, we believe that CCIR doesn’t understand it.

The main objectives of the CCIR’s review are twofold and are stated as:

“to determine if issues similar to those in the US could arise in Canada...”
Our response is that since the activity in the US constituted bid-rigging and price fixing,
which are against the law in Canada, the only sure way to determine if those issues could
arise in Canada would be to get into the minds of brokers, Insurers, and their customers.
As far as we know, no technology exists that can detect a criminal mind. We also point
out that no amount of disclosure or transparency laws or regulations in the US could have
prevented the criminal activity undertaken there, just as murder continues in Canada
despite the presence of the Criminal Code. Adding another layer of regulation will not
protect consumers any more than they are now.

¥...and to identify opportunities to enhance public confidence in the Canadian
insurance marketplace.” Our response is that we are always in favour of enhancing
public confidence in our industry. We remain to be convinced, however, that public
confidence is a problem, or that it is lower than it has been historically. We have come
through a very hard market in Nova Scotia, in which public confidence, we suspect, was
low. But, to the extent it was low, it would not have been a result of worries about bid-
rigging or price fixing because what appears to have improved it was the apparent
success of Nova Scotia’s Bill One which dealt with Auto insurance. Without evidence






that public confidence is a problem in Nova Scotia or why it is a problem, it is impossible
to design tools or strategies that might fix it, should it need to be fixed.

We further point out that in response to our notion of declining consumer
confidence in Auto insurance two years ago, we developed a range of tools to reach
consumers and to enable consumers to reach us. One of these was a “consumer question”
form on our IBANS web site. One to two years ago we would receive five to ten
questions from consumers every week. Now we receive barely one question a week. But,
we have never, ever, received a question about disclosure, transparency, or conflict of
interest issues.

In December, 2004, in response to requests from Nova Scotia’s Superintendent of
Insurance we made available to the general public a brochure detailing how brokers get
paid. We also took out a full page ad in the Halifax Herald copying the brochure and
advising Nova Scotians that they could get such a brochure by going to their insurance
broker. We have tens of thousands of brochures left over as consumers do not appear to
be interested in the issue. Not one consumer complaint or question was generated by the
brochure to the association office, to any of our members, or, we believe, to government.

Finally, the illegal activity in the US was perpetrated by a very small number of
huge international brokers on extraordinarily large commercial accounts. Ordinary
insurance consumers, even in the US, were not caused harm. Thus, while there might
have been an issue of business confidence in insurance practices in the US, there was no
issue of public confidence. It thus occurs to us that it is a very long reach for the CCIR to
conclude that what happened in the US on huge business accounts could affect insurance
confidence in Canada among ordinary personal lines consumers. The fact that there has
been no public pressure on this issue in Nova Scotia confirms that it is indeed a long
reach.

Aside from presenting an opportunity to clear the air, this consultation appears to
be unnecessary to us. We note that the questions contained in the report are generally of a
rhetorical nature and that specific responses to them aren’t asked for. They strike us as
the kind of questions one asks when playing to an audience and the goal is to create
doubt, or a patina of suspicion. We expect our regulators to defend the industry they
regulate, not cast doubt on it.

We nevertheless believe that it is in our interest to respond to this report and to
refute its conjecture.

Customers Come First
Brokers are trained that their customers come first from the moment they seek a

license to enter the industry. The Fundamentals of Insurance has been the basic licensing
text book in Nova Scotia for many years. In various places, it states:






1. “The primary duty is to ensure clients receive the right insurance advice and
coverages.”

2. “The law requires that insurance brokers exercise ‘reasonable, skill, care and
diligence’ in their affairs. When a client suffers a financial loss arising out of the
failure of the broker to perform in accordance with this legal standard, an errors
and omissions claim may be filed against the broker and the brokerage.”

3. “Legally, agents and brokers owe their primary duty to different parties
agents represent insurer’s interests
brokers represent client’s interests.”

As brokers gain experience, they are encouraged to take the Canadian Accredited
Insurance Brokers (CAIB) course. This course consists of four modules and is full of
passages which tell brokers that consumers come first. CAIB Four, for example, states:

“Whether the producer is an agent or a broker depends on whose interest is being
represented. When producers represent those who buy insurance, they are brokers.
When they represent insurance companies, they are agents.”

Canadian case law is consistent with the duty of care that brokers owe customers.
It might be assumed that insurance brokers don’t know Canadian case law very well, and
that if they don’t know it, they can’t be guided by it. Insurance brokers in Nova Scotia,
however, receive an annual dose of Canadian case law. The following quotes from
Canadian law come from the presentation by a lawyer at Stewart McKelvey at our annual
Loss Control Seminar in Halifax in May, 2005.

1. “It is entirely appropriate to hold private insurance agents and brokers to a
stringent duty of care to provide both information and advice to their customers.
Fletcher v Manitoba Public Insurance Corporation (Supreme Court of Canada,
1990).

2. “The solution lies in the intelligent insurance agent who inspects the risks when
he insures them, knows what his insurer is providing, discovers the areas that may
give rise to dispute and either arranges for the coverage or makes certain that the
purchaser is aware of exclusion. I do not think this is too high a standard to
impose...” Fines Flowers v General Accident Insurance Company of Canada
(Ontario Court of Appeal, 1977)

3. “This is to say, then, failing to check up on an agent is not, in law, conduct
which can amount to contributory negligence; the plaintiff is not, in this manner,
the author of his own misfortune.” (Kadaja v. CAA Insurance Company of
Ontario (Ontario, 1995).

4.“I doubt whether one assured in a hundred reads a policy on receiving it.” Reid
v. Traders General Insurance Company (Nova Scotia, 1963)





5. “The general public has to assume they can trust insurance professionals...
Otherwise business forms being what they are in prolixity and obscurity, every
day commercial dealings would be intolerably impeded,” (Okanagen Main Line
Real Estate v. Canadian Indemnity Co. (BC, 1968)

6. “The law is not in dispute. An insurance agent owes a duty of care to a client.
That duty goes beyond the mere taking and complying with instructions.”
Sportsman’s RV Resort Blind Bay BC Ltd. v. Capri Insurance Services Ltd. et al
(BC, 2001).

All brokers in Nova Scotia are required by law to purchase Errors & Omissions
insurance. This insurance makes it easier for consumers who believe their broker has
made a mistake to sue their broker.

Finally, should there be any doubt in a broker’s mind about where the duty of care
lies, the Insurance Brokers Association of Nova Scotia’s (IBANS) Code of Ethics states
in paragraph 2:

“I will endeavour to serve my clients’ interests with insurance coverages best
suited to their needs, uninfluenced by my basis of remuneration.”

In short, brokers are taught throughout their careers that their primary interest is
their customer’s. There are significant levels of protection for consumers provided by
broker licensing, the professional courses brokers take, their annual seminars, trade
association codes of conduct and ethics, as well as various federal and provincial
legislation. It is noted that the wrong-doers in the United States were prosecuted under
laws that existed at the time. Additional laws, regulations, or other protections were not
needed to catch the criminals or to prosecute them.

We note that many provinces have codes of ethics or codes of conduct for
insurance intermediaries embedded within their regulations. Nova Scotia does not. We
are open to discussing with the Province the adding of a code of conduct or a code of
ethics to Nova Scotia’s regulations.

Thus, while we are glad to see the CCIR’s confirmation that the Canadian
property and casualty insurance industry is not guilty of the kind of illegal acts
perpetrated by a small number of companies in the United States, we question the need
for changes. We are proud of our service to Nova Scotia insurance consumers and believe
that existing law and a highly competitive market place ensure that insurance buyers are
protected and well served.

It is erroneous to presume that the interests of brokers and customers regularly
conflict and that brokers act in their own self-interest to the detriment of customers as a
matter of practice. Nothing could be further from the truth, and there is no evidence to





support such a conclusion. In fact, both existing law and a highly competitive industry
help ensure that insurance buyers are protected and well-served.

The insurance marketplace is remarkably competitive, and buyers have an array
of options when they purchase insurance. About 2,000 people are licensed to sell P&C
insurance in Nova Scotia. Consumers can select an insurance provider from a wide array
of direct writers, captive agents, and brokers. The fierce competition on the ground floor
of the marketplace keeps brokers responsive and accountable and helps ensure that
consumers are well-served.

It is a fact of business life in our free enterprise system that if an insurance
provider offers a customer terms or coverage that are below par, prices that are
inexplicably higher than others, or service that doesn’t add value, the customer will move
its business to another broker or distribution channel.

The reality is that the competitiveness of the marketplace, as well as the broker’s
desire to retain customers and build the brokerage’s value, already motivate the broker to
serve the customer well.

Brokers support the prohibitions against tied selling, rebating, and sales by
unlicensed personnel, not because those prohibitions assist the entrepreneurial nature of
the industry. On the contrary, those prohibitions are contrary to it. We support them,
however, because they add to the professionalism of the broker force, they keep the
marketing of insurance pure and free of extraneous reasons for selecting this or that
brokerage or coverage, which means that they are good for the consumer. Moreover, in
Nova Scotia, it was brokers represented by IBANS which developed and argued for
enhanced professional regulations, as in Step Licensing.

Who Protects Insurance Consumers Best?
There are many and growing ways for insurance consumers to buy their property

and casualty insurance. Below is a comparative chart of them in relation to how
consumer interests are protected:

B Duty of | Product | Ability to | Service Cost Claims
‘ Care understand
] local needs
Agents company | no choice | limited personalized | depends | no
first commodity | service
Brokers | customer | choice — high personalized | depends | full
first | many service
products &
| coverages 7
Banks Bank first | limited very limited | impersonal | depends | no
choice - service
commodity






While the scientific merits of our little chart can certainly be debated, our
intention is to show that dealing with a broker is better for consumers than dealing with
any other insurance distributor. To the extent this is true, we caution regulators not to
pick on brokers.

We believe that because the nature of the brokerage industry is changing as a
result of broker financial arrangements becoming more complex, we are becoming an
easy target for regulators. Business economists understand well that large organizations
can cope better with regulations than small ones. Not only can large organizations such as
Banks and Direct Writers afford the personnel to track, design responses to regulatory
change, and incorporate them into their systems, most of them are publicly traded and so
have the requisite corporate culture and discipline. Insurance brokers, on the other hand,
are usually small, privately-held family-run businesses which have built their local
reputations on service and have stayed in business by keeping costs low. Adding
regulations adds to inefficiencies and costs, which arguably, are harder for small family
run businesses to deal with than large organizations.

To the extent adding layers of regulation will add to the pressures of brokers and
drive them out of business, you might end up with greater disclosure and transparency in
a general sense, and which might provide the illusion of greater consumer protection, but
you will have sacrificed local consumers to the maw of distant, hard-to-reach corporate
giants. In comparison, consumers know where their insurance broker lives. We believe
that a viable network of local insurance brokers in competition with each other protects
consumers best.

Performance Profit Sharing

The payment of incentive compensation is a legal and effective means of
rewarding insurance professionals as well as professionals in countless other industries.
In the insurance industry, such compensation is called Contingent Profit Commission
(CPC). These incentives are paid by the insurer and are a function of the contract
between the brokerage and insurer. While similar, these contracts differ among brokers
and Insurers. The same broker can have different contracts with different Insurers with
different arrangements for qualifying for incentives. Some of the arrangements could
include profitability on a book of business, the retention of a book at renewal, and the
growth of a book over time.

Performance profit sharing, or commissions, is something which regulators
should encourage. Economists through the ages have demonstrated that these are a
hallmark of a free enterprise system. Performance profit sharing encourages efficiency
and weeds out the unprofessional. We caution that performance profit sharing is different
from sales linked profit sharing. These can take the form of extra payments from Insurers
to obtain a specific business or a book of specific businesses from another Insurer. To the





extent that gaps in coverage sometimes, although rarely, emerge as a result of such
transfers, the consumer interest is nevertheless protected by the broker’s E&O policy.

Insurance consumers are not party to the contracts providing contingent
commissions because the qualifying period is a long one. It is usually three to five years.
This means that a customer who contributed to the broker being able to qualify for CPC
might no longer be the broker’s customer by the time CPC is paid. The customer might
have moved away, died, stopped buying insurance, gone out of business, or hired another
broker. The customer would never know if he would contribute to the brokers CPC but
neither would the broker. While brokers are interested in stable customers who are risk
averse they realize that a catastrophic loss can happen to anyone at any time. To look at it
another way, CPC is a reward to the broker who initially did the work on getting the
Insurer a good customer, regardless whether the customer is still with the broker or the
Insurer when the CPC is paid.

Provincial regulators must not overlook that brokers achieving (CPC) is a good
way to circulate premium dollars in the communities in which they were earned. In most
instances in Nova Scotia, all but 80-90% of the premium leaves the community in which
it was earned and gets transferred to an out-of-province head office or even out of the
country. The awarding of CPC is a return of up to 3% of those dollars to the local
communities in which they were initially earned where they circulate, buy local goods
and services, hire local people, and support community events. Provincial governments
should take note of this and be supportive of contingent profit commission.

Insurance brokers are essentially local entrepreneurs who are a significant part of
the fabric of their local community. They are under threat from large economic forces
from beyond provincial boundaries. Whether banks or direct writers, these large
institutions have the effect of sucking dollars out of local communities and circulating
them in the wider world. In return, they offer less personalized service and less choice
through one size fits all products. In the process, consumers receive lower quality
products, communities lose entrepreneurial activity, and government suffers reduced tax
revenue. Thus, provincial regulators should start to look upon CPC as adding to
provincial economies, and that only brokers have the capacity to add this value.

We believe that provincial governments should begin to view local insurance
brokers as small businesses which need the protection of law to keep out predatory
competitors. We also believe that provincial regulators should ask themselves when
contemplating new regulations, not only how consumers will be protected, but whether
local entrepreneurs will be made less efficient by them in relation to their larger extra-
provincial competitors. We believe that interests should be balanced. We believe that
“balance” is lacking in the CCIR report.

Although contingent profit sharing makes up less than 3% of insurance premiums,
and on average is less than 2%, such payments perform a significant marketplace
function and benefit the three parties in the insurance transaction.





1. Brokers with profit-sharing agreements are motivated to perform effective
front-line underwriting and risk-evaluation. If these functions were handled by
insurers they would likely be more expensive, adding to the cost of the policy, and
would likely be carried out by out of province personnel. The opportunity to
obtain CPC provides an incentive to brokers to achieve higher standards of
professionalism through courses and training. It is also an incentive for brokers to
assist their clients with claims prevention.

2. Insurers benefit because their brokers seek better qualified and more properly
priced business.

3. Consumers gain because of more favorable pricing and policy terms as a result
of greater insurance stability and professionalism which encourages consumers to
apply the risk management advice offered by brokers.

As brokers realize the potential of earning CPC through the application of
professional standards, the ultimate gain goes to consumers.

Information Disclosure

We believe that insurance brokers should be compelled to divulge information
about the financial arrangements they have with Insurers — but only if asked. We have
already seen that Canadian case law accepts the fact that Canadians don’t read their
policies. They nevertheless need to be sent their policy because the policy constitutes the
product they have purchased. But adding more unread information to what goes already
unread can serve no useful purpose. Moreover, because the nature of a broker’s financial
arrangements are rich, varied, and very much his own business, competitive issues come
into play.

The P&C broker has the responsibility to ensure that the client is fully informed
of all relevant information before the client makes a decision. We believe this includes
ot only the disclosure of the risks and benefits of the insurance products being
considered but also information about the P&C broker’s business relationships that are
relevant to the transaction, if the customer wishes to know.

There are two aspects to disclosure and both must be satisfactorily taken into
account under these principles and practices:

1. Product Information: The broker must clearly describe the price, product and service
for the customer and the ways in which the transaction will best match the needs of the
customer.

2. Broker/Business Relationship Information: Upon request by the customer when
relevant to the transaction, the broker must advise his customer of the names of
organizations or persons that are, to his or her knowledge, directly providing






remuneration to the broker as a result of the transaction, and what his financial
relationships are to those organizations or persons, if any, that are part of the transaction

Upon request by a customer and wherever relevant to the transaction, the broker must
also disclose: )

e -any fees payable by the customer to the broker;

e the method of the broker’s remuneration (disclosure of the specific amount is not
required, but disclosure of the type of compensation is, i.e., fixed and percentage
commission, or other) and any financial relationships the broker has with the
customer’s insurer.

We believe that the distinction between publicly-traded and privately-held
companies with regard to information disclosure should be maintained. Publicly traded
companies have to disclose ownership and structural details in order to give the public
confidence to invest in them. Privately-held companies cannot raise money from the
public but also don’t have to make public disclosures about ownership and structure. In
the interests of consumer protection, all companies have to make disclosures about the
value and content of their products and services.

We believe strongly that there is a different responsibility between public and
private companies with regard to disclosure and transparency. Each should be held to its
own standard. Those standards are that public companies must disclose ownership and
financial arrangements to the general public whereas private companies, particularly
private intermediaries, should disclose to customers when asked.

Guidelines for Regulators

We believe that there are several factors that must be taken into consideration
when attempting to develop new measures to enhance public confidence in the property
and casualty industry:

New regulations should only address areas where problems have arisen and where
a need for further action has been shown to exist.

2 It is critical that new requirements recognize that property and casualty insurance
products and life and health insurance products are fundamentally different. P&C
products are designed for the management of risk or asset protection. They last
one year and then they expire. They must be renewed by the customer. They are
not a financial instrument. They cannot be used as collateral, as a source of credit
information, or add to the consumer’s net worth. Most life and health insurance
products, on the other hand, are designed for wealth management or asset
enhancement and last for multiple years. They are financial instruments. In terms
of product distribution, one of the primary differences is that the P&C consumers
assess the contract on an annual basis with the ability to accept or reject without
penalty. We raise this because the CCIR report tends to confuse the two products.





3. Any new regulations contemplated should offer benefits to consumers that
outweigh and justify the additional costs. Ultimately such costs will be borne by
the insurance consumer. Thus, a change to regulations should not be attempted
without a cost/benefit analysis.

4. Regulators must take care to not tilt the competitive playing field in favor of one
- segment of the P&C industry at the expense of the others.

5. Consumers have local needs and requirements that property and casualty
insurance should satisfy. These needs vary not only from province to province,
but within a province. Enlightened regulation will account for those needs and
lead to provincial differences. While we understand the desire to harmonize
regulations and agree that harmonization looks like a logical next step, we believe
strongly that there is an advantage to the consumer for individual provincial
regulation. One of the great strengths of insurance regulation in Canada has been
the reflection of the differences in provincial economies and insurance history in
the rules and guidelines for insurance distribution.

6. Most important: we believe that the guiding principle of disclosure and
transparency requirements is that the information be made available upon
request.

Summary:

IBANS believes that the public interest is well served by current regulations. We
believe that public confidence in our industry is not an issue in Nova Scotia. Public
companies and private companies should be held to different standards. If the
government wishes enhanced regulations, we think there are some changes that could be
considered. IBANS offers to work with Nova Scotia regulators to effect the following
changes to Nova Scotia regulations:

1. Embedding an intermediaries code of ethics or code of conduct into
regulations. We believe that such a code should apply to all intermediaries in all
industries.

2. Compelling intermediaries in all industries to disclose information on request to
their customers about incentives or financial arrangements, or anything of a financial
nature that relates to a customer’s choosing the particular product or service that is being
recommended to them.
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INTRODUCTION

The Insurance Brokers Association of Ontario (IBAO) is pleased to present this submission in
response to the Canadian Council of Insurance Regulators’ (CCIR) consultation paper entitled
“Relationships Between Insurers and Sales Intermediaries.”

IBAO supports the response prepared by the Insurance Brokers Association of Canada (IBAC),
however, we would like to emphasize a few additional issues relevant to Ontario regarding
these four points:

1 No New Regulation

2 The Intermediary

3.  Contingent Commission
4 Ontario Works

As well, we have provided answers to the relevant questions from the CCIR consultation paper.

We would like to thank you for this opportunity to include our input in this consultation process
and look forward to the next step in CCIR’s deliberations.

Should you have any further questions, please feel free to contact:

Randy Carroll

Chief Operating Officer

Insurance Brokers Association of Ontario
90 Eglinton Avenue East

Toronto, Ontario M4P 2Y3

Telephone: 416-488-7422

Sincerely,

e

Dave Hare
President





IBAO

THE ROLE OF THE INSURANCE BROKERS ASSOCIATION OF ONTARIO

The Insurance Brokers Association of Ontario (IBAO) represents in excess of 9,850 professional,
independent insurance brokers plus support staff operating over 1,140 offices located
throughout the province servicing the needs of the Ontario consumer. The Association
represents the interests of our independent member brokers in a variety of ways;

e Advocates and works with governments on behalf of our members promoting free
enterprise, in a fair, open and competitive marketplace.

e Advocates on behalf of their clients when proposed legislative changes affect the policies
or insurance contracts available to the consuming public.

e IBAO also lobbies Insurance companies to ensure the voice of the independent broker is
heard during their business planning and decision making processes in an effort to keep
distribution costs as low as possible.

o IBAO will lobby insurers whenever we feel that their actions negatively impact consumers
or consumer confidence.

e We provide ongoing continuing education and training opportunities to our members and
strive to provide them high quality continuing education material in order to help maintain
a higher level of professionalism than any other intermediaries that not only meets but
exceeds the continuing education requirements of the Registered Insurance Brokers of
Ontario to hold an insurance broker’s license in the Province of Ontario.

e We also run licensing courses to introduce and educate new entrants into the insurance
field with the basic knowledge requirements for an entry level license examination. We
also provide continuing education to assist brokers in obtaining their RIBO Level Il
(unrestricted) License.

We continually ensure that our 9,850 plus members are kept up-to-date with any industry
issues throughout various communication channels. We promote the professionalism and
integrity of the Independent Insurance Broker and many other support initiatives on behalf of
our members.

IBAO'S MISSION STATEMENT

“To preserve and enhance the value and integrity of the
Independent Broker Insurance Distribution System and

to be recognized as an invaluable resource to and by member brokers”





INSURANCE BROKERS

THE ROLE OF THE INSURANCE BROKER

Our member insurance brokers act on behalf of their clients, the insurance buying consumers of
Ontario. More importantly, unlike other insurance intermediaries, insurance brokers are
independent and essentially employed by the consumers they represent, and not the insurers
with whom they negotiate. Ideally Insurance Brokers purchase insurance protection from a
variety of insurance providers to best match the consumers’ needs.

When a consumer suffers a loss, the insurance broker is often the first point of contact.
Although the claim is settled by the insurer, to help alleviate some of the stresses that can often
arise in an unfamiliar claim process, brokers act as trusted confidants to their clients until such
time the claim is settled.

In addition to placing coverage and assisting with claims, brokers take the time to help their
clients better understand the exposures they face and how the insurance products they
recommend address, or more importantly do not address them. For more complex accounts,
brokers will often provide additional risk management services. Regardless of the type of
coverage, purchasing insurance is often a complex decision-making process. There are literally
several hundred insurance companies to choose from, each offering their own advantages.
Insurance brokers live and work in every community in Ontario, and their primary role is to
make the best possible recommendation in order for their client to make an informed decision
on the insurance protection they purchase

Our member brokers live and work in every community in the Province of Ontario and also act
as consumer advocates with both Provincial and Federal governments as well as insurance
companies.





CRITICAL ISSUES

1. No New Regulation

We are pleased the committee has recognized there is no evidence that the illegal activities that
occurred in the United States exist in Canada. The Insurance Brokers Association of Ontario
strongly believes that further legislation is not required to properly protect the consumer in
property casualty insurance transactions.

A recent study by the Wharton School, University of Pennsylvania entitled “The Economics of
Insurance Intermediaries” concluded that the illegal market practices in the United States
involved only a very small number of large international brokers on extraordinarily large
commercial accounts. However, the normally competitive market for property casualty
insurance should be carefully distinguished from those illegal activities that occurred in the
United States.

This is further supported by the RIBO survey which states that there does not appear to be any
unexpected concentration issues or any "steering" issues among P&C brokerages in Ontario.
RIBO regulates the licensing, professional competence, ethical conduct, and insurance related
financial obligations of all independent general insurance brokers in the Province of Ontario.

In terms of consumer confidence, the results of the 2004 customer satisfaction and value
survey, conducted by enVisage CEM™, indicated that 78% of the 30,000 Ontario customers
who were surveyed agreed or strongly agreed that “brokers can be counted on to look after
your best interest”. Eighty percent agreed or strongly agreed that their broker “makes you
confident that you are wisely protected”. It is important to note that only 6% disagreed or
strongly disagreed with the above two statements.

After the illegal activities in October 2004, IBAO was concerned with consumer reaction and
immediately surveyed our membership and received responses from brokers representing
2,057,500 clients of which 267 had made an inquiry regarding transparency of which only 1 was
a complaint that was handled easily and resolved via telephone. This truly was a press issue
and not a consumer issue. Nonetheless, IBAO worked closely with the Ministry of Finance, RIBO
and IBC to develop voluntary guidelines to ensure that wherever the possibility of conflict
existed, the broker would make a declaration to the consumer at point of sale.

Therefore, additional legislation or regulation is not necessary and would simply be redundant
to both current regulation and standard business practices that are in place ensuring that the
client’s interest comes first.





2. The Intermediary

The Wharton Report defines an intermediary “as an individual or business firm, with some
degree of independence from the insurer, which stands between the buyer and seller of
insurance. The degree of independence of insurance intermediaries varies considerably
depending on the design of the distribution channel”. All intermediaries should be considered
independent unless they hold themselves out as representing only one insurer, in which case,
this should be clearly disclosed to clients.

An Intermediary must obtain information about the client's needs and must ensure that any
product or service that is recommended for purchase is suitable to fill those needs. Brokers are
unique in that they are more accurately seen not as sellers of insurance, but as buyers of
insurance on behalf of the consumer. To do their job successfully and professionally, brokers
must place the client’s interest first.

Although cost is important, it is only one factor that is considered when a consumer is making
an informed choice. Brokers will advise clients to also give serious consideration to many other
factors such as the scope of coverage offered, the insurer’s reputation for paying claims and the
financial stability of the insurer.

It is imperative that property casualty insurance brokers remain on a level playing field with all
other property casualty insurance intermediaries (agents, call centres and direct writers). This
protection and disclosure needs to be enforced equally regardless of the distribution system the
consumer decides to use.

3. Contingent Profit Commission

There is an important distinction to be made between benefits linked to performance and
rewards linked to the placement of business. The distinction is critical, as superior performance
by anyone in their profession should be recognized. As the Wharton Report showed using a
variety of economic models, performance-linked benefits, although a portion of the costs are
passed onto consumers, far outweighs the costs associated with not having them in place.
These benefits help create a more stable environment and are beneficial to consumers through
the prevention of adverse selection.

Contingent Profit recognizes one of the hallmarks of a competitive marketplace, as it rewards
the efforts of brokers that perform front line information gathering to insure that the
appropriate risk is placed with the appropriate insurer. This process allows the insurers to
remain well-capitalized in order to pay consumers’ claims and to keep their premiums
competitive.

Contingent Profit (CP) is far from a certainty and to date, there is no formula or process that a
broker can follow to guarantee receiving it. Indeed, it is the short term unpredictability of losses
in the property casualty business that makes it virtually impossible to guarantee a profit in the
short term. For example, neither the insurer nor the broker knows what policy will have a
claim, so the objective is to have sufficient policies without claims to pay the claims of the
consumers who suffer a loss.





Second, in most cases the CP agreement covers a three year period, and all could be lost on
the last day of the third year if a substantial claim was made. Third, the CP calculation is based
on the brokerage’s total book of business, not the individual client. Again, quoting from the
Wharton Report, “contingent commissions based on profitability of the business placed tend to
be most important when the intermediary performs some underwriting functions or has
information that the insurer can not access directly in a cost-effective manner, especially more
subjective information about the quality of the risk”.

Incentives in the P&C industry are not part of the decision that is made during the buying
process. The only issue at hand is making sure the product that is purchased best suits the
needs of the consumer and is suitable to fill the client’'s needs if an unforeseen event occurs. As
per the Wharton Report, it makes no sense that such factors would sway a decision made by a
broker, as they take a large risk in place of a small gain.

4. Ontario Works

The Insurance Brokers Association of Ontario worked closely with the Ministry of Finance, the
Registered Insurance Brokers of Ontario and the Insurance Bureau of Canada to develop
voluntary guidelines to ensure that wherever the possibility of conflict existed, the broker would
make a declaration to his client at point of sale. Our voluntary disclosure is a six part protocol
that deals with:

Statement on Services

Personal Lines Automobile and Property Compensation

Commercial Lines Compensation

Contingent (Profit) Commission

Information on Ownership and Other Financial Links (as enforced by RIBO)
Working with Insurance Companies to Better Educate Consumers

osrwNE

As well, in Ontario, the insurers developed the “Code of Consumer Rights & Responsibilities”
effectively addressing the concerns created out of New York, most importantly increased
transparency and consumer confidence. The “Code of Consumer Rights & Responsibilities” was
specifically created with the clients’ interests in mind and addresses the consumers

(a) Right to be Informed

(b) Responsibility to Ask Questions and Share Information
© Right to Professional Service

(d) Right to Complaint Resolution

(e) Responsibility to Resolve Disputes

) Rights to Privacy

This is working extremely well in Ontario, and we believe that individual provincial needs should
determine the appropriate protocol of handling disclosure.

There are regional differences with the most vulnerable insurance buyer being the personal
insurance buyer and primarily automobile insurance. Therefore, responses from government
auto provinces will be dramatically different than those from Ontario. In the province of Quebec
regulation and relationships between brokers and insurers differ dramatically from the
remainder of Canada.





RESPONSES TO CCIR QUESTIONS

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
consumers / clients respectively, and if so, how?

As stated in the Critical Issues, Section 1, we feel the policy options are not necessary.

2. How would the policy options affect the existing methods of insurance distribution?
They would be disruptive.
3. Are the policy options the best means of accomplishing the objectives identified in the
consultation paper?
As stated in the Critical Issues, Section 1, we feel the policy options are not necessary.
4. Have the policy options overlooked any other approaches or considerations? If so,
please provide us with an outline of those approaches or considerations.

As stated in the Critical Issues, section 1 we feel the policy options are not required.

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

What policy options do you believe would offer the most value in making your insurance
purchasing decisions?

N/A as we are an intermediary not a consumer.
6. Are there any regional issues or considerations such as different distribution channels
that have not been adequately considered?

There are Regional issues as stated in the Critical Issues, Section 4.





Scope & Applicability

7.

10.

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?

As stated in the Critical Issues, Section 1, we feel the policy options are not necessary.
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?

As stated in the Critical Issues, Section 1, we feel the policy options are not necessary
and address intermediaries in Section 2.

Do you have any suggestions for describing or interpreting independence?

See Critical Issues, Section 2.

Some intermediaries provide additional services to insurers or to clients on behalf of

insurers. Are there any services provided by intermediaries that may create conflicts of
interest or potential conflicts of interest?

No

If so, do you have any suggestions to address such conflicts?

N/A
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Performance-Linked Benefits Provided by Insurers to
Intermediaries

11.

12.

13.

14.

15.

Is the concept of performance-linked benefits sufficiently clear?

Yes

Should performance — linked benefits be regulated, and if so, how?
See Critical Issues, Section 3.
Should the restrictions on performance-linked benefits be absolute or limited by

introducing appropriate controls and qualifications (e.g. setting a maximum dollar
amount)?

See Critical Issues, Section 2.

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

Principle-based.

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 — See Critical Issues, Section 2.
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Disclosure

16.

17.

18.

19.

20.

21.

The disclosure option provides for differing levels of detail, timing and methods of
disclosure. As an intermediary or insurer, so you anticipate any difficulties in complying
with this option?

See Critical Issues, Section 1 and Section 4.

As a consumer/client, does this option provide information on intermediary relationships
with insurers that is meaningful and useful for an insurance purchase?

N/A as we are an intermediary not a consumer.
Is the 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?

See Critical Issues, Section 4.

Do you have any suggestions as to how this disclosure option should be structured so
that it would be easier to understand?

See Critical Issues, Section 4.

As an 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?

Disclosing quantum would present problems in that there are always commission
differences between the class or type of business that /s present on a single policy.
Disclosing quantum in dollars would not differentiate between the class or type of
business nor the difference of commission levels paid by insurers for the same product.
The broad disclosure currently used in Ontario deals with percentage of commission and
highlights the different commission percentages offered by each insurer the broker
represents that deals with the class of business being written.

Do clients 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?

See Critical Issues, Section 4.
Is it relevant information for the consumer?
See Critical Issues, Section 4.

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

See Critical Issues, Section 4.

Are there any alternatives to disclosure that regulators should consider?

See Critical Issues, Section 4.
12





Life & Health Insurance

22. Should all Life & Health products be subject to the same requirements or are there

situations where exemptions should be permitted?

Refer to Insurance Brokers Association of Canada’s Submission.

Regulatory Compliance
23. Are the policy options cost-effective and enforceable?

No. See Critical Issues, Section 1 and Section 4.
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CONCLUSION

The cause of the review by the CCIR was the unfortunate illegal incidents that took place in the
United States. The CCIR has found no evidence of similar wrongdoings here in Canada. We
feel that a legislated approach to a situation where no evidence of wrongdoing exists is not
required and would not be cost effective to any stakeholder involved including the consumer.

In addition the Registered Insurance Brokers of Ontario’s (RIBO’s) own findings support that no
evidence of “steering” has been found in Ontario. Legislation that measures the professional
conduct of insurance brokers is already in force, The RIBO Act. This Act covers many issues
including a code of conduct under Section 14 of Regulation 991; this regulation clearly outlines
in many ways how brokers must act in the best interest of their clients.

In addition, member brokers of IBAO follow a Code of Ethics (attached). Specifically, Article #3
“I will endeavor to serve my clients' interests with insurance coverage's best suited to their
needs, uninfluenced by my basis of remuneration.” Would introducing legislation to correct a
problem that is non-existent offer any real value to anyone especially the premium paying
consumer?

In Ontario, an Independent Broker is one who represents more than one insurer and is required
to declare the insurers that he or she represents to his or her customer. RIBO enforces
regulations and legislation affecting brokers. There does not appear to be any comparable
enforcement of direct writers, call centres, or agents of only one company.

Implementing legislation that eliminates or limits Contingent Profit Commissions would
negatively impact the distribution system and the competitive marketplace. We maintain that in
the P&C sector, performance-linked benefits ultimately benefit the three parties in the insurance
transaction, the consumer, the insurer and the intermediary whose potential additional income
is by no means guaranteed.

The insurers’ “Consumer Code of Conduct and Responsibility” and the Ontario
Broker Protocols are working.

IBAO is pleased to submit this report to the CCIR as part of their stakeholder consultation.
Should you have any questions, please contact us for further details. We look forward to your
review and to the next steps in your process.
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Code of Consumer Rights and Responsibilities

Insurance companies, along with the brokers and agents who sell home, auto and business insurance, are committed to

safeguarding your rights when you shop for insurance and when you submit a claim following a loss. Your rights include

the right to be informed fully, to be treated fairly, to timely complaint resolution, and to privacy. These rights are grounded

in the contract between you and your insurer and the insurance laws of your province. With rights, however, come

responsibilities including, for example, the expectation that you will provide complete and accurate information to your

insurer. Your policy outlines other important responsibilities. Insurers and their distribution networks, and governments

also have important roles to play in ensuring that your rights are protected.

Right to Be Informed

You can expect to access clear information about your policy, your
coverage, and the claims settlement process. You have the right to an
easy-to-understand explanation of how insurance works and how it will
meet your needs. You also have a right to know how insurers calculate
price based on relevant facts.

You have the right to ask who is providing compensation to your broker
or agent for the sale of your insurance. Your broker or agent will provide
information detailing for you how he or she is paid, by whom, and in
what ways.

Insurance companies will disclose their compensation arrangements with
their distribution networks. Brokers and agents are committed to providing
information relating to ownership, financing, and other relevant facts.

Responsibility to Ask Questions

and Share Information

To safeguard your right to purchase appropriate coverage at a competitive
price, you should ask questions about your policy so that you understand
what it covers and what your obligations are under it. You can access
information through brochures and websites, as well as through one-on-one
meetings with your broker, agent, or company representative. You have
the option to shop the marketplace for the combination of coverages and
service levels that best suits your insurance needs. To maintain your
protection against loss, you must promptly inform your insurance company
or broker or agent of any change in your circumstances.

Right to Complaint Resolution

Insurance companies, their brokers and agents are committed to high
standards of customer service. If you have a complaint about the service
you have received, you have a right to access your company’s complaint
resolution process. Your insurer, agent or broker can provide you with
information about how you can ensure that your complaint is heard
and promptly handled. Disputes involving claims settlement matters
may be handled by the independent General Insurance OmbudService
www.gio-scad.org where your complaint may be referred to an
independent mediator.

Respons ibili ty to Resolve Disputes

You should always enter into the dispute resolution process in good
faith, provide required information in a timely manner, and remain
open to recommendations made by independent observers as part
of that process.

Right to Professional Service

You have the right to deal with insurance professionals who exhibit

a high ethical standard, which includes acting with honesty, integrity,
fairmess and skill. Brokers and agents must exhibit extensive knowledge
of the product, its coverages and its limitations in order to best serve
you. These standards are outlined in A Consumer’s Guide to Property
and Casualty Insurance Transactions, supported by members of the
Insurance Brokers Association of Canada.

Right to Privacy

Because it is important for you to disclose any and all information
required by an insurer to provide the insurance coverage that best suits
you, you have the right to know that your information will be used for
the purpose set out in the privacy statement made available to you by
your broker, agent or insurance representative. This information will not
be disclosed to anyone except as permitted by law. You should know
that insurers are subject to Canada’s privacy laws.
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BROKER POINT OF SALE COMMISSION PROTOCOL

[tems that must be included:

1.

Statement on Services Provided, e.g. “Our role is to provide you with the best insurance value that
combines coverage, service, and price. We also provide personalized, quality service that includes professional
insurance advice, ongoing policy maintenance and claims support. When any issue arises regarding your
insurance coverage, we are your advocate, using our professional experience to best represent your individual
interest.”

Personal Lines Automobile and Property

Statement on broker compensation showing insurers by class and range of commissions provided along with a
statement advising that should commissions be increased, the consumer will be notified, e.g. Brokerage
compensation is part of your insurance premium. For your benefit, we have listed below Automobile Insurers
that we represent and have included the range of compensation each provides as a percentage of your overall
premium that appears on your invoice.

5 AXA Canada* — X% to Y% 5 Aviva* — X% to Y%
s Dominion of Canada* — X% to Y% s Economical Mutual* — X% to Y%
s Facility** (Royal) — X% to Y% 2 ING* - X% to Y%

**commission is capped at $250.00

This commission percentage is paid annually for both new business and renewals.

Should there be an increase in the commission schedule we receive from your insurer, or, any other material
change that affects compensation arrangements, we will notify you.

Commercial Lines
A Point of Sale document for commercial insurance will include commission schedules for those companies
writing the class of business being offered similar to a personal lines document.

Contingent (Profit) Commission
Statement will include bases for contingent commission and how they're dependent primarily on entire book of
business profit (loss ratio).

In order for us to maintain strong relationships with quality insurers, we work with each to provide the type of
business they desire. The insurers with an asterisk (*) noted above recognize our efforts through a Contingent
Commission contract. Payment of this Contingent Commission may depend on a combination of growth,
profitability (loss ratio), volume, retention and increased services that we provide on behalf of the Insurer.
Contingent Commission is not guaranteed. For detailed information on Contingent Commission, please go to
the individual company’s website.

Information on Ownership and Other Financial Links
Brokers will declare to their customers if they have any other financial links that could be considered a conflict of
interest, such as:

= Any direct or indirect ownership interest by an insurer or financial conglomerate
= Any loan, credit facility or other financial relationship direct or indirect

Working with Insurance Companies

Our disclosure commitments are made in the best interest of consumers. We encourage you to also consult the
commitments made by the insurance industry and individual companies by consulting their websites or other
available information.





IBAO CODE OF ETHICS

The following Code of Ethics was created by the IBAO Board of Directors as the benchmark for
all our members to hold themselves to. This is a trade association, and as such, all members
must maintain the highest levels of professionalism to continue to enjoy the benefits of
membership of the Association. It should be noted however, that this Code of Ethics was
designed specifically as a guideline for our own membership eligibility requirements and does
not constitute a replacement for the legally required Code of Ethics and/or Code of Conduct as
set out by our regulatory body, The Registered Insurance Brokers of Ontario (RIBO).

1. I will discharge my responsibilities to the public, fellow members, insurers and others in
an honest, conscientious and diligent manner.

2. I will endeavor to provide quality service and perform in a professional and competent
manner.
3. I will endeavor to serve my clients' interests with insurance coverage’s best suited to

their needs, uninfluenced by my basis of remuneration.

4. I will hold in strict confidence all information acquired in my professional capacity and
will not divulge it or any portion of it unless so authorized or so required by law.

5. I will endeavor to keep myself knowledgeable and proficient in my vocation.

6. My conduct toward others shall be characterized by courtesy and utmost good faith in
such a way as to enhance public respect and improve the practice of my vocation.










Insurance Brokers Association of
Prince Edward Island

August 3, 2005

Stephen Paglia
Policy Manager
CCIR Secretarial
T oronto, Ontario

Dear Sir,

The Insurance Brokers Association of PEI comprises 11 member-firms constituting 100% of the
Independent Agency distribution channel for Property & Casualty insurance, domiciled in our
province.

Our member-firms employ approximately 70 persons licensed as ‘insurance agents’ by the
Superintendent of Insurance and a further 50 support staff.

Total Property and Casualty insurance writings written in Prince Edward Island in 2004 were
$134 7 million, which we estimate were placed through the following distribution channels:

1 Our members $ 65 mil
2 Locally domiciled Direct Writers $ 30 mil
3 Non-resident direct writers and intermediaries % 40 mil

$135 mil

Business written by our members was placed (substantially) with 10 insurers, who are the only
companies currently willing to extend agency contracts to independent agents/brokers trading in
this market.

Qur association is a member of the national federation of provincial broker associations, IBAC
and supports and concurs in the substance of its Brief to you dated August 3, 2005 and titled
“Response to the CCIR and CISRO Consultation Paper”, to which we would add the following:

1.  We are not a “professional association” — in that we are not self-regulating and have no
legislated powers in the area of qualifications, licensing or oversight — all of which are
vested in our provincial Superintendent of Insurance We do not seek self regulating powers
as we believe such would unduly restrict open market competition and be difficult to fairly
enforce among our small numbers

2. Our members aspire to ‘professional’ conduct and high standards of ethical business practice
under the general rubric of good business practice and the discipline of a small market place
where the light quickly reflects on any untoward business conduct.

We have no published Code of Ethics o1 Good Practice Guidelines as we have seen no
incidents indicating their need and our view that such documents are inherently self-limiting

&
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Given the small number of insurers willing to write a broad book of business in our territory and
given many long-term agency relationships, our membership have close relationship with the insurers
they represent and (generally) collaborate with underwriters in building balanced books of business on
terms having reasonable expectation of profit Our members place a high priority on maintaining
open markets on behalf of their clients, themselves and other carriers — none of whom wishes to be
placed under pressure to be all things to all people

We oppose any regulation which would codify the Priotity of the Client’s inierests as it is a fact of life
in a restricted market, that we should seek a balance of interests as between client, insurer and
agent/broker.

The interest of none will be served if this fragile supply line is constrained.

We emphasize points made in the IBAC brief identifying the evolving Common Law in this area,
which instructs all as to the standards of care and skills demanded of the intermediary

A further point is the important fact that any insurance contract is between the insured and the insurer
— each of whom offer representations and accept responsibilities, As agents we are not party to those
contiacts, nor can we separate the priority of insurer and insured’s interests beyond facilitating a
mutually agreed transaction between well-informed parties.

The issue of transparency in agent/broker compensation is complex and any legislated orders in this
area would be a response to an issue which we don’t hear of from our clients We have concern over:

a. Our members provide varying levels of service to insurers, which may include sales,
underwriting, back office and claims functions - with conunensurate differences in
commission fees and cost allowance compensation

b Our members may have built preferred rates of compensation over many years — which
they hold as private, proprietary and sensitive competitive information

c. Our members believe that (the almost) standard practice of contingent profit- sharing
commission encourages sound underwriting, profitability to insurers and (ultimately)
stability in the marketplace, which is paramount in meeting the insuring public’s needs
for availability and competitive terms of coverages and costs

Our member firms are all owned by private business entrepreneurs, independent of insurer control;
marketing their client’s business into two or more competing insurers, Their self-interest is in
retaining and building the confidence and patronage of their clients — balanced with their need to also
retain and atfract willing, competitive insurers

This is an interdependent relationship constantly tested by the powerful hand of competition

‘We hope these few thoughts well enhance your understanding of our role in fostering good
petformance of the insurance marketplace — all of which enures to the benefit of consumers.

Yours very truly,

k¢

Frederick E. Hyndman
Secretary Treasurer







Le 8 aolt 2005

Madame Carol Shevlin

Gestionnaire intérimaire de la politique
Secrétariat du CCRRA

5160, rue Yonge, C.P. 85

17° étage

Toronto (Ontario)

M2N 6L9

Objet:  Commentaires sur le document de consultation produit par le Comité de
révision des pratiques de I’industrie intitulé Relations entre assureurs et
intermédiaires

Madame,

Le Bureau d’assurance du Canada (BAC) a le plaisir de pouvoir commenter le document
de consultation du 3 juin 2005 produit par le Comité de révision des pratiques de
I’industrie du Conseil canadien des responsables de la réglementation d’assurance
(CCRRA) et les organismes de réglementation des services d’assurance au Canada
(CISRO) sur les relations entre assureurs et intermédiaires.

Notre mémoire reprend quatre grands themes qui refletent les conclusions des vastes
consultations menées aupres de nos membres :

+«+ des consommateurs bien informés et actifs;

+«»+ des marchés efficients;

% la specificité de I’industrie des assurances de dommages;
¢ la réglementation fondée sur le risque.

Nous entendons collaborer avec le CCRRA et les CISRO a la poursuite des efforts visant
a accroitre la confiance des consommateurs dans I’industrie canadienne des assurances.
Encore une fois, nous vous remercions de nous avoir accordé une semaine de plus,
compte tenu du calendrier des vacances, et de nous avoir permis de participer a cette
consultation.

Veuillez agréer, Madame, I’expression de mes meilleurs sentiments.

Stanley I. Griffin, M.A., PAA

Président et chef de la direction
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August 8th, 2005

Ms. Carol Shelvin

Policy Manager (Acting)
CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, Ontario

M2N 619

Re: Comments on Industry Practices Review Committee Consultation Paper on
Relationships between Insurers and Sales Intermediaries

Insurance Bureau of Canada (IBC) is pleased to provide you with comments on the June 3™
Consultation Paper on Relationships between Insurers and Sales Intermediaries issued by
the Industry Practices Review Committee of the Canadian Council of Insurance Regulators
(CCIR) and the Canadian Insurance Services Regulatory Organizations (CISRO).

Our submission is founded upon four main themes that reflect the outcome of the extensive
consultation with our member companies:

+» Informed and empowered consumers

)

« Efficient markets
)

% Property and Casualty insurance is distinct
% Risk-based regulation

We look forward to working with CCIR and CISRO to continue efforts to increase
consumer confidence in the Canadian insurance industry. Thank you again for allowing us
a one week extension to accommodate vacation schedules and for the opportunity to
participate in this consultation process.

Sincerely,
ﬁ 6)\17 ﬂ'h/v clas

‘[\V Stanley L. Griffin, MA, CIP
President and CEO

151 Yonge Street, 19th floor, Toronto, Ontario M5C 2W7
(416) 362 2031; fax/téléc: (416) 361 5952; www.ibc.ca

Representing the companies that insure your home, your car, your business -
Représentant les compagnies qui assurent votre domicile, votre automobile, votre commerce
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Executive Summary

For several years, insurers have identified regulatory reform as among the top concerns
facing the industry. Accordingly, guided by research and a steering committee of member
company CEOs, Insurance Bureau of Canada (IBC) has been championing a humber of
evolutionary changes to insurance regulation. The industry envisages a regulatory system
that is efficient and effective, delivering good value for both the industry and its
consumers.

We believe that the industry’s principles for effective regulation, outlined in this paper,
are in accordance with the spirit and approach of the CCIR principles outlined in the
CCIR/CISRO consultation paper. IBC is heartened to find common ground between the
objectives of the insurance industry and those of regulators and believes that this forms a
foundation for constructive and creative dialogue. IBC has consulted with its members
and their response to CCIR/CISRO is organized according to the following four themes:

Informed and empowered consumers

IBC supports initiatives that result in better-informed consumers. We believe that
disclosure is a powerful and cost-effective regulatory tool that strengthens industry
discipline and instills public confidence. Consumers should have access to the
information most relevant to them in choosing a vendor and making an insurance
purchase. For some consumers, this may include information about compensation,
financial, or ownership arrangements that may be in place between intermediaries and
insurers. Since January of this year, millions of insurance consumers have begun to
receive additional information on these issues from insurers and from intermediaries.
Feedback from across the marketplace indicates that consumers are pleased with this new
approach.

Efficient markets

From an insurance company perspective, the greatest check on compensation is the price
at which a company can sell its product relative to its competitors and the power of
market forces. Insurers must try to beat any competitor’s package of service and price. If
a competitor gains a temporary edge and expands its market share, competitive insurers
respond by seeking efficiency, reinventing processes or redesigning compensation. The
net result is that insurers aim to offer the best product at the best price. Rigid rules
undermine insurers’ responsiveness to consumer needs in a rapidly changing
marketplace. Evidence from across the country shows that Canadians take advantage of
variety and choice and shop the market for the best product, price and service for their
needs. Competitive markets serve consumers well.

P&C insurance is distinct

P&C insurance is a financial product that is distinct from life insurance, pensions and the
products of other financial institutions. Therefore, IBC recommends that unique policies
be developed for P&C insurance in regard to the issues of disclosure and transparency.
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Consistency across the financial sector can be best achieved in principle rather than in
detail. For example, in order to be informed and empowered when investing his or her
life savings, a consumer requires specific types of information and specific degrees of
detail. To be equally informed and empowered when making his or her regular (annual or
semi-annual) purchase of risk protection for a home or auto, it is reasonable that the same
consumer would require different types of information and degrees of detail.
Harmonization at too fine a level will only raise the cost of regulatory compliance, slow
insurers’ responsiveness to market conditions and, ultimately, raise the cost of the
product to consumers.

Risk-based regulation

IBC applauds the CCIR’s working group on risk-based regulation including its efforts to
research risk-based methods in other jurisdictions and, in some provinces, to pilot new
approaches to insurance supervision in Canada. Throughout the world and across
industries, risk-based supervisory approaches almost always involve codes of conduct
and/or standards of sound practice. As the CCIR/CISRO consultation paper notes, there
are many existing codes of conduct to establish clients’ rights within the insurance
system. Among these is IBC’s Code of Consumer Rights and Responsibilities.
Provisions setting out the priority of clients’ interests is also already part of the body of
jurisprudence in most Canadian provinces. IBC supports the principle of putting the
client’s interests first, but questions the need for additional legislation or regulation to
achieve this end. We also question the value to the consumer of further legislation,
particularly given the findings of the CCIR/CISRO survey — no laws were broken — and
the fact that there are laws and regulations already in place that address illegal activity
and ethical concerns.
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Introduction

Insurance Bureau of Canada (IBC) welcomes the opportunity to comment on the June 3™
consultation paper issued by the Industry Practices Review Committee of the Canadian
Council of Insurance Regulators (CCIR) and the Canadian Insurance Services Regulatory
Organizations (CISRO) on the relationships between insurers and intermediaries. IBC is
pleased to offer feedback on the specific questions posed and to advance the dialogue on
developments in insurance regulation in Canada and around the world.

IBC is the national trade association representing the private general insurance industry.
IBC members account for 90% of the non-government, property and casualty (i.e., non-
life) insurance business in Canada. The private property and casualty (P&C) insurance
industry in Canada provides insurance protection for most homes, motor vehicles and
commercial enterprises throughout the country.

Over 200 private P&C insurance companies actively compete in Canada. The industry is
one of the largest employers in Canada, providing some 100,000 jobs, including positions
for independent brokers, adjusters and actuaries. Many others derive income from the
payment of insurance claims, including thousands of people working in a wide range of
trades and professions such as car repair, construction, medicine, law and accounting.
With registered sales of over $35 billion in 2004, and controlling assets of $92 billion, the
industry is a major part of the social and economic fabric of Canada. Last year the
industry paid out $20 billion in claims, including rehabilitation of those injured in motor
vehicle collisions, replacement of stolen goods, compensation for commercial losses, and
repairs to homes and damaged vehicles. The P&C insurance industry also works to
improve the quality of life in our communities by promoting loss prevention, safer roads,
crime prevention, improved building codes, and coordinated preparation for coping with
natural disasters.
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Foundation for Action

Insurers appreciate the role that regulation plays in reducing the risk of company
insolvency and enhancing public confidence in the financial system. The industry
welcomes the opportunity to work with regulators to develop cost-effective supervisory
approaches that foster competition and innovation among insurers.

This paper is founded upon IBC’s regulatory policy principles, outlined below, and the
advice of our Regulatory Balance Steering Committee. It also reflects the outcome of
extensive consultation with member companies.

IBC is heartened to find common ground between the objectives of the industry and those
of regulators as outlined in the CCIR/CISRO discussion paper and believes that this
forms a foundation for constructive and creative dialogue.

Need for government regulation

Appropriate government regulation reduces the risk of company insolvency and enhances
public confidence in the financial system.

Balance

Efficient and effective regulation provides appropriate balance between intrusive
government regulation and strict reliance on market forces.

Co-operation

Insurers and regulators both have valuable roles to play in the policy-analysis and
decision-making process.

Harmonized approach

There are significant benefits to consumers when regulators harmonize initiatives
primarily across jurisdictions — particularly major trading nations — and secondarily
within them (federal, provincial and territorial levels of government).

Pragmatic solutions

Regulators and insurers should focus on pragmatic solutions to regulatory concerns,
rather than dwell on philosophical differences.

Cost

Cost will continue to be an important determinant in evaluating the efficiency and
effectiveness of the regulatory system, but not the only factor considered. Also, direct and
indirect regulatory costs must be recognized.

Control

The conduct and management of any insurance company remains the sole responsibility
of its senior management and board of directors.
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Inherent limits to solvency monitoring
While active solvency monitoring can reduce the risk of failure, some companies may
still fail because of unforeseen circumstances.

Disclosure of information
Disclosure is a powerful and cost-effective regulatory tool that strengthens industry
discipline and instills public confidence.

Tangible measures

Objective measures of regulatory effectiveness can enhance public confidence in the
system and demonstrate good value to insurance consumers.
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Informed and Empowered Consumers

Markets exist to serve consumers. The purpose of the insurance marketplace, therefore, is
to meet individual consumers’ insurance needs. There is a long-established tradition of
disclosure within the P&C insurance industry, setting it apart from most other industries
in the financial services sector, and the economy at large. The P&C industry is highly
regulated both federally and provincially and there is much information available, on
both a company-by-company basis and on an aggregate basis, in the public domain. IBC
has placed the informed and empowered consumer at the centre of discussions about how
to establish long-term stability in insurance markets.

IBC supports initiatives that result in better-informed consumers. We believe that
disclosure is a powerful and cost-effective regulatory tool that strengthens industry
discipline and instills public confidence. Consumers should have access to the
information most relevant to them in choosing a vendor and making an insurance
purchase.

Providing information to insurance consumers can happen at a number of points in the
insurance transaction chain. This submission, on the part of IBC member insurance
companies, is focused on disclosures that are being made, or could be made, by insurers.
In particular, it deals with the proposed disclosures for insurers outlined in Appendix 1 of
the CCIR/CISRO consultation paper.

Disclosure by insurance companies

Insurers made important, and voluntary, strides forward in January 2005. At that time,
insurers in Ontario improved disclosure to consumers by posting enhanced information
on company websites. Specifically, these insurers outline:

1. Compensation to insurance intermediaries: Insurers explain the applicable
elements of the compensation they provide to intermediaries, including whether
salary is paid, the range of basic commissions, and the range of contingent
commissions.

2. Ownership and other financing links to intermediaries: Insurers provide
information on the kinds of financing and ownership links they have with
insurance intermediaries, including direct and indirect ownership, as well as any
loans and credit facilities made available to brokerages by insurers.

A more detailed description of insurance disclosure, including a comparison with
proposed potential disclosure rules, is provided in Attachment 1 of this paper. We believe
that the current level of insurer disclosure balances the need for consumer information in
this area with both the cost of providing the information and the understandability of the
information. These disclosures are presently made on a national basis by the vast majority
of IBC members, who also endorse applying this approach on a pan-Canadian basis.
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As stated earlier, IBC is the trade association that represents the non-government
property and casualty insurers in Canada. As such, IBC neither directly represents the
interests and views of intermediaries nor attempts to make recommendations about
intermediaries’ disclosure policies. Disclosure by intermediaries is a topic we expect will
be thoroughly discussed by associations representing intermediaries. Nonetheless, we
would like to point to a recent successful example of disclosure by intermediaries that
was part of the initial response in Ontario.

Disclosure at the point of sale — one example

In January 2005, the Insurance Brokers Association of Ontario (IBAO) introduced a new
point-of-sale disclosure protocol to inform consumers who purchase all forms of
insurance through independent brokers. Brokers are committed to co-operating with this
initiative to ensure that point-of-sale disclosure information is circulated with new
policies across all lines of P&C insurance business and to existing homeowner and auto
insurance policyholders as they renew throughout 2005.

The point-of-sale disclosure document advises clients how brokers are compensated, and
sets out any other financial terms that they have with insurers. In regard to contingent
commissions, the protocol advises that the “Statement will include bases for contingent
commis§ion and how they’re dependent primarily on entire book of business profit (loss
ratio).”

The disclosure document also offers more details on contingent commissions; it explains
how the commission is not guaranteed, but depends on a combination of growth,
profitability (loss ratio), volume, retention and increased services that are provided on
behalf of the insurer. The IBAO directs consumers to individual companies’ websites for
details regarding any commissions offered by a specific insurer. Registered Insurance
Brokers of Ontario (RIBO) has also recently introduced new conflict-of-interest
disclosure guidelines for independent brokers in the province.

To complement IBAQO’s efforts, similar disclosure information is provided by dedicated
agents and other intermediaries. These materials indicate whether specific intermediaries
are paid a salary or commission and list the range of potential contingent compensation
available to intermediaries that work for a given insurer. RIBO has also recently
introduced new conflict-of-interest disclosure guidelines for independent brokers in the
province.

While IBC does not speak for insurance intermediaries, we do believe that the added
information being provided by intermediaries in Ontario puts consumers in that province
in a better position to determine the insurance and delivery arrangements that best suit
their needs.

! http://www.ibao.com/
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Results of disclosure in Ontario

The new Ontario disclosure protocol has been operational for just over seven months.
Several million policyholders have received information resulting from this new protocol
and insurers have received very positive feedback from policyholders. We understand
that while the transition to the new system presented some challenges for some
intermediaries, the overall experience has been positive from their perspective as well.

While the example in Ontario provides an important demonstration of one type of
response to the issue of building consumer confidence at the time of sale, IBC recognizes
that consumers in different parts of the country may have different preferences in regard
to type and level of information disclosed. For example, some might prefer to have the
choice to ask for information rather than receiving it automatically. Feedback from the
first several months under the new Ontario system suggests that the core disclosure
requirements have, in fact, generated increased dialogue between consumers and
intermediaries about the value of insurance products and services. Consumers are free to
ask the questions that are most relevant to them in their decision-making at the time of
sale; and they appear to be doing so.

Although one common approach from coast to coast would certainly be preferable, IBC
recognizes that it may be necessary when dealing with regional variations to strive for
harmonization across jurisdictions in principle, if not in detail. To guide CCIR and
CISRO toward a unifying principle in this area, IBC recommends that regulators refer to
the work of organizations such as the Consumer Council of Canada (CCC). CCC is an
independent, not-for-profit, federally incorporated organization working with
governments, businesses, and consumers to manage today's consumer issues. The
organization uses an adapted version of the United Nations’ International Consumer
Rights and Responsibilities in its analysis of issues. The right and responsibility most
relevant to this discussion are:

The right to be given the facts needed to make an informed choice, to be protected
against misleading advertising or labeling and the responsibility to search out and use
available information. To take action to read and follow labels and research before
purchase.?

With these principles and the one successful Canadian model (in Ontario) as guides, IBC
is hopeful that a consistent approach can be formed for disclosure from coast to coast. To
that end, the disclosures being made on insurance company websites are already pan-
Canadian. Our members have posted the majority of items suggested in Appendix 1 of
the CCIR/CISRO consultation paper on their respective websites and extended their
codes of conduct across Canada.

2 http://www.consumerscouncil.com/rights.htm#Consumer%20Education
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IBC supports improved transparency of compensation, ownership and other financial
arrangements, along the lines of the Ontario example. IBC also believes that individual
consumers have a responsibility to search out and use the information most relevant to
them at the time of sale. Only the individual consumer himself or herself can determine
what information is most relevant to him or her when shopping for insurance. It is
important to balance the level of detail in the information provided to consumers on a
routine basis, with the benefit to consumers; experience suggests that consumers ignore
long, complex documents. Empowered consumers are well-placed to seek out any
additional information that is relevant to them at the time of sale and to adjust their
purchase patterns accordingly.
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Efficient Markets

“Since 1971, Illinois has allowed competition to regulate homeowners and auto
insurance rates..., with excellent results for consumers. There is no review of rates for
excessiveness or inadequacy. Instead, the most ruthless regulator known to economics,
supply and demand, ensures that prices are appropriate.” - Testimony of Nathaniel S.
Shapo, November 15, 2004, Newfoundland Public Utilities Board Benchmark Hearing
-- Auto Insurance

P&C insurance consumers currently have many access points or distribution channels
through which to purchase insurance. Some insurers reach consumers through direct
agents. Other insurers distribute products through independent brokers. Still others use
call centres or the Internet. Many consumers use a number of channels as they shop the
market in order to determine the best value for them. The variety in the insurance market
suggests that there is, economically speaking, no “best” method for distributing
insurance. Informed and empowered consumers use the access point that best suits their
unique needs and preferences.

IBC recommends that, in examining the relationship between insurers and intermediaries,
regulators consider the full range of choices available to consumers rather than any one
distribution channel in isolation. A level playing field among distribution channels is an
important prerequisite for fostering a competitive marketplace. At the same time, it is
important to recognize differences among distribution channels and to ensure that no
channel is given regulatory advantage over another as a result of government
intervention. This does not mean that regulatory uniformity is the answer. For example, it
is worth noting that the model law on disclosure proposed by the National Association of
Insurance Commissioners (NAIC) in the United States does not apply to agents that work
for a single insurer.

From an insurance company perspective, the greatest check on compensation is the price
at which a company can sell its product relative to its competitors. In a competitive
market, each insurer must try to beat any competitor’s package of both service and price.
If a competitor gains a temporary edge and expands its market, competitive insurers
respond by seeking efficiency, reinventing processes or redesigning compensation. The
net result is that insurers aim to offer the best product at the best price. Rigid rules that
may or may not be applied evenly across the marketplace undermine insurers’
responsiveness to consumer needs. We urge CCIR to let the competitive marketplace
continue to work.

There are currently a variety of performance-linked benefits offered to intermediaries.
This is a standard industry practice that has been in place for a number of years.
Performance-linked benefits are prevalent throughout the economy and are used to
promote efficiencies and increase the availability of products. Performance-linked
benefits include both monetary and non-monetary incentives, with the latter used
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minimally in the P&C insurance industry as noted in the findings of the CCIR/CISRO
consultation paper.

It is true that the public could perceive some incentives as potentially leading to conflicts
of interest among intermediaries. However, by giving insurance consumers the facts
about the compensation being provided to their intermediaries, insurers empower
consumers to choose the distribution channel that provides them with the best value and
best represents their interests.

IBC does not believe that current industry practices related to performance-linked
benefits necessarily result in conflicts of interest, though we appreciate the international
circumstances that precipitated the study of this issue in Canada. Intermediaries and
distribution channels in all parts of the economy are compensated to encourage better
performance. We believe that consumers should be provided with information about the
incentives involved at the time of sale and empowered to make purchase decisions in
light of this information. The market will respond to consumer preferences and will
continue to use only those performance-linked benefits that are endorsed by consumers
through their purchase decisions. If consumers are uncomfortable with performance-
linked compensation, they are able to move their business to a provider who does not use
these arrangements. A similar argument holds for ownership interests.

Insurers recognize that from the consumer’s perspective, there is a difference between
intermediaries dealing with multiple insurance companies and intermediaries offering the
products of a single insurance company, including call centres and the Internet. The
consumer should be able to determine whether he or she is dealing with a representative
of one company or of several companies and what the vendor’s incentives are. To this
end, it is likely that a different type and level of disclosure is required for intermediaries
serving more than one insurer. This is consistent with the model law on disclosure
proposed by the National Association of Insurance Commissioners in the United States
that does not apply to agents that work for a single insurer.

The usual rationale for government intervention into a competitive marketplace is market
failure. The CCIR survey demonstrated that there was “no evidence of any illegal
insurance related activity found.”® There is also no evidence of market failure. Markets
work, and consumers are well-served, when there are choices, and when producers are
relatively unencumbered in responding rapidly to evolving consumer choices. Time and
again, intervention into markets that are, by all accounts, well-functioning has proven to
create more problems than it solves.

® CCIR and CISRO Industry Practices Review Committee, Relationships between Insurers and
Intermediaries Consultation Paper, June 3, 2005, p. ii
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P&C Insurance is Distinct

The P&C insurance industry holds a position of prominence in the Canadian financial
services sector and plays a vital role in the Canadian economy. A study commissioned by
the federal government’s MacKay Task Force noted about insurance: “Without this
ability to replace the unknown with the known, it is almost certain that our economy
could never have developed to its present size, sophistication and complexity: lenders
and shareholders would continuously be exposed to the possibility that all could be lost
through some catastrophic event, doubtless constraining the investment of capital.” *

In December 1998, the Senate Committee on Banking, Trade and Commerce recognized
the uniqueness of the P&C insurance industry when it noted that P&C insurance is a pure
risk protection product, which does not fit into the services provided by the banking and
life insurance industries.”

P&C insurance contracts are typically short-term.

The vast majority of contracts are either one year or six months in length. This allows
consumers to change insurers or distribution channels regularly if they wish. It also
means that insurance is not a “buy-it-and-forget-it” product. At least once a year,
consumers have the opportunity to shop the market. There is arguably far less at stake in
this kind of transaction than in other financial or investment transactions, which are
typically made only once with long-term consequences.

P&C insurers are not traditional financial intermediaries.

The P&C insurance industry does not perform an intermediation function; instead, it
“spreads and absorbs risk.” P&C insurers’ core function does not involve transmitting
savings to investments, as is the case for other financial institutions. It does not aid
policyholders to accumulate wealth, but rather mitigates the pain of those affected by
unexpected and widely fluctuating losses. There is really no financial gain to
policyholders, because P&C insurance is designed only to indemnify and compensate
them for their losses. P&C insurance substitutes a known premium for an unknown
possible loss. P&C insurers enable individuals and businesses to operate from day to day
with crucial protection against the financial impact of unforeseen events. They protect the
public from, for example, the ravages of hurricanes, earthquakes, automobile accidents
and liability suits.

The P&C insurance industry is highly competitive.

There are over 200 insurers actively competing for the P&C insurance business in
Canada. Despite recent transactions in 2004, no one company has more than a 15%
market share and, together, the top ten P&C insurance groups account for slightly more

* Coopers & Lybrand, The Property/Casualty Insurance Industry, September 1998, p. 9.

® Standing Senate Committee on Banking, Trade and Commerce, A Blueprint for Change: Response to the
Report of the Task Force on the Future of the Canadian Financial Services Sector, December 1998, Chapter
6-7.
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than half of total premiums. These groups consist of over thirty P&C insurers, most of
which pursue unique marketing and distribution strategies providing product and service
differentiation within the marketplace and the corporate group.

The P&C insurance industry is also competitive across product lines and regions. The
Herfindahl-Hirschman Index (HHI) is used in a number of jurisdictions to measure
industry concentration. Economic literature, and competition authorities typically classify
markets with an HHI higher than 1800 as concentrated. Between 1000 and 1800 points is
considered to indicate moderate concentration, and markets with under 1000 points are
considered to be unconcentrated. According to this index, all Canadian insurance markets
that allow private insurers are unconcentrated and competitive.

The ability of newcomers to easily enter a market also contributes to competition. While
some entry barriers, such as regulatory approvals, exist for the P&C insurance industry,
there continues to be significant new entry. Since the beginning of 2001, 26 new P&C
insurers have entered the Canadian market.®

There is extensive competition not only among insurers, but also among distributors of
P&C insurance. P&C insurance is distributed by independent brokers, who represent
multiple insurers; exclusive agents, who represent only one insurer; and direct response
marketing (e.g., call centres, Internet). Agents and brokers are often small businesses and
can be found in every city, small town and neighborhood in Canada. The independent
brokerage system, with 67% of the overall market, continues to dominate P&C insurance
distribution in most parts of the country.’

P&C insurance plays a unique and important role in Canadians’ financial picture. It
operates in unique market circumstances; there is a higher degree of competition in
insurance than in other financial industries, and the insurance consumer is more
empowered than other financial consumers due to the frequency of market interactions
and the range of product choices.

In light of the unique features of the P&C insurance, IBC recommends that unique
policies be developed for P&C insurance, distinct from those in place for life insurance,
pensions or the products of other financial institutions. Consistency across financial
institutions can be best achieved in principle rather than in detail. For example, in order
to be informed and empowered when investing his or her life savings, a consumer
requires specific types of information and specific degrees of detail. To be equally
informed and empowered when making his or her regular (annual or semi-annual)
purchase of risk protection for a home or auto, the same consumer would require
different types of information and degrees of detail. Harmonization at too fine a level will
serve only to raise the cost of regulatory compliance, to slow insurers’ responsiveness to
market conditions and, ultimately, to raise the cost of the product to consumers.

¢ Office of the Superintendent of Financial Institutions (OSFI)
" IBC analysis
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Risk-Based Regulation

Global regulators, through the International Association of Insurance Supervisors (I1AIS),
have endorsed the risk-based approach to regulation.® This approach typically involves a
clear statement of government’s policy objectives, and the use of voluntary codes and/or
standards of practice to ensure the alignment of corporate policies and procedures with
these objectives.

IBC applauds the CCIR’s working group on risk-based regulation, including its efforts to
research risk-based methods in other jurisdictions and, in some provinces, to pilot new
approaches for insurance supervision in Canada. The AMF-FSCO complaints database
project and the Ontario Statutory Accident Benefit Schedule pilot hold promise for
producing regulatory improvements and efficiencies system-wide. IBC has been pleased
to support these initiatives.

Insurers also appreciate the risk-based survey approach used by CCIR and CISRO to
explore the relationship between insurers and sales intermediaries. Risk-based regulation
always entails establishing whether or not a systemic problem exists and measuring its
dimensions, before considering a regulatory response.

In recognition of the important role that voluntary codes and standards of practice play in
modern regulatory regimes, IBC’s first response to concerns about insurer-intermediary
relationships included the development of a Code of Consumer Rights and
Responsibilities.

In January 2005, as an initial response to address the issue of disclosure, IBC introduced
the attached Code of Consumer Rights and Responsibilities (see Attachment 3). The
Code of Consumer Rights and Responsibilities is an excellent summary of the core rights
of consumers in purchasing home, business and auto insurance. These include the right to
privacy of personal information and the right to clear and factual information about
coverage, the claims settlement process and the way intermediaries are compensated, and
access to complaint resolution. As well, it reminds consumers of their responsibility to
share information needed by insurers to provide appropriate coverage and settle claims.

The majority of our members have voluntarily adopted this code across Canada. This
Code has been distributed with renewal notices to consumers and continues to be
distributed with new policies for all lines of P&C insurance. It is also posted on
companies’ websites.

While the Code provides important information to consumers, it also makes an important
public commitment on the part of insurers. These types of standards and codes create
meaningful incentives for insurers and intermediaries. For most insurers, compliance is
assured not only by public sanction and the potential threat of legal action, but also by the

® International Association of Insurance Supervisors (IAlS), October 2004.
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Financial Consumer Agency of Canada (FCAC). The FCAC serves as the watchdog for
compliance with voluntary codes for the vast majority of property and casualty insurers
that are federally regulated financial institutions. The FCAC's objectives are set out in the
Financial Consumer Agency of Canada Act. One of these objectives is to monitor the
implementation of voluntary codes of conduct that are designed to protect the interests of
consumers of financial institutions, have been adopted by financial institutions and are
publicly available..

In addition to the IBC Code of Consumer Rights and Responsibilities, insurers are
actively involved in developing more comprehensive Standards of Sound Marketplace
Practice. In their present draft form, these emerging standards cover the following areas:
+» fair claims settlement and claims handling;
% timely, accessible and responsive complaint handling;
+« informed and transparent sales transactions;
+» development of competitive products tailored to meet ongoing needs of
consumers; and
% competent and professional insurance representatives that conform to a specified
code of ethics.

IBC looks forward to continued work with CCIR and individual regulators on risk-based
regulatory innovation, including the development of Standards of Sound Marketplace
practice. These standards promise to both enhance consumer protection and further
Canada’s readiness for more risk-based methods of insurance industry oversight. As
mentioned earlier, standards and codes are widely-accepted regulatory tools that have
successfully been employed in several jurisdictions and industries around the world.
They are efficient and effective because they can bring an industry’s entire corporate
governance and internal control infrastructure to bear in ensuring compliance, and can
help regulators to more precisely target scarce regulatory resources. When in place, these
standards, together with the Code of Consumer Rights and Responsibilities, promise to
make a meaningful difference to the Canadian insurance regulatory infrastructure.

IBC supports the principle of putting the client’s interests first, but questions the need for

additional legislation or regulation to achieve this end. In summary, given that:
% the direction of modern insurance regulation is towards risk-based methods
including growing recognition of the merits of voluntary codes;

% the legal environment already establishes that consumers’ interests come first and
the FCAC watches for this;

% at the most senior levels in the P&C insurance industry, priority is placed on
developing sound marketplace practices and championing this approach; and

% the Code of Consumer Rights and Responsibilities for consumers of P&C

insurance is well established,

IBC suggests that additional legislative codification of consumer rights would be
redundant and should be avoided at this time.
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Conclusion

IBC appreciates having the opportunity to provide input on the important issue of
disclosure and transparency within the insurance industry.

Insurance companies support this inquiry, the survey approach and the goals of regulators
on this issue. Markets work best when there are choices and informed consumers.
Regulatory intervention is called for only to address market failures. There is no evidence
of market failure in this case.

IBC does not believe that current industry practices related to performance-linked
benefits necessarily result in conflicts of interest. If consumers are provided with
information about the incentives involved at the time of the sale and empowered to make
purchase decisions in light of this information, the market will respond to consumer
preferences. If consumers are uncomfortable with performance-linked compensation,
they are able to move their business to a provider who does not use these arrangements.
A similar argument holds for ownership interests.

The intent of this submission has been to show that the P&C insurance industry’s initial
response to concerns about disclosure and transparency have been successful. Efforts to
distribute the Code of Consumer Rights and Responsibilities to policyholders and to
increase disclosure on company websites have improved public confidence in the
insurance industry. Therefore, IBC suggests that legislative codification of consumer
rights would be redundant and should be avoided. IBC recommends the roll-out of the
Code of Consumer Rights and Responsibilities across Canada and the development of the
Standards of Sound Marketplace Practice to further advance insurance practices.

IBC looks forward to working closely with CCIR and CISRO in the development of a
final response to this issue, and to continued collaboration on regulatory harmonization
and reform for the benefit of Canadian insurance consumers.
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Attachment 1: Insurer Disclosures

Possible Insurer Requirements — from Appendix 1 of the consultation paper

Elements

Current industry practice

Difference between industry and CCIR
proposal

1. Number of Markets

Names of all the intermediaries with whom the
insurer has a distribution contract (i.e.,
intermediaries who deal with the general
public), broken down by class of insurance.

Most insurer websites have a search tool
that allows consumers to find the brokerage
closest to their location.

Members indicated that providing the name of
every broker would have limited value to
consumers. It would create problems keeping
the list up-to-date and accurate. In many cases
this disclosure would be less useful to
consumers looking for representatives.

4. Compensation Information

All  applicable elements of monetary
compensation paid by insurers to intermediaries
(i.e., both agents and brokers), including:

- whether salary is paid;

- whether a commission is paid and, if so,
the range of commissions paid, broken
down by class of insurance;

- whether a contingent commission or any
other form of commission (e.g., a
bonus) is paid and, if so, a description
of the conditions for qualifying for the
commission;

- the range, or an estimate of the range, of

Insurers explain to consumers the
applicable elements of their compensation
of intermediaries, including whether salary
IS paid, the range of basic commissions, and
the range of contingent commissions.

IBC believes that the current level of disclosure
is adequate in achieving the goals of CCIR.
There is little value in breaking down
commission ranges by type of business. For
instance, commercial insurance consumers have
significant negotiating room and we question
the need for disclosing this information by line
of business.
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Possible Insurer Requirements — from Appendix 1 of the consultation paper

Elements

Current industry practice

Difference between industry and CCIR
proposal

any contingent or other form of
commission (e.g., a bonus) if any is
paid, as a percentage of the gross
written or of the first year’s
commission, broken down by class of
insurance; and

- whether any other remuneration is paid
and, if so, what the remuneration is for
and an estimate of the range or amount
of such remuneration.

6. Ownership/Financial Information

- whether any ownership interest exists
between the insurer and any
intermediary, directly or indirectly and
if so, information relating to the interest;
and

- whether any financial arrangement
exists between the insurer and any
intermediary, directly or indirectly and,
if so, information relating to the
arrangement.

Insurers will provide information on the kinds
of financing and ownership links they may have
with insurance intermediaries, including direct
and indirect ownership.

Insurers disclose whether they have ownership
interests in brokerages. They do not disclose
the details of these independent commercial
contracts.  We are concerned  about
overwhelming consumers with information.

Insurance Bureau of Canada
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Attachment 2: Responses to Questions for Stakeholders

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
consumers/clients respectively, and if so, how?

Codification of the client’s interest: CCIR/CISRO found no evidence of illegal
insurance-related activity in Canada. This finding supports IBC’s belief that there is no
need for additional laws or regulations. The CCIR/CISRO study also showed the extent of
ethical codes already in place across Canada along with the existing legislation that has
been put in place at various levels to serve consumers’ needs. Additional laws or
regulations make it more costly for insurers to offer their products and should be
instituted only when it can be demonstrated that the additional value they provide to
consumers far outweighs the additional cost to insurers.

Because the survey found no evidence of any illegal insurance-related activity, additional
rules-based regulation of the relationship between insurers and intermediaries does not
appear to be warranted. We recommend that industry-led best practices, including the
application of codes, standards, transparency and disclosure continue to form the
centrepiece of a response to this issue. The current system in place in Ontario, based on a
Code of Consumer Rights and Responsibilities, is working. In the attached submission we
provide a brief description of two key initiatives — the rollout of the Code of Consumer
Rights and Responsibilities across Canada and the development of the Standards of
Sound Marketplace Practice — that will further advance insurance practices.

Current methods of insurance distribution could be made more onerous if additional
requirements and legislation or regulation were imposed on top of the existing system.
The best way to enhance the current system is through the Standards of Sound
Marketplace Practice.

Performance-linked benefits:

There are currently a variety of performance-linked benefits offered to intermediaries to
encourage better performance. These include both monetary and non-monetary
incentives. It is true that the public could perceive some incentives as potentially leading
to conflicts of interest among intermediaries. We believe that increased transparency and
disclosure such as has been introduced in Ontario could resolve the issue for all
Canadians. By giving insurance consumers the facts about the compensation being
provided to their intermediaries, insurers empower consumers to choose the distribution
channel that provides them with the best value and best represents their interests.
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IBC does not believe that current industry practices related to performance-linked
benefits necessarily result in conflicts of interest. Intermediaries in all parts of the
economy are compensated to encourage better performance. We believe that consumers
should be empowered to determine the distribution model that best serves their needs and
the level of information that best supports their decisions. The market will respond to
consumer preferences and support those performance-linked benefits that are endorsed
by consumers. Insurance companies sell their products through intermediaries, as do
manufacturers of automobiles and other consumer products. Most other manufacturers
and service industries provide incentives linked to performance using practices no
different than those used in the insurance industry. Such practices in other industries —
where, at times, more is at stake financially for consumers — are not regulated.

Transparency of compensation: As indicated in this submission, IBC supports improving
the transparency of compensation, ownership and other financial interests. We support
disclosure that brings value to the consumer’s decision-making and helps to restore
consumer confidence. Our members have already posted the majority of items suggested
in Appendix 1 of the CCIR/CISRO consultation paper on their respective websites and
extended their codes of conduct across Canada. This disclosure includes whether a
commission is paid, the range of contingent commissions or other remuneration,
ownership interests and any financial arrangements that exist.

In January 2005, IBC introduced the attached Code of Consumer Rights and
Responsibilities in Ontario and the majority of our members have voluntarily adopted
this Code across Canada. The Code, which outlines the rights and responsibilities of
consumers and details the questions they should have answered when they buy insurance
products, has been provided to new clients and distributed with renewal notices to
existing clients. The development of the Code was accompanied by significantly
increased disclosure by insurers about the types of compensation available to their
distribution forces and the types of ownership interests that some insurance companies
have in broker offices. This information is now displayed on most insurance company
websites. Complementary disclosure at the point of sale was introduced by insurance
distributors at the same time to effect a comprehensive approach to consumer
information and empowerment.

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

Current methods of insurance distribution could become more onerous if additional
proscriptive regulatory requirements or legislation were imposed on top of the existing
system. The current system in place in Ontario, based on the Code of Consumer Rights
and Responsibilities, is working well. The best way to enhance the current system is
through the application of the Code and related insurer disclosures from coast to coast,
and introduction of forthcoming Standards of Sound Marketplace Practice.
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3. Are the policy options the best means of accomplishing the objectives identified
in the consultation paper?

With the exception of ensuring transparency of compensation, we do not believe that the
policy options are the best means of accomplishing the objectives identified in the
consultation paper. More specifically, and based on the results of the survey, we question
whether there is a need for additional laws or restrictions and whether consumers would
benefit from these changes.

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

Two key initiatives — the rollout of the Code of Consumer Rights and Responsibilities
and the development of the Standards of Sound Marketplace Practice — described in our
submission have been offered as options that could further advance insurance practices
in this area.

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 your insurance purchasing decisions?

Not applicable.

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

Most insurance companies have the same business approach and method of distribution
for all of the regions they service. Most companies handle disclosure to consumers
through their websites, which service all regions.

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?

It was suggested in the consultation paper that the policy options could be applied to
(1) only intermediaries who hold themselves out as independent or (2) all intermediaries.

Regardless of the type of intermediary with which they choose to deal with, consumers
require information in order to make confident purchase decisions. We believe that there
is an important distinction to be made between intermediaries who represent the products
and services of one insurance company, and intermediaries who represent the products
and services of more than one insurance company. This distinction probably warrants a
different type or level of detail in disclosures to consumers. In the Ontario example,
direct distributors have decided to provide consumers with information that is similar to
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that offered by intermediaries representing more than one insurer. It indicates whether
these intermediaries are paid a salary or commission and list the range of potential
contingent compensation available to intermediaries that work for a given insurer. More
detailed information about financial and ownership arrangements is offered by
intermediaries representing more than one insurance company.

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 # 7 above

In addition, the model law on disclosure proposed by the National Association of
Insurance Commissioners in the United States does not apply to agents that work for a
single insurer. Proscriptive policy options, depending on their objectives, may most
appropriately be applied to intermediaries representing more than one insurance
company. Proscriptive approaches, however, are costly, and attention must be paid to the
potential for creating a regulatory burden that would artificially disadvantage one
method of distribution over another, and unduly interfere with market forces.

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

The most important distinction from a consumer’s perspective is whether an intermediary
is a multi-company representative or a single-company representative. Independence
with respect to ownership is a separate issue and is best handled through disclosure as
outlined in the Code of Consumer Rights and Responsibilities (see Attachment 3).
Consumers may well have different thresholds for the level of independence that they are
comfortable with from an ownership perspective. Enhancing disclosure and consumer
choice and empowerment is the most efficient and effective way to address this issue.

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?

Intermediaries may provide extra services to both consumers and insurers. To
consumers, they may provide risk management and loss prevention advice as well as
assistance with claims. To insurers, intermediaries may provide data entry, premises
inspection and claims settlement services, which help to improve response time to
consumers. These extra services do not create conflicts of interest; rather, they contribute
to the well-being of consumers or provide administrative assistance to insurers. IBC is
concerned that regulations intended to address conflicts of interest may discourage some
intermediaries from offering these services. Hence, regulation in this area could prove to
be counter to the interests of consumers. Additional disclosure assists consumers in
assessing the value of the services that they receive from their insurance intermediary
and enable them to make purchasing decisions that they feel are in their best interest.
Feedback from the Ontario example indicates that this is indeed taking place; consumers,
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intermediaries and insurers are enjoying an expanded dialogue and consumers appear
satisfied with the approach.

PERFORMANCE-LINKED BENEFITS PROVIDED BY INSURERS TO
INTERMEDIARIES

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

IBC believes in the importance of disclosure; if consumers are informed shoppers they
will understand that intermediaries, whether they be insurance brokers, car dealerships,
supermarkets or hardware “big box’” stores, are often offered incentives to sell more of a
particular product. We believe that increased transparency and disclosure, such as has
been introduced in Ontario, resolves this issue. By giving insurance consumers the facts
about the compensation being provided to their intermediaries, insurers empower
consumers to choose the distribution channel that provides them with the best value and
best represents their interests.

12. Should performance-linked benefits be regulated, and if so, how?
See # 11 above.

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)?

See #11 above. The findings from the survey show no evidence of illegal activity and that
most insurers have written policies and procedures in place governing compensation to
brokers and mitigating the potential for conflict of interest. Since January, most insurers
and intermediaries across Canada have been disclosing both the existence and the range
of performance-linked benefits either on public websites or at point-of-sale, without
raising any public concerns. IBC encourages disclosure-based approaches that support
market forces by reflecting consumer preferences rather than rules-based approaches
that confound market forces.

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

See #11 and #13 above.

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?

See # 11 and #13 above.
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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? As a consumer/client does this option provide
information on intermediary relationships with insurers that is meaningful and
useful for an insurance purchase?

IBC would support improving the transparency of compensation, ownership and other
financial interests. We support disclosure that brings value to the consumer in his/her
decision-making and helps to maintain consumer confidence. Our members have already
posted the majority of items suggested in Attachment 1 of the CCIR/CISRO consultation
paper on their respective websites and extended their codes of conduct across Canada.
This includes information on commissions, range of contingent commissions, other
remuneration, ownership interest and any financial arrangements that exist.

In January 2005, IBC introduced the attached Code of Consumer Rights and
Responsibilities in Ontario and the majority of our members have voluntarily adopted
this Code across Canada. This Code, which outlines the rights and responsibilities of
consumers and details the questions they should have answered when they buy insurance
products, has been distributed to new clients and with renewal notices to millions of
consumers. Feedback indicates that these common disclosure requirements have opened
the door for enhanced dialogue between consumers and intermediaries. Consumers are
free to ask relevant questions at the time of sale that assist them with their decision-
making. The development of the Code was accompanied by significantly increased
disclosure by insurers about the types of compensation available to their distribution
forces and the types of ownership interests that some insurance companies have in broker
offices. This information is now displayed on most insurance company websites. These
practices have worked well in Ontario and are supported by insurers. IBC recognizes
that improving the type and quantity of information available to consumers is an ongoing
project. Many of our members have expanded their practices across the country to
enhance disclosure in all regions. This additional insurer disclosure is complemented by
new point-of-sale disclosure on the part of Ontario intermediaries.

17. Is the 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?

We believe IBC’s Code of Consumer Rights and Responsibilities sets a high standard for
what information should be disclosed. Additionally, we are in the process of drafting
Standards of Sound Marketplace Practice, which will cover further enhancements to the
system. The Registered Insurance Brokers of Ontario’s (RIBO’s) conflict of interest
revisions also enhance the environment in Ontario. Informed, empowered consumers
will seek whatever additional information is relevant to them at the time of sale in
dialogue with insurers and intermediaries.
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18. As an 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?

As discussed in #17, the IBC Code of Consumer Rights and Responsibilities sets a high
standard for what information should be disclosed, and we believe this information is
sufficient for consumers. Most companies have already responded by posting relevant
information on their company websites, which are available to consumers across the
country.

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? Is it
relevant information for the consumer?

We agree that consumers should be provided with information that is relevant to their
decision-making. That is why we make a distinction between intermediaries that service
one insurer and those that service a number of insurers. It is most relevant for consumers
to be provided with commission disclosure for intermediaries that service a number of
insurers.

As mentioned earlier, in January 2005, IBC introduced the attached Code of Consumer
Rights and Responsibilities in Ontario, which outlines the rights and responsibilities of
consumers and details the questions they should have answered when they buy insurance
products. Consumers are free to ask relevant questions at the time of sale to assist them
with their decision-making. Feedback from the Ontario example indicates that this is
indeed taking place.

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

We recognize that improving the type and quantity of information available to consumers
is an ongoing project. IBC is in the process of drafting Standards of Sound Marketplace
Practice that include specific standards on:

% fair claims settlement and claims handling;

+«» timely, accessible and responsive complaint handling;

% informed and transparent sales transactions;

+»+ development of competitive products tailored to meet ongoing needs of
consumers; and

+«+ competent and professional insurance representatives that conform to a specified

code of ethics.
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21. Are there any alternatives to disclosure that regulators should consider?
See #20 above.

L&H INSURANCE

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

Not applicable.
REGULATORY COMPLIANCE
23. Are the policy options cost-effective and enforceable?

While there are some differences between the disclosures requested in the consultation
paper and current practice, we believe that the current disclosures balance the benefits of
information to consumers with the costs of providing this information. Additional laws or
regulations would carry a compliance cost that would ultimately be borne by consumers.
We fully support the need for disclosure and feel that current practices have worked well
in Ontario. Millions of consumers seem to agree.
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Attachment 3: Code of Consumer Rights and Responsibilities

INSURANCE BUurEAU
BUREAU D'ASSURANCE
OF CANADA DU CaNADA

Code of Consumer Rights and Responsibilities

Insurance companies, along with the brokers and agents who sell home, auto and business insurance, are committed to
safeguarding yvour rights when you shop for insurance and when you submit a claim following a loss. Your rights include
the right to be informed fully, to be treated fairly, to timely complaint resolution, and to privacy. These rights are grounded
in the contract between you and your insurer and the insurance laws of your province. With rights, however, come
responsibilities including, for example, the expectation that you will provide complete and accurate information to your

insurer. Your policy outlines other important responsibilities. Insurers and their distribution networks, and governments

also have important roles to play in ensuring that your rights are protected.

Right to Be Informed

You can expect to access clear information about your policy, your
coverage, and the claims settlement process. You have the right to an
easy-to-understand explanation of how insurance works and how it will
meet your needs. You also have a right to know how insurers calculate
price based on relevant facts.

You have the right to ask who is providing compensation to your broker
or agent for the sale of your insurance. Your broker or agent will provide
information detailing for you how he or she is paid, by whom, and in
what ways.

Insurance companies will disclose their compensation arrangements with
their distribution networks. Brokers and agents are committed to providing
information relating to ownership, financing, and other relevant facts.

Responsibility to Ask Questions

and Share Information

To safeguard your right to purchase appropriate coverage at a competitive
price, you should ask questions about your policy so that you understand
what it covers and what your obligations are under it. You can access
information through brochures and websites, as well as through one-on-one
meetings with your broker, agent, or company representative. You have
the option to shop the marketplace for the combination of coverages and
service levels that best suits your insurance needs. To maintain your
protection against loss, you must promptly inform your insurance company
or broker or agent of any change in your circumstances.

Right to Complaint Resolution

Insurance companies, their brokers and agents are committed to high
standards of custormer senvice. If you have a complaint about the service
you have received, you have a right to access your company’s complaint
resolution process. Your insurer, agent or broker can provide you with
information about how you can ensure that your complaint is heard
and promptly handled. Disputes involving claims settlement matters
may be handled by the independent General Insurance OmbudService
www gio-scad.org where your complaint may be referred to an
independent mediator,

Responsibility to Resolve Disputes

You should always enter into the dispute resolution process in good
faith, provide required information in a imely manner, and remain
open to recommendations made by independent observers as part
of that process.

Rigf 1t to Professional Service

You have the right to deal with insurance professionals who exhibit

a high ethical standard, which includes acting with honesty, integrity,
faimess and skill. Brokers and agents must exhibit extensive knowledge
of the product, its coverages and its limitations in order to best serve
you. These standards are outlined in A Consumer’s Guide to Property
and Casualty Insurance Transactions, supported by members of the
Insurance Brokers Association of Canada.

RE‘L{JI Lt to Privacy

Because it is important for you to disclose any and all information
required by an insurer to provide the insurance coverage that best suits
you, you have the right to know that your information will be used for
the purpose set out in the privacy statement made available to you by
your broker, agent or insurance representative. This information will not
be disclosed to anyone except as permitted by law. You should know
that insurers are subject to Canada’s privacy laws.

IBC is in discussion with CFIB about adding provisions for advance notice of cancellation to the Code of

Rights and Responsibilities
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Monday, August 08, 2005

Mr. Steven Paglia
Policy Manager (A)
CCIR Secretariat

5160 Yonge Street

PO Box 85

17th Floor

Toronto, ON M2N 619

Dear Mr. Paglia:

Re: Response to Consultation Paper (the Paper) - Relationships between
Insurers and Sales Intermediaries

We are pleased to provide our response to the Paper issued June 3, 2005. We, the undersigned,
represent certain of the financial services subsidiaries of Member firms of the Investment
Dealers Association of Canada. The dealers offer insurance products and services to their retail
clients through financial services subsidiaries. Many of the securities registrants employed with
the dealers are dually licensed; they also hold insurance licenses. The firms listed also
participate on the Insurance Sub-Committee of the Investment Dealers Association's Retail Sales
Committee.

General Comments

We support the Paper’s overall direction — the development of controls to ensure a level playing
field for intermediaries while protecting consumers and providing fairness, integrity and access
to products in the insurance marketplace. However, we are concerned that the Paper's tone
seems to indicate that insurance may soon be considered a commodity that is simply sold and
bought. Instead, we believe that the sale of insurance is fundamentally linked to the advice
provided. Even financially sophisticated individuals require the experience and advice of an
insurance professional to select the appropriate product or combination of products in addressing
their insurance and financial needs. While there maybe certain similarities, insurance should not
be classified as simply an alternative investment product. Insurance products are primarily
intended to provide protection, not investment, to the client. Our response reflects this view.

Responses to Questions for Stakeholders

We have determined that it is most productive to respond to the blocks of questions as they are
grouped in the Paper, instead of providing an answer to each specific question.





Policy Options - Questions 1 Through 6

The policy options, as set out in the Paper are:

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.

Essentially, we support all three policy options.

We believe that there should be codification of the priority of clients' interests. Currently, client
priority is provided for in certain provinces. We would suggest that codification of client priority
be nation wide. Performance-linked benefits offered to intermediaries should be restricted. By
this we mean that the insurance industry should consider adopting a policy restricting such
benefits. Any such policy adopted should be developed with industry input and should reflect
the uniqueness of the insurance industry. Finally, increased transparency to consumers through
disclosure documents could be achieved using either the disclosure document currently being
developed by an industry stakeholder group or, as developed by each firm, using the stakeholder
document as a basis.

Clearly, the implications of the policy options are more effectively discussed when considering
potential changes set out more specifically than that in the Paper. We would be pleased to

participate in those discussions and any consultation on specific changes that you intend to make.

Scope and Applicability of Policy Options to Intermediaries - Questions 7 Through 10

The Paper proposes two potential approaches for determining the scope and applicability of the
policy options - all intermediaries or only those who hold themselves out as being independent.
It is our belief that the policy options should apply to all insurance intermediaries, regardless as
to whether they are considered independent or not. This will ensure a level playing field both for
intermediaries and for consumers. It is not clear to us which policy option, should it apply only
to independent intermediaries, would result in the consumer being better served.

Performance-Linked Benefits Provided bv Insurers to Intermediaries - Questions 11
Through 15

A policy developed to restrict performance linked benefits should provide appropriate controls
and qualifications and create a level of clarity and consistency for the industry. Further, any such
policy developed should permit educational conferences for the insurance industry, As such, our
response specifically relates to non-monetary sales incentives such as cruises, etc.





Disclosure - Questions 16 through 21

The possible disclosure requirements as set out in the Paper's Appendix 1 are extraordinarily
broad and may, in fact, result in client confusion and not clarification. Instead, as noted
previously in our response, and, as indicated on the Paper's page (iv), disclosure documentation
should be developed with the P&C and L&H industry associations.

Currently, such an initiative is underway and should be considered as the standard for disclosure.
The initiative is being led by CLHIA and includes all industry stakeholders. This solution is
preferable as it reflects industry input and experience, while providing an appropriate level of
understandable disclosure to clients.

L & H Insurance - Question 22

We do not foresee any situation where L&H products should be exempted from the requirements
created, as contemplated by the Paper.

Regulatory Compliance - Question 23

It is difficult to determine without reviewing potential draft regulation whether or not the policy
options will be cost effective and/or enforceable. Most additional regulation results in some
additional costs. Specifically, to the greatest extent possible, all provincial legislation should
reflect changes made consistently, so that any increased costs are minimized.

Thank you for the opportunity to comment on the Paper. We look forward to discussing these
and other issues with you further. Please do not hesitate to contact us through John Hamilton, at
(416) 955-5082 or john.hamilton@rbc.com

Sincerely,

BMO Nesbitt Burns Financial Services
Edward Jones

ScotiaMcLeod

Dundee Insurance Agency Ltd.
Assante Wealth Management

RBC DS Financial Services Inc.
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THE INVESTMENT FUNDS INSTITUTE oF CANADA
IFIC  DINSTITUT DES FONDS D’INVESTISSEMENT DU CANADA

151 YONGE ST., 5T FLOOR, TORONTO, ONTARIO, M5C 2W7  TEL 416 363-2158 FAX 416 861-9937

By Mail & E-mail: spaglia@fsco.gov.gov.on.ca

August 3, 2005

CCIR Secretariat

5160 Y onge Street, Box 85
17" Floor

Toronto, Ontario M2N 6L9

Attn.: Mr. Stephen Paglia
Policy Manager (A)

Dear Srs/Mesdames;

Re: CCIR’s and CISRO’s Industry Practices Review Committee's Relationships
Between | nsurers and Sales | ntermediaries Consultation Paper

We ae writing to you on behdf of The Investment Funds Inditute of Canada (“IFIC")
and its Members to provide our comments on The Relationships Between Insurers and
Sales Intermediaries Consultation Paper (“Consultation Paper”) released by The
Canadian Council of Insurance Regulators (“CCIR”) and The Canadian Insurance
Services Regulatory Organizations (“CISRO”) Industry Practices Review Committee.

IFIC is the nationa association of the Canadian investment funds industry. IFIC's
membership includes fund managers representing nearly 100% of the $526.9 hillion in
mutud fund assets under management in Canadal, retail distributors of investment funds
and effiliates from the legd, accounting and other professons.

We applaud CCIR's and CISRO's efforts to canvass interested stakeholders on the issues
that are rased in an examination of the reaionship between insurers and their sdes
intermediaries.  Engaging industry debate and encouraging regulatory  development
through consultation serves to cregte legidation that meets the gods of the regulators and
the financid servicesindustry and mogt significantly, the public that they both serve.

The Canadian Life and Hedth Insurance Association (“CLHIA”) has recently developed
Guiddines that regulate Individuad Varigble Insurance Contracts (“1VICS' dso known as

1 Asat June 30, 2005 — source | FIC Member Statistics.





To: CCIR'sand CISRO’ s Industry Practices Review Committee
August 3, 2005

Page 2/3

segregated funds). These Guiddines have been endorsed by al Canadian provincia and
territorid  insurance regulators, and are gpplied consgently across the country. This
endorsement demondtrates that industry associations can provide regulators with vauable
resources and expertises We believe that CLHIA and IFIC could work together with
regulators to develop legidation that best serves the consumers of mutua fund products
and segregated fund insurance products. Since segregated and mutua fund investors are
buying dmilar products, both types of investors should be given access to equd
disclosures and receive equal regulatory protections.

As the Conaultation Paper recognizes, segregated funds are very different from other
insurance products and are sold more like securities products such as mutudl funds’. We
believe that CCIR and CISRO should coordinate their god of managing the conflicts of
interest in the marketplace with the Joint Forum of Financid Market Regulators (“Joint
Forum”) in areas such as the regulation of segregated funds.

We support the Joint Forum’'s commitment to work to harmonize the regulation of
segregated funds and mutud funds and to harmonize financid services regulaion across
different sectors and jurisdictions. The Joint Forum is in the process of developing a point
of sde disclosure project that harmonizes the point of sde disclosure for mutua funds
and segregated funds. We bdieve that the Joint Forum could expand on its current project
to hamonize disclosure and that it could develop, in consultation with industry
participants, amodd to regulate potential conflict of issues.

As the Consultation Paper dates, the public policy objectives for the development of the
policy options discussed in the Consultetion Peper include “Informed consumers
providing consumers with a disclosure environment conducive to making wel-informed
decisons [and] Levd playing fidd: ensuring that different types of market participants
are not ingppropriately advantaged or disadvantaged, relative to others, by the regulatory
framework”®. We believe that to creste an environment where consumers are informed
and a levd playing fidd is edtablished, the regulaion that mutua funds and segregated
funds are subject to must be more smilar than the current regulatory mode recognizes.
This type of dmilar regulation for mutud funds and segregated funds would logicdly
include sdes practices and the regulation of sdes incentives, which are dready regulated
in detal in the mutud funds industry by Nationd Instrument 81-105 Mutual Fund Sales
Practices.

2 The Canadian Council of Insurance Regulators and The Canadian Insurance Services Regul atory
Organizations Industry Practices Review Committee Relationships Between Insurers and Sales
Intermediaries Consultation Paper, at page 13.

3 Ibid, at page 5.





To: CCIR'sand CISRO’ s Industry Practices Review Committee
August 3, 2005
Page 3/3

*k*

We look forward to the opportunity to discuss these matters with you further. Please
contact the undersgned directly by emal a thockin@ific.ca or by telephone at (416)
363-2150 Ext. 241; John W. Murray, Vice Presdent, Regulation & Corporate Affars, by
emal a jmurray@ific.ca or by telephone at (416) 363-2150 Ext. 225; or Stacey Shein,
Legd Counsd, by emal a sshen@ific.ca or by telephone a (416) 363-2150 Ext. 238
should you require further information or wish to discuss our comments.

Yourstruly,

THE INVESTMENT FUNDSINSTITUTE OF CANADA

“Original Sgned by Hon. Thomas A. Hockin”

By: Hon. Thomas A. Hockin
Presdent & Chief Executive Officer

cC Greg Traversy, President
The Canadian Life and Health Insurance Association
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Group~

ONE CANADA CENTRE, 447 PORTAGE AVENUE, WINNIPEG, MANITOBA R3C 3B6

MURRAY J. TAYLOR
President and
Chief Executive Officer

BY E-MAIL: SPaglia@FSCO.GOV.ON.CA

August 3, 2005

Mr. Stephen Paglia

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, Ontario M2N 6L9

Dear Mr. Paglia:

Re: Response to CCIR/CISRO Consultation Paper
Relationship between Insurers and Sales Intermediaries

Thank you for the opportunity to provide comments on the “Relationship between Insurers and
Sales Intermediaries” Consultation Paper (“Paper™) issued by the Canadian Council of Insurance
Regulators (CCIR) and the Canadian Insurance Services Regulatory Organizations (CISRO)
through the Industry Practices Review Committee (IPRC).

We commend the process of asking stakeholders for feedback on possible new regulatory
responses before they are recommended for implementation. In addition, we encourage
regulation developed with the engagement of industry.

Introduction

Investors Group is one of Canada’s leading personal financial services companies. Investors
Group, through its wholly owned subsidiary, Investors Group Insurance Services Inc, is a leader
in the distribution of insurance in Canada. Although not a manufacturer of insurance products,
through our arrangements with leading insurance companies, Investors Group offers a
comprehensive range of individual life, disability, critical illness, long term care, personal health
and group insurance.





Investors Group does not participate and is not licensed to transact business in the Property and
Casualty market. As such, the comments submitted in this submission pertain directly to the Life
and Health Insurance marketplace.

Insurance is viewed and supported as an important line of business within Investors Group. As
part of our overall commitment to provide financial planning services and products to our clients,
Investors Group actively promotes and encourages all of our Consultants to be licensed for
Insurance sales. As of June 2005, we currently have over 2,450 insurance licensed Consultants.

Due to Investors Group's responsibility to manage sales intermediaries, in addition to our
position as a distribution leader of insurance in Canada, we are pleased to provide comments on
the CCIR/CISRO consultation paper outlining the Relationships Between Insurers and Sales
Intermediaries.

Industry Initiatives

The compilation of findings from the CCIR/CISRO’s Insurer-Intermediary Relationship Review
questionnaire is necessary to ensure we are following the significant issues. Any fundamental
change to existing processes or regulation requires intense review by the industry. The general
findings from the survey indicate that most insurers have written policies and procedures in place
governing compensation and there is no evidence of any illegal insurance related activity was
found.

The Canadian Life and Health Insurance Association Inc. (CLHIA) has developed several
important guidelines in late 2004, which combined with existing guidelines and regulation,
provides for an effective environment to fulfill the goals expressed in your report. We applaud
the work of CLHIA in being proactive and moving the industry and various associations that
serve the industry along on enhancing disclosure of compensation, ownership and other financial
interests.

We believe the positive comments in your Paper on the CLHIA initiatives are well deserved and
that regulators should be encouraged to support the CLHIA initiatives and give them time to
observe expected outcomes.

Policy Options

The Paper outlines policy options that are designed to reduce the opportunity for actual and
potential conflicts of interest in the marketplace while working to promote consumer confidence.
In general, we are in agreement with that statement. However, we have comments and
suggestions within each policy recommendation, which are outlined below.





Transparency of compensation, ownership and other financial interests

The Paper recommends enhanced disclosure of compensation, ownership and other financial
interests by legislation or regulation; or work with both the P&C and L&H industry associations
to develop best practices for disclosure on a Canada-wide basis.

We are very supportive of the themes but appeal for reasonable and practical approaches.
Furthermore, current CLHIA disclosure guidelines clearly outline and address potential conflict
issues related to compensation, ownership issues and other financial interests,

We fully support the direction of CLHIA on these topics, and believe additional layers of related
requirements will add further complexity and more onerous requirements to both insurance
manufacturers and distribution entities.

We believe it would be premature and likely unnecessary to add further regulation in this area
provided insurers follow through on CLHIA guidelines.

Performance-linked benefits offered to intermediaries

The Paper makes a recommendation to introduce legislation or regulation to restrict insurers
from offering performance-linked benefits to their sales intermediaries and similarly to restrict
sales intermediaries from accepting performance-linked benefits from insurers. The restriction
could be absolute or it could be limited by introducing appropriate controls and qualifications on
these benefits (e.g. setting a maximum dollar amount or frequency).

We do not believe there needs to be new rules relating to performance-based benefits. Instead,
enhanced disclosure (see above comments on transparency) will remedy any issues relating to
illegal activity, fraud, coercive and dishonest practices. There is no evidence of any illegal
activities related to compensation practices found from the survey.

Insurance is sold in many ways in Canada and each approach to distribution and sales

management needs to be respected. Potential change should be examined thoroughly or there
runs a risk of underinsuring Canadians and possibly fewer competitors in the marketplace.

Priority of the client's interest

The Paper makes a recommendation to codify a requirement in legislation or regulation that the
client’s interest be placed above those of the intermediary or third parties.

While we fully agree with ensuring client interests are clearly addressed as a priority, it is our
belief this issue is understood, supported and clarified in existing client interest references.

To add additional requirements, without reviewing the effectiveness of current practices would
increase complexity and confusion.





Joint Forum Consultation

We believe there is great value in ensuring there is consultation amongst the Insurance and
Securities regulators on the issues raised within this paper. This will allow for consistency in
responses, as well as allowing for discussion and analysis of the potential impact to both
industries. The Joint Forum was established to fulfill this goal and we believe they should be
actively involved in these considerations.

Summary

Once again, we express our appreciation to the CCIR and the CISRO for taking the opportunity
to consult with the industry. We would be pleased to discuss any of the foregoing comments
with you at your convenience. Please contact me directly at (204) 956-3378.

Yours truly,

INVESTORS GROUP INC.

A/

Murray J. Taylor
President and Chief Exe icer

MIT

Ge: Mr. John W. Murray
Vice President, Corporate Affairs and General Counsel
The Investment Funds Institute of Canada
151 Yonge Street
Toronto, Ontario M5C 2W7
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In 2004 a committee of CCIR and CISRO was formed “to examine the financial relationships
between insurance companies and their sales intermediaries (e.g. contingent commissions,
ownership and financial links, and sales incentives) that have the potential for creating conflicts of
interest.”

The resulting report states “No evidence of any illegal insurance related activity was found” but
that “some current business practices may contribute to a perception of or actual conflicts of

interest in the marketplace.... This may have a negative impact on consumer confidence in the
insurance marketplace.”

“This consultation paper outlines a range of possible policy options which the IPRC (Industry
Practices Review Committee) feels have the potential to balance the business objectives of
market participants and the interests of consumers, thus promoting market confidence.

The IPRC suggests that similar standards be applied to both the P&C and Life & Health
insurance sectors, unless there are obvious and compelling reasons to establish separate
standards.

The policy options considered in this consultation paper are:

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.”

Commentary:

| have been in the financia services industry as alicensed agent/representative for over
30 years. | have been amutud fund representative, alife insurance agent and aP&C
agency owner. My first submisson/commentary wasin 1975 and | have made many
more since then.

This CCIR paper does not adequatdly reflect the sgnificant differences in the three
indugtries — lifeinsurance, P & C and mutud funds.

The mutua fund industry banned performance based compensation — free exotic
conferences to reps who recommended the sponsor’sfunds. The problems faced by
regulators that lead to NI 81- 105 were different than the problem suggested in this paper
— the perception that there might be a conflict of interest.

The P& Cindudry istotdly different thet the life and funds industry and the notion that
regulaion should be smilar is dangerous. For example, switching mutud funds from

one company to another can be done without cost or penaty, and perhaps only to meet a
convention sdesquota. Inthe L&H industry disability insurance is difficult to switch

and life switches are extendvely covered by replacement regulation. IntheP & C
business a broker is very fortunate if he has more than two carriers to chose from for a
given class of business. The businessis re-written with anew policy every year. Tha is,
there is an opportunity to switch policies or companies every year. In Ontario, the broker
is aready required to show the client the lowest price plan he has available.





After an extensive review of both the P & C insurance industry and the Life and Hedth
indudtry, “No evidence of any illegal insurance related activity was found”. That suggests there
isno problem begging for anation-wide solution. “If it an't broke— don't fix it.”

Instead, we are presented three options for regulatory change. Logic suggests that the
first option should have been Do nothing.”

Option 1

“Codify a requirement in legislation or regulation that the client’s interest be placed above those of
the intermediary or third parties.”

It is shocking to contemplate that this requirement does not dreedy exit in dl

juridictions. Yes, thisisagood idea. However, this requirement isusudly #1 in a Code
of Conduct. Why isthat we have 60,000 or so life insurance agentsin Canadawho are
not al regulated by regulators equipped with a comprehensive Code of Conduct? If the
object of regulation is public protection, acommon Code of Conduct in dl jurisdictions
would better equip regulators to protect consumers.

It is not that regulators have not drafted the Codes. Some of the western councils have
codes but the provisions have not al been adopted by regulation, so they are not
enforceable. In the mid ‘ 90s the Ontario Insurance Commission worked closdaly with
industry to develop a 29-point Agent Code of Conduct. When it was published in 1995,
the announcement said it would be adopted into regulation. It never was. CLHIA
objected to arequirement that agents disclose proposed policy benefits, costs and risks to
the consumer.

This proposa that al provinces adopt a regulation that consumers interests are to be put
first suggeststo the public and the governments that this regulation is a priority and worth
al the effort required to get something passed into law. The effort to pass one provision
of a Code and the effort to pass the entire Code is about the same — so why not have dl
jurisdictions adopt a complete Code?

If CCIR consulted consumers and industry, looking for alist of problems worthy of
regulatory atention, | am confident that Option 1 would be very low on aligt of
priorities.

Option 1 looks more like window dressing intended to impress consumers and
governments that the insurance regulators are doing something.

Option 2

“Introduce legislation or regulation to restrict insurers from offering performance linked benefits to
their sales intermediaries and similarly to restrict sales intermediaries from accepting
performance-linked benefits from insurers. The restriction could be absolute or it could be limited
by introducing appropriate controls and qualifications on these benefits (e.g. setting a maximum
dollar amount or frequency).”





The stated reason for this intervention is“a perception may exist that independent
intermediaries could steer consumers to, or away from, specific insurers in order to achieve
certain performance targets or to qualify for benefits. This may have a negative impact on
consumer confidence in the insurance marketplace.”

Recruiting, training, retaining and motivating life insurance agentsis amajor chalenge.
According to the report virtualy dl life insurance companies are involved with
performance linked rewards and motivation schemes and no evidence of abuse was
found. Mogt insurers and insurance distributors dso have a performance linked quota to
keep the rdationship. That is, produce business or you are terminated. Persondly, | have
had my contract cancelled with severa companies because | did not produce enough
businessto judtify the contract or because the company was happy with the business |
gave them but unhappy with how much business| directed to other insurers.

My commission on asaeistypicdly in the thousands of dollars. My commission could

be increased or decreased by 50% depending on which type of product | choseto
recommend. To suggest that such a potentid conflict of interest is*normal business’ but
afurther bonus of less than $100 credit towards a Hawaiian conference could cause meto
steer consumersto a particular company or product is ludicrous.

If | was going to regulate potentia client abuse due to performance linked compensation,
| would be more concerned with the practice of firing agents who do not meet sdes
quotas. These agents are under far more pressure to produce for asingle insurer than an
agent who might qudify for a conference. But industry would argue thet the right to fire
an unproductive sales person is standard practice. And | would argue that the right to
motivate and reward a productive sales person is also standard practice.

| note that insurance company executives receive performance bonuses. | note that
government (regulatory) staff in some provinces receive performance bonuses. Why isit
that the agents licensed by these same regulators and hired by these same executives are
deemed untrustworthy of receiving performance bonuses? Are licensing and supervisory
standards too low?

Regulators should be very wary of heavy-handed regulation of business practice —
epecidly if the only reason isthat “there might be a perception of a conflict of interest.”
Theimmediate result of aban of performance-linked benefits might only be a cost
savingsto insurers. Isthis the purpose of the proposed regulation —to add to life
company bottom lines? Are the insurers lobbying regulators to end a saes practice that
companies are unwilling to end voluntarily?

It could backfire. If performance linked benefits have not been effective, the result would
be more profits. If they were effective (and one can wonder why they are univerdly
used if they have not been effective) then the result could be reduced sales and lower
profits.

The socia costs of meddling should be considered. | have read that the average Canadian
family only has $165,000 of lifeinsurance. Thisinadequacy imposes huge socid costs





on society. Society would be much better off if each family purchased an additiond
$500,000 of term life insurance. That would require motivated sales agents.

In the UK, regulators attempted to help consumers by redtricting the maximum
commission on savings productsto 1%. After ten years they have discovered that the
sde of savings products by the life insurance industry has just about disappeared and the
nationa savings rate is now afraction of what it used to be.

| suggest that incentives that promote additiond sales of life insurance are, on baance, in
the public interest.

This proposal istoo dangerous to consider.
Option 3

“Enhance disclosure of compensation, ownership and other financial interests by
legislation or regulation; or work with both the P&C and Life & Health industry associations to
develop best practices for disclosure on a Canada-wide basis.”

The Ontario Code of Conduct addresses conflicts of interests. Regulation 347 requires
disclosure of al companies and services represented. The Code was not passed into
Regulation and the Regulation 347 is universaly ignored and perhaps unenforceable.

Option 3 appears to be a solution looking for a problem. In 30+ years of practice | have
never been asked about my commission, except on rare occasi ons when consumers were
concerned if | was being compensated for my efforts. No consumer has ever expressed
any interest in the level of my compensation.

If actual percentages or dollar amounts were disclosed, the disclosure would harm
consumers. Consumers are interested in getting the best value for their dollar. Their

focus should be on premiums and benefits. Providing compensation data would muddy
the water and lead to poor consumer choices. If | disclosethat | recelve acommission of
90% and another agent discloses he receives 40%, the consumer my conclude that the
other agent must provide better value for the dollar. The fact might be that we offer the
identica product, but | have 30 years experience and sell alot of that product, whereas as
he is anew agent with a poor sales record.

Lifeinsurance is digributed through asystem. There is no relationship between
consumer value and my compensation. My access to some companiesis through along
chain whereas access to othersisdirect. | know how much | receive but have no idea
how much is paid to those above mein the chain. Even disclosure of total compensation
loading in an insurance product (like disclosing a 3% MER in amutud fund) is of limited
vaue because there are so many other variables that go into pricing. A product with a
low compensation thet also assumes alow future interest rate could be a much poorer
ded to the consumer.





| find it difficult to consder the merits of disclosing agent compensation when most
provinces have no regulation requiring full disclosure of cogts, benefits and risks of
proposed insurance products. | suggest that issue be considered a priority.

If thereisto be a proposd that al jurisdictions should adopt a smilar regulation, then

why has CCIR not conducted a consultation to find a consensus on the priorities? Such a
consultation was undertaken in 1999 by CCIR. | participated in that process,
representing independent life insurance brokers. | recal we addressed the need for life
insurance policies to contain a definition page, to define the meanings of such provisons
as“non-smoker”. | recal we agreed on aminimum standard of E & O insurance for all
provinces. This consensus of issues, priorities and solutions has been ignored in this
paper. Infact, sofar as| can seg, it has been ignored by everyone.

Every regulatory initiative has acost. In addition to the cost of enforcement and
compliance, there is the opportunity cost. Regulators have very few opportunitiesto get
new regulations passed. Why squander such an opportunity on a regulation putting dient
interests first or compensation disclosure? What awasted opportunity!

In conclusion, | suggest regulators set priorities for new regulaions. The priorities
should consder the issues of existing and real consumer abuse and the cost—benefit of

any proposals.

| sometimes work with lawyers as an expert witness. | see consumers suing insurers for
their benefits. In my opinion the Sngle biggest problem deserving regulatory actionisa
re-draft of the “change of insurability” provison of the Insurance Act of the common-law
provinces. This provison is used to deny benefits on life polices that have been thought
to have been in force for years. | suggest that denied insurance benefits could have “a
negative impact on consumer confidence in the insurance marketplace” more worthy of
regulatory attention than a Hawaiian conference.

The wording istoo vague and the provison is unnecessary. It reads. “ Subject to any
provision to the contrary in the application or the policy, a contract does not take effect
unless no change has taken place in the insurability of the life to be insured between the
time the application was completed and the time the policy was delivered.”

Thereis no requirement that the “change’ be amaterid change or even a negative change
ininsurability. Thereis no requirement that the change be known to and understood by
thelifeinsured. If aninsurer believes this wording is necessary, it can be placed in the
policy contract, where agents and consumers can seeit.

| note that asmilar law does not exig in the USA.

In my opinion, the proposalsin this paper are not priority issues within the industry and
would squander an opportunity to deal with the red problems.






LIFE INSURANCE COUNCIL OF ALBERTA

RESPONSE TO CCIR/CISRO INDUSTRY PRACTICES REVIEW COMMITTEE
RELATIONSHIPS BETWEEN INSURERS AND SALES INTERMEDIARIES
CONSULTATION PAPER
JULY 15, 2005

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

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

COMPARISONS TO THE SPITZER REPORT

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

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

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

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






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

THREE POLICY OPTIONS

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

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

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

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

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

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

1. Codify the Public Interest

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

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






2. Restrict Performance I.inked 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 as the 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 paper does not elaborate on why
prohibition is required.

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.

Distributors of ail kinds of goods provide cost reductions for volume purchasers along with bonuses
for product promotion and display placement. Auto dealers compete against other auto dealers based
on their sales achievements, even within their own brand name products. All kinds of manufacturers
reward their distributors on the basis of volume of sales. It is virtually impossible to find any product
that is offered for sale that doesn’t come with some volume discounts or incentives for its successful
distribution. There is no evidence anywhere Council is aware of, which would indicate that these
incentives operate to the detriment of the consumer. In fact there is considerable evidence that these
reduced prices are passed onto the consumer through product promotions, loss leading for market
share and discounts resulting in an advantage to the consumer. Performance-linked benefits form an
essential part of the competitive model which will always produce the best possible result for the
consumer. 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.

Enhance Transparency of Compensation, Ownership and Other Financial Interests

The Life Insurance Council, in over 16 years of operation has not received a single complaint relating
to agent compensation or the ownership of an intermediary. 1t 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,

Consumers could, and should be provided on request with information explaining 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.

It must be understood that these reasons may be many and it should not be assumed by regulators that
the amount of commission dictates the placement of a particular product. Volume placed with a
particular insurer may allow the agent to obtain latitude in the underwriting process to the benefit of
the client. The agent’s relationship with the insurer may facilitate the payment of claims, again to the
benefit of the insured. Other factors to be considered include but are not limited to solvency and
solidity of the insurer, product features, medical underwriting, financial underwriting, overall
capacity, service levels and ease of administration which all play a potentially much greater role than
price.






For those consumers who wish to focus on price, there exists in the public domain a volume of resources
on the internet alone which can help them achieve their goal — there is no excuse for a consumer not to get
the cheapest price if that is their primary objective.

The life insurance industry is highly competitive and it is exceedingly difficult for new people entering
the industry to become established. New advisors are critical to the health of the industry as the average
age of current advisors continues to increase. Consumers will not be well served by imposing regulation
S0 onerous so as to discourage people from entering the industry.

Transparency and full disclosure are “Motherhood” statements. 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. The type of disclosure contemplated by the discussion
paper will serve to greatly misrepresent the compensation that is paid to intermediaries.

Any proposed legislation must examine not only the benefits to the law but the ability of the licensee to
comply. In situations where an agent works for a particular brokerage he/she is working at a level below
that of their principal. They may well be unaware of any loans existing between the principal and an
insurer and would not be in a position to disclose the existence of such to a consumer.

Any consideration of increased regulation must also involve an in depth cost benefit analysis. Increased
costs of complying with additional regulatory requirements as well as increased cost of enforcement will
fall to industry participants who are already heavily regulated and are msured, in most jurisdictions for
errors and omissions including coverage for fraudulent acts.

The costs of regulation will inevitably result in an increase in the price of insurance thereby negatively
impacting the consumer. The results of the C.C.LR. inquiries do not appear to provide sufficient gain to
warrant the increase in cost involved in additional regulation.

SUMMARY

The illegal activitics 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 the
opportunity to do so was missed when inquiries into business practices in Canada produced only positive
results. It is the position of the Life 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.







AUG-02-2005(TUE) 13:31

Insurance Councils of Saskatchewan

General Insurance Council s Hail Insurance Council u Life Insurance Council
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July 27, 2005

Mr. J. M. Hall, Chalrman

Canadian Councll of Insurance Regulators

¢/o Saskatchewan Financlal Services Commission
6" Floor, 1919 Saskatchewan Drive

Regina SK S4P 3v7

Dear Mr. Hall
e; e Relationships Between Insur n ediaries

The Life Insurance Councll of Saskatchewan (Councll) appreciates the opportunity to comment
on the CCIR consultation paper since we have a specific interest In consumer protection.

Coundcll is pleased the general findings of the CCIR survey did not show any evidence of lllegal
Insurance activity in the Canadlan marketplace. This, in no small measure, serves to reinforce
the effectiveness of the current regulatory system.

1t is also reassurlng to learn that most insurers have common standards regarding
compensation for sales Intermediaries and an active interest In malntaining a stable and
competitive marketplace.

Councll believes the absence of evidence relating to lllegal insurance activity can largely be
attributable to the effectiveness of a regulatory regime that requires sales intermediaries to act
In good faith and Insurers who are interested In establishing prudent and reasonably standard
policies.

Councll notes that throughout the insurance media coverage in 2004 we did not recelve any
complaints from consumers specifically about intermediary compensation. In fact, since the
inception of Councll In 1986 there have not been any Issues relating to intermediary
compensation that could not be dealt with under existing regulation.

Councll views the optlons presented In the CCIR consultation paper as based more on the
apprehension of problems then on Issues emanating from the survey findings or on specific
regulatory experience. Councll therefore belleves CCIR should not take action on any of the
praposed palicy options without clearly determining a specific regulatory need since existing
legislation and the Council Bylaws appear to be providing an effective level of consumer
protection.
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Policy Options
Coundll Is pleased to briefly comment on the three policy options Identified.
1. 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 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.

This section provides for the licensing of brokers/agents and holds the agent to be the
agent of the Insured rather than that of an insurer.

The Life Insurance Council Bylaws
Section 13, subsection (a) states:
A licensee shall:

(3) carry on business In utmost good faith In conformity with the provisions of these
Bylaws and the law of each jurisdiction in which the licensee holds a licence.

Utmost good faith shall be interpreted to mean the absence of any concealment or

deception however slight. Licensees are by thelr status, fiduclaries and must act to

that standard, and are, therefore, bound by the strict principle of utmost goed faith.
Section 13, subsection (e) states:

A licensee shall:

(e) place the interests of policyholders and prospective purchasers before that of the
licensee ar that of any agency or Insurer.

Proposed Council Bylaws

The Counclls are In the process of creating new bylaws. The standard wording under
Council Bylaw 8 = Misconduct, wili state:

2885 5:53
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(1) 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 companles or
tends to harm the standing of licensees In the Insurance Industry Is misconduct within
the meaning of the Act, regulations and bylaws.

Councll feels the existing regulatery structure combined with active enforcement provides
an acceptable leve!l of consumer protection. In addition, many Industry groups such as the
Financlal Standards Councll, Advocls and others have developed codes of ethics that
support prudent Industry practices an a voluntary level. As such, Councll does not see an
urgent need to support enhanced agent regulation at this time.

2. Restricting Performance Linked Benefits
The Sasiatchewan Insurance Act

(439) A licence may be suspended or cancelled by the superintendent If, after due
Investigation, he determines that the holder of the licence:

(d) demonstrates Incompetency or untrustworthiness to act as an Insurance agent.

This section provides the graunds for cancellation or suspension of a licence where
demonstrated In competency or untrustworthiness to act as an Insurance agent Is evident.

The Council Bylaws

The restriction of performance linked benefits Is not addressed In Council Bylaws nor does
Councll have the authority to address Insurance company compensation since the regulation
of Insurance companles has not been delegated to the Councll.

Councll could consider restricting an Intermediary from accepting a performance linked
benefit, however, we believe the practice would be better dealt with at the insurance
company level.

CCIR may want to consider an approach similar to the mutual fund and securities Industry
when It comes to limiting benefits such as “off shore” conventions. Coundi, however, feels
many companles provide benefits such as needed sales support, educational input or client
services which should not be discouraged as this would be seen as a detriment to good
consumer service.

Councll believes the Industry should be encouraged to establish strong working relationships
with professional intermediarles and to promote healthy competition and broad consumer
choice. Councll feels working with the Industry to develop acceptable incentive based
guldelines would be a better step then making Immediate decislons about restricting or
prohibiting these Incentive programs.
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3. Transparency of Compensation
The Life Insurance Council Bylaws
Sectlon 14, subsection (p):

A licensee shall not:
(p) walve all or any portion of fees for services as an Inducement to purchase Insurance.

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 cantravene any law or does
not involve the unauthorized practice of another profession.

Council Is uncertain how the disclosure of compensation in the life Insurance sector, beyond
what Is already In regulation, could be achieved In a fair and descriptive way. If disclosure Is
contemplated it should be meaningful to the client and remain free from manipulation by
Insurance companles and/or agents who may portray their product as more competitive based
on a stated lower commission. Councll has seen advertising by direct marketers who claim
thelr product Is more economical because no commission Is paid to an agent yet the premium Is
not significantly different from what Is avallable In the marketplace through a commissloned
agent.

There Is no doubt that some of the complaints heard by Councll are motivated by commisslon,
however, it rarely becomes an Issue In the discipline process. An agent may be supported by
an Insurance company or another In the commisslon chaln who has a vested interest in a higher
commissioned product however the agent wlll be disciplined for having failed to act In the client
interest or having provided an Inappropriate product.

Council believes the quantum of commission Is a problem for a life agent to effectively disclose
since the commission includes all future service as may be required. If disclosure s considered
It may best be handled at the Insurance company level and not at the Intermediary level. The

consumer would then receive consistent Informatlon according to strict protocols for each type
of product as determined by regulators.

Councll would be pleased to provide further comment at any time.

Yours truly,

U, CH.F.C., CFP
Life Insurance Council of Saskatchewan

EG/amg
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Dear Mr, Paglia,

I am writing in response to the invitation of the Canadian Council of Insurance Regulators (CCIR)
to offer comments on the Industry Practices Review Committee Consultation Paper on
Relationships between Insurers and Intermediaries. The comments below represent the views of
the Society of Lloyd’s (“Lloyd’s™). In preparing this submission, we have also consulted with
Lloyd’s Market Association who represent Lloyd’s managing agents.

Lloyd’s Underwriters have been licensed in Canada since 1932 and are now one of the country’s
largest commercial property and casualty insurers. Lloyd’s operates under a unique structure,
recognised under provincial legislation, in which underwriters do not maintain separate branches
overseas but trade from London, accepting business from the many jurisdictions in which Lloyd’s
hold licences only through the intermediary of brokers and agents. Over 400 Canadian firms are
currently authorised to produce business to Lloyd’s Underwriters.

Lloyd’s appreciates the opportunity CCIR has offered through the consultation for stakeholders to
participate in its policy formation process, and the steps CCIR’s members have taken through the
initial survey towards a risk-based approach to any legislative or regulatory change.

Lo,

Nicholas Smith






General observations

The consultation paper outlines various policy options that CCIR’s members are considering
adopting by means of legislation or regulation. CCIR has explained that these options are
responses to its finding that: “some current business practices may contribute to a perception of or
actual conflicts of interest in the marketplace. At issue is the appearance to a reasonable, informed
third party that bias exists in the course of providing advice to consumers due to a conflict of
interest or potential conflict of interest.”

Lloyd’s believes as a matter of principle that new legislation or regulation must always be
underpinned by a solid rationale. Legislative changes are often, as in this instance, proposed as
solutions to particular problems, but whilst society may benefit from the solution, it will inevitably
also impose costs due to the need to adapt existing behaviours and procedures. CCIR has also
enumerated (in section 4 of the consultation paper) a number of public policy objectives that have
guided the development of the policy options outlined in the paper. Lloyd’s believes these
objectives are sound, particularly the final one (“competitive market — fostering a healthy and
efficient insurance industry”). Often, policy is adopted on the basis of the benefits it theoretically
confers without due consideration of the costs.

Lloyd’s believes that CCIR should attempt thoroughly to evaluate the cost to society of any
perceived conflict of interest in the current (unreformed) situation as against the cost to the industry
of making the changes before proceeding with any legislative or regulatory changes. Whilst
Lloyd’s notes that CCIR has identified the problem to be addressed in terms of “the appearance of
bias ... due to a conflict of interest or potential conflict of interest,” it has not quantified how
widespread that appearance is nor identified the audiences to which it is being made manifest, nor
its cost society.

Lloyd’s would observe that the existence of conflicts of interest in insurance transactional
relationships is not a new phenomenon. Such conflicts are already subject to regulation through
the law of agency, and the fiduciary duties to his principal which it imposes on an agent. Within
the Lloyd’s market, the Lloyd’s Act 1982 prevents managing agents being a controller, subsidiary,
holding company or related company of a Lloyd’s broker whilst managing agents are required to
include in their syndicate business plans all related party insurance transactions that they intend to
enter into during the year to which the plan relates. As a matter of general principle, therefore,
Lloyd’s believes that conflicts can be addressed by agents making suitable disclosures to their
principals rather than by legislation of the type discussed in the consultation paper. This is why
Lloyd’s, in common with many other insurers, voluntarily adopted the *Insurance Bureau of
Canada’s Code of Consumer Rights and Responsibilities’ in respect of Lloyd’s Underwriters
Canadian Business and recognised consumer rights in this area.

Finally as a general comment, Lloyd’s supports proposals that ensure that clients are provided with
suitable product information both before and after contract. However, if the impetus for legislation
or regulation is the conflict of interest, then any changes should be confined to situations or
relationships where that conflict may arise. Lloyd’s does not believe that there is any conflict
between insurers and policyholders where they are dealing with each other through the
intermediary of a broker or agent who is acting on behalf of the policyholder and that there is no





need to impose, in that scenario, additional compliance burdens on insurers (outside, of course, any
illegal practices). In addition, LIoyd’s does not believe that conflicts exist for intermediaries who
are involved in an insurance transaction but who do not have an agent-principal relationship with
the policyholder as they act as intermediaries between the insured’s representative and insurers.

Lloyd’s comments on this and the subjects raised in the consultation paper are presented below.
Lloyd’s has responded in general on the various subjects and attempted to address those questions
raised in the paper that are pertinent to its mandate.

1. Codification of the priority of the client’s interest

Lloyd’s supports any proposal that makes clear that a broker’s primary obligation is to his principal
(ie his client). However, Lloyd’s is unclear what practical effect any legislation would have over
the law of agency that already imposes fiduciary obligations on an intermediary acting on behalf of
a client.

Lloyd’s has a particular concern over the implications of such a legislative change for the 40% of
its Canadian business that is distributed through intermediaries holding delegated underwriting
authority as “coverholders.” Due to the structure of Lloyd’s, it is very expensive for small and
medium-sized risks to be placed individually in the market, and delegated authority contracts
provide a cost efficient means of distributing these products to Canadians. In these circumstances,
the coverholder acts as agent for the members of particular LIoyd’s syndicates with authority to
enter into contracts of insurance with policyholders subject to certain terms, conditions and
exceptions. Accordingly, any proposal would need to take into account the fact that the
coverholder owes agency law duties to the members of the relevant Lloyd’s syndicates. If any
proposed legislation did not take this into account then some Lloyd’s businesses may rethink their
appetite for delegated authority Canadian Business and lead to a reduction in the availability of
cover to Canadians.

2. Restricting performance-linked benefits offered to intermediaries

It is common for Lloyd’s coverholders to be remunerated by way of contingent profit
commissions. Lloyd’s believes that this can be a suitable and appropriate means of remuneration
for such business, providing an incentive to the intermediary to manage the underwriting he
conducts on behalf of the relevant members correctly. Lloyd’s notes that profit commission is not
guaranteed: it depends ultimately on the claims experience of a contract, which intermediaries are
unable directly to influence at the moment they recommend a particular transaction to their client.
Lloyd’s notes that, in the United Kingdom, the Financial Services Authority (FSA) has not sought
to ban specific types of inducements such as volume overrides, market services agreements and
profit sharing arrangements. Instead, it has a rule to prohibit any unfair inducements. In particular,
the FSA requires that an intermediary must take reasonable steps to ensure that it does not offer,
give, solicit or accept an inducement likely to conflict with the duties the intermediary owes to its
customers. This would be similar to the principle based approach outlined in the consultation

paper.





With regard to performance-linked benefits generally, and noting that certain forms of inducement
are already illegal or constitute breaches of fiduciary duty, Lloyd’s is not persuaded that there is a
case for regulation. Concerns in this area can best be addressed by suitable disclosure by an
intermediary to his client.

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

Lloyd’s agrees with the consultation paper’s view that disclosure is an important method by which
conflicts of interest, or potential conflicts of interest, can be addressed. For that reason, Lloyd’s
has voluntarily adopted the IBC Code of Consumer Rights and Responsibilities in respect of
Lloyd’s Underwriters Canadian Business. Lloyd’s also believes that such disclosure reflects the
agency obligations that a broker owes to his client.

Lloyd’s is unclear as to the need to mandate particular forms of disclosure by insurers where the
business has been placed on behalf of the client by an intermediary that is acting for the client. In
that case it is difficult to see where there is a conflict of interest between the insurer and the
policyholder.

In addition, the particular disclosure obligations suggested for insurers outlined in Appendix 1
provide some practical difficulties for Lloyd’s as a market comprised of 62 syndicates of
underwriting members rather than a single company with a single set of practices. If this proposal
was to be taken forward, it would need to be determined exactly how this can be achieved in the
context of a market It is suggested that the relevant information should be disclosed on an
insurer website, but the Lloyd’s website was not established to provide the type of detailed
information outlined in Appendix 1.

Lloyd’s believes that the potential burden of complying with these requirements considerably
outweighs the benefits. Since insurer-intermediary conflicts became the object of attention last
fall, Lloyd’s has received not one call in its Canadian office asking for such information. Further,
Lloyd’s believes that policyholders are well aware that intermediaries are remunerated by insurers,
and notes that many intermediaries already have policies in place (by regulation or on a voluntary
basis) that explain how and by whom they are remunerated. The value of supplementing this
information by a secondary level of detail provided by insurers is questionable:

= apolicyholder will naturally look to his agent for such information in relation to his
particular transaction and any insurer website will, at best, provide only general
information.

= where, as is often the case for LIoyd’s business, the transaction has been placed through a
chain of intermediaries, the website can only describe the total of remuneration not what
has gone to each intermediary as this will be unknown to the underwriters.

= much of Lloyd’s business emanates from businesses who can presumed to have a
reasonably sophisticated knowledge of the workings of the insurance business

= much business is also placed with Lloyd’s as part of a programme involving several
insurers: it is unlikely that a policyholder wishing to find out the nature of any conflicts of
interest will consult the websites of each individual insurer for general information rather
than ask his broker for data about his particular transaction.





= |t takes no account of the procedures individual insurers may have in place to manage
conflicts. In the case of Lloyd’s, there are already in place risk management procedures
that relate to the management of the financial relationships between Lloyd’s managing
agents and Lloyd’s brokers and other intermediaries. For example, by Lloyd’s Act 1982
(and in particular sections 10-12) Lloyd’s managing agents are prevented from being
Lloyd’s brokers or being associated with Lloyd’s brokers. In summary the provisions in
Lloyd’s Act prevent managing agents being a controller, subsidiary, holding company or
related company of a Lloyd’s broker. In addition, managing agents are required to include
in their syndicate business plans all related party insurance transactions that they intend to
enter into during the year to which the plan relates. Managing agents also need to obtain
Lloyd’s prior consent if they wish to establish a dedicated service company which will
undertake insurance business on behalf of the syndicate managed by the managing agents.

None of Lloyd’s global regulators requires the disclosure by insurers of the information envisaged
by Appendix 1. The imposition of this additional compliance burden could adversely affect some
Lloyd’s businesses appetite for Canadian Business

Scope and applicability

The consultation paper outlines that CCIR is cogniscent that there are different types of
intermediaries, and comments in some detail on the difference between “independent
intermediaries” and tied agents. Lloyd’s believes that a further difference that CCIR needs to
consider is that between intermediaries that deal with policyholders directly and those such as
coverholders which act in an insurance transaction in a wholesale or managing general agent
capacity after being approached by the policyholder’s intermediary. Much of Lloyd’s business
originates through such chains of brokers, and many of its coverholders do not deal directly with
policyholders.

Although these intermediaries will often be independent (in the sense that they are not tied agents
and have no ownership ties to insurers), they will not have the same relationship with a client as
the intermediary acting directly for it, and therefore the nature of any conflicts (if any) will be
different. Generally, intermediary regulation in Canada does not recognise the distinction between
intermediaries acting directly for policyholders and those acting in a managing general
agent/wholesaler capacity, but Lloyd’s believes that it is important that this is taken into account in
CCIR’s deliberations. Lloyd’s is aware that the National Association of Insurance Commissioners
has recognised this distinction in their ‘Compensation Disclosure Amendment To The Producer
Licensing Model Act’. As item 1 of Appendix 1 refers to disclosure by “independent
intermediaries who deal with the general public,” it may be that this distinction is already in
CCIR’s mind.
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Re: Relationships Between Insurers and Sales Intermediaries

Dear Mr. Paglia:

Thank you for the opportunity to supply input to CCIR and CISRO on the issues addressed in
your paper “Relationships Between Insurers and Sales Intermediaries”. OMIA was provided
with advance notification and summary explanation of the release of the paper. In addition, we
took the opportunity to discuss the paper with FSCO representatives in advance of preparing this
response.

The Ontario Mutual Insurance Association is comprised of 46 policyholder owned mutual
insurance companies which operate on an insurance-at-cost basis. The largest member company
has direct written premiums of about $60 million. Our members operate strictly in Ontario.

The farm mutuals distribute their products through brokers and exclusive agents. Some members
only deal through brokers. Some members use exclusive agents. Some members use a
combination of both. The consultation paper was provided to all members and input was invited.
The following summarizes our advice:

1. Recognizing that the stated main objective of your review was “to determine if issues similar
to those in the U.S. could arise in Canada and to identify opportunities to enhance public
confidence in the Canadian insurance marketplace”, both government and the insurance
industry should broadly publicize, in an appropriate manner, that the study was conducted as
soon as the potential problem became known and that (as stated in your paper) “no evidence
of any illegal insurance related activity was found and that regulators will continue to
monitor the marketplace and take any action necessary if illegal activity is alleged or
detected.”





We are confident that Ontario already has appropriate safeguards in place, especially through
RIBO, to prevent the type of activity that arose in the U.S. This should be broadly publicized
on a continual basis to enhance consumer confidence in a Canadian insurance marketplace.

If other provinces do not have organizations like RIBO in place, we recommend that they be
encouraged to implement them.

. We believe that the insurance industry’s voluntary initiatives, led by IBC and IBAO, should
be more than adequate to meet consumer expectations. All consumers already have the
ability to ask insurers, agents, brokers and any other supplier of goods and services for more
information about distributor compensation if they want to do so.

Given that:

a. the issue has arisen because of a fairly recent occurrence in the U.S.A.,

b. the Canadian insurance industry took quick, voluntary action to enhance public
confidence, and

c. the government’s study did not find any illegal activity,

we recommend that you adopt an “observation period” of one or two years to determine
whether any further regulatory action needs to be taken. If the current systems are working,
there is no need to add more administrative costs to our product.

Exclusive property/casualty agents should be required to disclose that they represent a
specific insurer and only that insurer but they should not be required to make any disclosure
beyond that. An agent is not in a conflict of interest position of potentially directing a client
to an inappropriate insurance market in the interest of receiving a reward for doing so. The
agent only has one market.

With respect to the “Possible Policy Options”, set out in your paper our comments are as
follows:

a. Codifying the Priority of the Client’s Interest

We do not support this approach. We believe that it would be very difficult to monitor
and enforce such a code. In common law, insurance has long been considered a
fiduciary relationship. In addition, RIBO’s standards for Ontario brokers already
provide the necessary standards and enforcement. Regulation 347 of the Ontario
Insurance Act addresses the exclusive agent situation.





b. Restricting Performance-Linked Benefits Offered to Intermediaries

Bonuses for distributors which are associated with positive underwriting or good service
should not be restricted. These incentives can result in added safety for policyholders.
They enhance customer service. They promote good underwriting, profitability and
price stability in the marketplace.

If anything, restrictions should only be associated with volume-linked bonuses that do
not benefit consumers. Volume-chasing activities contribute to market instability and
pronounced market cycles. Aggressive volume-based incentives for intermediaries who
have the responsibility of placing the client with the best market, can also create a
perception that the client’s interests could be compromised. This could negatively affect
the industry image. In any event, this type of activity would not contribute to your goal
of “enhancing public confidence in the Canadian insurance marketplace”.

c. Enhancing Transparency of Compensation, Ownership and Other Financial Interests.

We agree that transparency will enhance consumer confidence. However, the degree of
transparency must be reasonable. For instance, it makes sense for a broker to divulge
whether an insurer has a “financial interest” in the brokerage but to require the details
of the financial interest to be identified would be going too far. We also believe it
would be going to far to require detailed breakouts of commissions. The cost to
administer these types of requirements needs to be taken into account. In the end, all
costs are passed on to consumers.

We do not agree that brokers should have to identify whether the client was placed
with the insurer that had the lowest quote. Price is only one component. Product and
service are also factors.

We do not agree that insurers should have to routinely identify situations where they
have financial arrangements with brokers. If brokers are required to disclose this, there
is nothing gained by requiring the insurer to disclose it too. Any disclosure of this kind
should be a matter between the broker and the client.

In summary, we believe that the disclosure initiatives already taken by the insurance
industry are adequate. As stated earlier, a sensible approach would be to monitor the
issue for the next year or two to determine whether anything further is necessary.

We appreciate the opportunity to provide our views. If anything in this paper requires further
explanation, please don’t hesitate to contact us.

Very truly yours,

AN

Glen Johnson, B.A., C.A.E.
President
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EXECUTIVE SUMMARY

The Ontario Bar Association (hereinafter referred to as the "OBA") is committed to a fair resolution
of the delivery of insurance products, to the perceived and factual consumer.

The OBA states that the primary concerns are the conflicts of interest in the marketplace in the
delivery of automobile, home and life/health insurance.

In the view of the OBA, the issue here is the ability of the consumer to understand the complicated

maze of various products offered by Property and Casualty, and Life and Health companies and to
make choices that are in their best interests.

A well-served consumer will restore consumer confidence in the insurance marketplace.

CONCERNS

The white paper identifies the current business practices such as loans, ownership interest, financial
relationships, non-monetary sales incentive, plus monetary incentives which a reasonable consumer

would conclude would affect the advice provided to them regarding the purchase of insurance
products.

It appears to the OBA that the major difficulty will be with respect to brokers who generally

represent more than one insurance client, or type of client and may have perceived or actual conflicts
of interest.

The problem is not expected to be as significant with respect to a direct writer or agency although
there may also be conflicts of interest; for example, dealing with the level of commissions available
to an agency force representative with respect to selling a life, health or income disability plan as
compared to optional benefits in the automobilé insurance product.

PROPOSED APPROACH

It should be taken as a given that insurance products for the average consumer represent a very
complicated marketplace. One of the products (automobile insurance) is considered mandatory with
optional coverages. Life, health and disability insurance to cover incidents not related to an
automobile accident are not mandatory but considered necessary to most households.

There are obviously overlapping coverages.

The findings of the Canadian Council of Insurance Regulators makes it clear that there is a number
of pervasive and complicated interrelationships between intermediaries and the individual company
which are designed to provide a financial incentive to the broker to facilitate the selling of possibly
one company or one type of product over another. This cannot be ignored.
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Although in law it is considered that disclosure eliminates a perceived or actual conflict, this cannot
be considered the ultimate solution to the present situation. The conflicts perceived or actual are

complicated and all their circumstances cannot be adequately disclosed to a consumer with all its
ramifications. :

The OBA considers that many of the conflicts should simply be eliminated to allow for a "level
playing field" which, in turn will more likely result in fair and balanced information for the
consumer. Situations in which the companies report providing loans, have ownerships or other
similar financial relationships with intermediaries, should be eliminated.

Different commission levels on different types of businesses amongst brokers should be disclosed.
The same should be true of contingent commissions.

CONCLUSION
The financial marketplace is a vast, complicated and daunting area.

Itis essential that the consumer obtain fair and balanced advice from intermediaries without possible
or actual conflicts determining that advice.

Most of the actual conflicts should be eliminated and the balance of the conflicts should be disclosed
in a manner in which properly brings the nature of the conflict to the mind of the consumer.

RESPECTFULLY SUBMITTED BY BROWN & KORTE ON BEHALF OF THE
ONTARIO BAR ASSOCIATION.






August 4, 2005

Mr. Stephen Paglia

Policy Manager

CCIR Secretariat

5160 Y onge Street, 17" Floor
PO Box 85

Toronto, Ontario

M2N 6L9

Dear Mr. Pglia

| received aletter dated July 5, 2005, from Mr. Michadl Grist, Deputy Superintendent of the
Financid Indtitutions Commission of British Columbia, soliciting comments to the important
industry issue of intermediary relationships with insurance companies.

Our responses to the questions posed in the Consultation Paper are set out below.
| ntroduction

Pecific Blue Cross (PBC) and British Columbia Life and Casudty (BC Life) are primaxily in the
business of offering group insurance programs to organizations headquartered in BC. Mogt of
this businessis sold through brokers and includes group life, disahility, hedth and dental
products. In addition, we offer individua hedlth, denta and travel plansthat are sold directly to
consumers in most cases with asmall amount of business sold through intermediaries.

Asagenerd statement, our organizations support policies that place the interests of the client
fird, that require full transparency of compensation received (including loans and ownership),
and that limit performance-linked benefits to independent intermediaries. In our experience, we
have witnessed that compensation, loans, ownership and performance- based incentives influence
the recommendations of intermediaries who purport to be independent and objective. If dl cash
compensation (including compensation that is contingent on volume and profitability) and dl
non-cash incentives, ownership and loan were transparent and obvious to clients, we believe
those clients would be better informed and better served. This trangparency should commence
with a requirement that brokers identify the amount of commission and bonus (including
contingent amounts) that will be received from each prospective insurer during the bidding
process (ie during the bid process, the broker would need to add another column to the
gpreadsheet which identifies each carrier, their quoted premium and administration fees and the
broker’ s estimated compensation that would be paid by each of the bidding carriers). Brokers
who add vaue commensurate with their level of compensation will not be impacted by this
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approach. In the case of those that do not add vaueto this leve, the clients will potentialy be
better served by having this knowledge. Business should not be placed with one insurer versus
another as areault of the level of compensation the broker will receive. In BC, thisis happening
every day and the clients are largely uninformed.

Policy Options

1.

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

We have two broker relationships where there is a contingent commission based on
profitability of the broker’s book of business with our firm. Thisinformation would need to
be disclosed to the dlients and we are unaware if thisis occurring at this moment. We offer
training programs and other promotiond events locdly but as these are widdly avallable and
not based on performance of a broker, we do not believe these would be impacted by the

policy.

How would the policy options affect the existing methods of distribution?
In our case, only as stated above.

Arethe policy options the best means of accomplishing the objectivesidentified in the
consultation paper?

Across the industry, these policies would serve to “level the playing fidld” and be of benefit

to the client but only if the transparencies and disclosures are clear, complete and obviousto
the dient. Sdf-reporting by the broker will not accomplish the objective of the policy. The
respongbility will fal to the insurers but this additiond role will be offset by the benefits of a
levd playing fidd.

Have the policy options overlooked any other approaches or considerations? If so, please
provide us with an outline of those approaches or considerations?

We bdieve these policies will sgnificantly improve the vaue of advice being given to dlients

and consumers. However, success will be dependent upon compliance and the policies,

whether implemented by regulation or legidation, must make every effort to ensure that
compliance cannot be circumvented.

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?

Putting on my consumer hat, | would say that any policy which serves to increase the

objectivity and independence of advice | receive would be of vaue to mein making

purchasing decisons.

Arethere any regional issues or considerations such as different distribution channelsthat
have not been adequately considered?
No.
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7.

10.

11.

12.

This consultation paper proposes two potential approachesfor 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?

The second option is preferred (ie gpply to dl intermediaries) so asto avoid any beneficia
interpretation by the broker of whether or not he holds himsdlf out to be independent.

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 above.

Do you have any suggestions for describing or interpreting independence?

I ndependence should be a synonym for objectivity. In the 30+ years | have been in the Life
& Hedth and P& C brokerage businesses, | have found mysdf frequently surprised to learn
that brokers who | had understood to be independent were, in fact, not. In some cases this
was aresult of partid ownership of the brokerage unit by an insurer. In other cases, the lack
of objectivity was caused by the compensation received. Some firms have overcome this
perception by using fee based compensation or standard commission scales (regardless of
which carrier was selected). The various factors, which could influence a broker’s
recommendation to a client, make the definition of independence very chdlenging. Full
transparency of factors which could influence these recommendations will, as a minimum,
provide the client with more data to make informed decisions.

Some intermediaries provide additional servicesto insurersor to consumers on behalf of
insurers. Arethere 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?

A broker who provides other services such as third party administration services may indeed
have a conflict of interest. In one case we are aware of, a broker will not place busnesswith

our firm because we will not dlow him to pay claims on our behdf while other carriers will.

Once again full disclosure of dternative costs and compensation will asss in giving the

client data to make an informed decision.

I sthe concept of performance-linked benefits sufficiently clear?
It's clear to those of uswho are in the industry but it’s doubtful thet thisisat al well
understood by the public.

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

Aninsurer naturdly wants to provide incentives to attract and retain business. The consumer
ultimately pays the cost of those incentives. Performance linked benefits are inherently of
vaueto the broker and the insurer but one would be hard pressed to demondtrate the value
they provide to the consumer. Other indudiries have limited (generdly by regulation) these
types of benefits and so should the insurance industry. When one hires an advisor to help
make complicated insurance decisons, they should be confident that the advisor isacting in
their best interests and not influenced by other consderations.

.14





13. Should therestrictions on performance-linked benefits be absolute or limited by
introducing appropriate controls and qualifications (e.g. setting a maximum dollar
amount)?

A maximum dollar amount seems to be the norm in other industries.

14. In determining what constitutes a performance-linked benefit, should the relevant rules be
principle-based or compliance-based?
As described in the Consultation Paper, Principle-based would appear to be the most
practical. The Compliance-based gpproach which would require the listing of specific
benefits that are restricted would Smply result in the creation of other performance benefits
which aren't onthe lig.

15. Someinsurers 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.

16. The disclosure 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?

In some cases, yes. For example, naming al intermediaries with whom we have a
digtribution contract would be impractical. In our case, this could include any broker or
consulting firm that works in the employee benefitsfidd. We do not provide exclusive
distribution rights and we do not licence brokersto sdll our products. Further, if we wereto
name dl intermediaries, to whom do we provide thislig?

In terms of Compensation paid, this information should be provided to the buyer befor e the
purchase decison is made and the compensation provided by each bidding company should
be clearly identified.

We perceive no other difficulties complying with this option.

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?

On page 12, it is suggested that some disclosure would occur after the purchase is made. We
believe the disclosures should be made before the decison. Disclosure should be clear and
concise, not pages of fine print like we have seen in the investment sector which defegts the
purpose asit discourages consumers from reading the informetion.

18. Asan 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?

No.
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19. Do consumers need to understand how an intermediary is paid for hisher services (e.g.
contingent commissions and bonuses) and how much in financial termsthe intermediary
earns from the sale of a policy to a consumer? Isit relevant information for the
consumer?

Yes. Thereevanceisthat it helpsthe consumer determine in whose best interest the broker
isacting.

20. Are there any innovative methods of satiSying disclosure requirements that you can
provide that have not been considered in this consultation paper?
No.

21. Arethere any alternatives to disclosure that regulators should consider?
No.

22. Should all L&H products be subject to the same requirementsor are there situations
where exemptions should be permitted?
In the area of PBC and BC Life sbusiness, yes. | can't speak to other areas of the business.

23. Are the policy options cost-effective and enforceable?
It' s difficult to measure cost effectiveness. At the moment, we witness brokers who act in
their own best interest firdt, not their client’s.  But we believe clients are largely unaware
that thisis occurring. One would hope that these policies would have the effect of improving
the objectivity and independence of advice provided and ultimately, a more cost effective
solution, product or service will be rendered.

Enforcement will be chalenging as there are countless transactions occurring every day.

Required filings, audits and “whistle blower” methods, among others, could be used.
Enforcement should include suspension or revoking of a broker’s licence.

| would be pleased to discuss any of our responses or additiona questions you may have. | can
be reached by telephone at 604 419-2099 or by email at kmartin@pac.bluecross.ca.

Yours Sncerdly,

Kenneth G. Martin
President and CEO

KGM:cw






Responses to Questions for Stakeholders
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
consumers/clients respectively, and if so, how?

As a Mutual Insurance Company we place the interest of the consumer first. From
our perspective there is no need to codify client priority.

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

Time is going to be spent by the broker to explain to the client that his priorities
are being placed first. This will slow the sale process down and add expense. It
will also distract from the primary goal of properly protecting the client’s assets.
Less time will be available to discuss what the client came for in the first place,

that being security for their assets.

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

We assume that the existing environment currently works. Clients should be able
to ask and get the information they feel is necessary to make an informed
insurance purchase. The policy options recommended assume the industry is in
need of more information dissemination to the general public. We don’t believe
that to be the case.

4. Have the policy options overlooked any other approaches or considerations? If
S0, please provide us with an outline of those approaches or considerations.

The policy options make the assumption that the public wants this type of
information. The other supposition is that by implementing the options a better
and more honest climate for the consumer will result.

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 your insurance purchasing decisions?

No. I choose a broker who | trust. How much they are compensated for their
services is irrelevant to the protection of my assets. Thereis no “value” in the
policy options, only more regulation which leads to more cost at both the point of
sale and the cost to police the regulations.





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

Any policy option should create a fair and competitive environment for the
current method of distribution as well as any future distribution models that are
created. For example what happens when insurance is purchased over the
internet. As a consumer to whom do I direct my questions? If the answers can be
obtained directly from the website then isn’t that sufficient enough information
for all company’s to provide?

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?

The scope and applicability of the policy options should apply to all
intermediaries.

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?

The options should apply to all intermediaries. An agent for a direct writer
earning a bonus commission for sales volumes has the same implied conflict of
interest as an independent broker. If the best interests of the consumer is the
primary concern for these policy changes then the policies must address
EQUALLY all intermediaries.

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

No need to describe or interpret independence if all intermediaries are treated the
same. DO NOT CREATE AN UNLEVEL PLAYING FIELD. You will eliminate any
benefit you may seek from your policy options by creating separate rules of
disclosure based on independence.

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?

Any service provided by the intermediary to the insurer should be disclosed to

the client/consumer.

Performance-Linked Benefits Provided by Insurers to Intermediaries
11. Is the concept of performance-linked benefits sufficiently clear?





Clarity can be provided through a Company website or pamphlets detailing the
benefits.

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

The amount of the performance linked benefits should be controlled so that the
amount of the benefit does not become a determining factor in the insurance
purchase an intermediary performs for a client.

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 not be absolute. By imposing reasonable limits you can
create an environment where the performance-linked incentives would not be a
reason for an intermediary to place a client with a company for financial gain but
rather to encourage the intermediary to participate in the underwriting process
with the company.

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

Principle based rules should be adopted.

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.

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? As a consumer/client does this option provide information on
intermediary relationships with insurers that is meaningful and useful for an insurance
purchase?

As an Insurer we can comply. As a consumer much of the information is
irrelevant to the insurance purchase. How an intermediary is compensated has no
bearing on whether | am provided with proper and adequate insurance coverage.

17. Is the 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?





The suggested disclosure options would provide enough information to the
consumer/client.

18. As an 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?

No.

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? Is it
relevant information for the consumer?

It is only relevant if it is information the consumer wants to know. If a consumer
feels that the information is important then they should have access to the
information, otherwise it has no bearing on the purchase of insurance protection.

Consultation Paper

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

No.
21. Are there any alternatives to disclosure that regulators should consider?
Maintain the Status Quo.

L&H Insurance

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

Not applicable to our company.

Regulatory Compliance
23. Are the policy options cost-effective and enforceable?

In order to determine if the options are cost effective the benefits would have to
be quantified. We are not sure how you can quantify the value of the information
provided to the consumer. Enforcing the options may be an expensive and
difficult task.






By: E-Mail and Mail

Mr. Stephen Paglia

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, Ontario M2N 6L9

2 August, 2005

We are writing on behalf of Primerica Life Insurance Company of Canada, with
over $50 billion of term life insurance in force across the country, and Primerica
Financial Services Ltd., an insurance agency with approximately 7,000 licensed
agents selling exclusively the products of Primerica Life Insurance Company of
Canada (collectively “Primerica”). Primerica is a member of Citigroup Inc., a
global leader in the financial services sector.

Review of CCIR/CISRO Consultation Paper and Request for Stakeholder
Feedback

Primerica has carefully reviewed the CCIR/CISRO Industry Practices Review
Committee’s (“IPRC”): Relationship Between Insurers and Sales Intermediaries
Consultation Paper (the “Consultation Paper”) and fully supports and endorses
the IPRC’'s stated policy objective to reduce the opportunity for actual and
potential conflicts of interest in the marketplace while working to promote
consumer confidence. All stakeholders have the shared responsibilities of
advocating on behalf of the public for an ethical and transparent financial
services industry while rigorously guarding against dishonest and coercive sales
practices.

Primerica appreciates both the thoroughness of the IPRC’s fact-based policy
analysis, its pursuit of a coordinated national approach to regulators’ review of
insurance practices and (critical to this exercise), the opportunity for stakeholders
to participate in this discussion and consultation process in providing advice and
recommendations based on our particular business expertise and market
experience.

The Issues

At issue is the appearance - the fact-based policy analysis of the Consultation
Paper clearly states that no evidence of abuse or illegal insurance related activity





was found - that some business practices may contribute to a perception of, or
actual, conflicts of interest in the marketplace.

Primerica acknowledges that this is a time where consumer confidence in the
financial services industry may be particularly fragile.

It follows that, as financial service providers and regulators, our task is to address
both the real dangers caused by dishonest and coercive activities and the equally
damaging perception of fraud and conflicts of interest in an industry where the
vast majority of firms are extremely sensitive to consumer confidence and
reputational issues.

The Possible Policy Options

The Consultation Paper provides a number of possible policy options, including:
the codification of the priority of the client’s interest; restrictions on performance-
linked benefits offered to intermediaries; and the enhancement of transparency of
compensation, ownership and other financial interests.

Further, the Consultation Paper indicates that the above policies could be applied
to only the intermediaries who hold themselves out as being independent; or all
intermediaries, where possible.

Enhanced Transparency Through Meaningful Disclosures

Of the three policy options forwarded by the Consultation Paper, Primerica
strongly urges the third approach — that the IPCR advocate the enhancement of
transparency of compensation, ownership and other interests.

This is precisely the approach that Primerica has taken, both in its practices as a
as a financial services firm, and through its membership in industry organizations
such as the Canadian Life and Health Insurance Association (“CLHIA”), in
earnestly working to develop best practices for disclosure on a Canada-wide
basis.

The CLHIA’s leadership in this area (for example its numerous policy initiatives,
Reference Documents and Guidelines) is representative of the voluntary industry
initiatives that have long guided best practices in the life insurance industry. The
CLHIA’s recent Five Point Disclosure Initiatives Package serves the consumer
interest in transparency of important matters as insurer/agent relationships,
product disclosure and agent compensation.

The Insurance Bureau of Canada and the Insurance Brokers Association of
Ontario are similarly committed and engaged. The industry measures noted
above will be a significant factor in mitigating the potential for conflict of interests.





What Action is Required and Suggestions for Policy Options

The IPRC has asked for stakeholder suggestions regarding the above (and
proposed additional) policy options and has indicated that its review of
stakeholder submissions will guide its recommendations to governments to
determine what, if any, action is required.

Primerica respectfully submits that the Canadian life insurance industry is
responding in a measured, informed and appropriate manner to the current
issues of perceived and/or real conflicts of interests and consumer confidence.
Significant voluntary industry initiatives (with the attendant “buy in”) are being
taken with surprising (and comforting) unanimity and need to be afforded the
appropriate amount of time for implementation and, crucially, full assessment.
These initiatives, once fully implemented, will address potential risks to insurance
market confidence and provide real protection to consumers.

Independent and Career Intermediaries — the Risk Distinction

Primerica appreciates the IPRC'’s recognition that policies could be applied
differentially to intermediaries who hold themselves out as being independent (by
virtue of representing multiple insurers); or all intermediaries, where possible. We
believe that this is an appropriate recognition of the different conflict or interest
risks associated with independent versus career agents.

Primerica’s business model incorporates only exclusive agents. Therefore many
of the consumer protection concerns that may arise when an intermediary holds
him/herself out as being independent but who may still place him/herself in a
conflict of interest or potential interest conflict of interest — simply do not exist.
Enhanced disclosure, with respect to the exclusive nature of the relationship
between the intermediary and the insurer, serves the consumer protection
interest.

No Need to Restrict Performance Linked Compensation to Intermediaries

Enhanced disclosure measures, such as those in the CLHIA's Five Point
Disclosure Initiative Package, address the consumer interest with respect to
monetary and non-monetary compensation for intermediaries. The Consultation
Paper noted that non-monetary compensation is almost universal throughout the
industry.  There has been no empirical evidence of abuses related to
compensation practices in the industry. It is standard industry practice (time-
tested and cost effective) to reward performance through travel and other non-
monetary compensation. Any restrictions on non-monetary performance linked
compensation practices, beyond clear disclosure, would have a seriously
negative impact on many business models in the industry and are not warranted.





Going Forward — IPRC Recommendations to Governments

Primerica believes that perceptions of improper behaviour, unless supported by
facts and analysis, should not drive any reformative agenda. We respectfully
submit that the current voluntary industry initiatives are the most responsible and
appropriate manner in which to proceed and must be afforded time for full
implementation and assessment. Any new regulatory responses must not be
driven by speculative discourse or, equally destructive to the Canadian insurance
marketplace, a precipitous reaction to the inflamed U.S. consumer confidence
environment.

We firmly believe that the above voluntary initiatives, once implemented, will
promote efficiencies and cost savings while providing consistent protection to
consumers and address the potential risks to insurance market confidence.

We at Primerica thank you for the opportunity to comment on the Consultation
Paper. Please do not hesitate to contact myself at (905) 813-5345, or Ms. Hande
Bilhan, Senior Vice President, Government Relations (905) 813-5343, if you have
comments or questions.

Yours truly,

(original signed)
John A. Adams, Chief Executive Officer

cc: Hande Bilhan, Senior Vice-President






Relationships between Insurers and Sales Intermediaries —
Consultation Paper (June 3, 2005)

Submission by the Public Interest Advocacy Centre (10 August 2005)

This consultation focuses on possible policy options that should be applied to
Property and Casualty (P&C) insurers and Life and Health (L&H) insurers to
govern the relationship between insurance companies and their sales
intermediaries. The purpose is to reduce the opportunity for actual and potential
conflicts of interest that may arise under existing financial relationships between
these parties, such as contingent commissions, ownership links and sales
incentives.

The Public Interest Advocacy Centre (PIAC) welcomes the opportunity to provide
input on this important consumer issue. Our organization undertakes legal and
research services on issues of major public concern. We focus on those issues
that involve the delivery of important public and utility services such as
telecommunications, energy, privacy, electronic commerce, financial services,
broadcasting, intellectual property and competition law.

Our comments will follow generally the headings and the questions included in
the consultation paper.

Policy Options

The policy options suggested by the consultation paper are: 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. PIAC is in favour of the implementation of all three
policy options.

We believe that legislation or regulation in all of these areas is needed to ensure
that the parties involved in an insurance contract understand that the client’s
interest must be placed above that of an intermediary or any third party. It is only
through the application of all three policy approaches, which tackle the issue from
the consumer, the intermediary and the industry plane, that potential conflicts of
interest can be effectively addressed

The findings of the market conduct questionnaire reveal current business
practices that clearly create the appearance that the client’s interest may be in
jeopardy in undertaking insurance contracts in the personal and property
insurance sectors. These are the findings we are specifically concerned about:





- More than 2/3 of P&C insurers offer contingent commissions to their
agents or brokers.

- More than % of P&C insurers report having loans, ownerships and other
kinds of financial relationships with sales intermediaries.

- The use of sales incentives, including non-monetary sales incentives
“appears to be universal” among L&H insurers.

- Companies representing more than half of the market share among L&H
insurers report having loans, ownerships and other similar financial
relationships with sales intermediaries.

PIAC has extensive experience with various regulatory approaches to industry.
We have participated in the formation of and administration of voluntary codes as
well as the establishment of legislative regulatory frameworks for various
industries. In a market-driven industry such as insurance, where there is such a
close relationship between intermediaries and insurance companies, the
potential for the appearance of and the fact of conflict of interest is high. It is for
that reason we believe consumers can best be protected by comprehensive
legislation that addresses potential conflicts from a number of fronts aimed at the
consumer, the intermediary and the industry, not by industry-controlled self-
regulation.

One of the questions posed asks, as a consumer/client, which of the policy
options would offer the most value in making insurance purchasing decisions. All
of the options, alone, are insufficient. We believe that all three policy approaches
are needed to fully protect consumers and retain public confidence in the
insurance industry.

Scope and Applicability of Policy Options

It is important that legislation and/or regulation have a broad application and
scope and therefore apply to all intermediaries. The relationship that most
consumers have to insurers demands this and the current structure of regulation
of insurance necessitates this.

Most consumers don’t have and shouldn’t be expected to have a nuanced
understanding of the insurance industry to know when and where they are
protected as consumers. Most consumers do not distinguish between
intermediary functions such as brokers and agents (career versus independent)
or know of the different classes of licences depending upon the type of insurance
or the geographical jurisdiction. The administrative structure of insurance is
complex and not consumer friendly. The insurance industry also employs a
standard form contract, which is effectively impenetrable to the average person.

Intermediaries are regulated at the provincial/territorial level by legislation and
also by common law. The variety of legislative requirements by jurisdiction





together with general common law obligations is already complex; to place on top
of that a regulatory framework, which would apply by type of intermediary would
create a maze of complexity of consumer protection that most consumers would
not be able to begin to fathom.

Performance-Linked Benefits Provided by Insurers to Intermediaries

The awarding of monetary and non-monetary benefits by insurers to
intermediaries beyond regular commissions is the most questionable and
problematic aspect of the insurer-intermediary relationship. The awarding of a
benefit linked to performance creates an overwhelming perception, despite any
reality, that acting in the best interest of the consumer to find the most
appropriate and/or cost-effective insurance product will be supplanted by other
considerations.

The policy option we would favour for dealing with performance-linked benefits
would be an absolute restriction. To determine what constitutes a performance-
linked benefit, the relevant rules should be principle-based. Although it would
appear to be relatively straightforward to determine practices and benefits that
should be restricted, there is always the potential to look for and find loopholes
when there is a list of specific prohibitions. A principle-based approach would
allow for more comprehensive regulation of this aspect of the relationship
between insurers and intermediaries.

Disclosure

Adequate disclosure is critical for helping consumers make informed choices in
the market and retain confidence in the insurance industry. Information about
how an intermediary is paid for services and how much the intermediary earns
from the sale of a policy to a consumer would create a welcome and novel
transparency in an industry that has to date been effectively veiled in terms of its
relationships and practices.

We prefer that legislated disclosure requirements be put in place as outlined in
Appendix 1 to the consultation paper. For the reasons we have argued above,
the close nature of the relationship necessitates a legislative framework that
arises external to the industry.

L&H Insurance

We believe that all L&H products should be subject to the same requirements.





Requlatory Compliance

The cost-effectiveness of the policy options is neither the appropriate question
nor the appropriate standard of evaluation of the proposed intervention into the
insurance industry. One could also ask what the cost-effectiveness for the
consumer is in an industry where additional monetary and other benefits are
allowed to prevail over and above the normal ‘price’ set by the market? What is
the implication for consumers and the economy overall in terms of inadequate or
inappropriate insurance products choices that might result where the best
interests of the client may not prevail? What is the implication for the consumer
in terms of the overall cost of the insurance product?

The imposition of regulation should also not be premised solely upon whether it
is cost-effective or not. Governments and businesses may regulate for a number
of important public policy reasons, beyond cost considerations. In this case, the
social and economic public policy goal as indicated in the consultation paper
itself is to “enhance public confidence in the Canadian insurance marketplace.”
This is a non-monetary consideration that directly impacts both the industry and
consumers.
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Background/Introduction

As representatives of Canada’s largest group of commercial insurance purchasers, the
RIMS Canada Council (RCC) appreciates the opportunity to express the views of its
members to the Industry Practices Review Committee (IPRC) on its Consultation Paper on
Relationships between Insurers and Sales Intermediaries, specifically with respect to
property & casualty insurance.

The Risk and Insurance Management Society, Inc. (RIMS) is a not-for-profit organization
dedicated to advancing the practice of risk management, a professional discipline that
protects physical, financial and human resources. Founded in 1950, RIMS represents over
3,800 industrial, service, nonprofit, charitable, and governmental entities. The Society
serves 9,400 risk management professionals around the world.

RIMS has over 775 individual members in Canada, representing more than 425 of Canada’s
largest companies and organizations in many industries, including financial institutions,
retail, consumer products and services, energy and utilities, agriculture, transportation, real
estate, educational institutions, and municipal and provincial governments.

The RIMS Canada Council (RCC) is a standing committee of RIMS that addresses
Canadian activities and strategic initiatives of RIMS and risk management in Canada.
The RCC is comprised of representatives from each of the ten RIMS chapters from across
Canada. The RCC’s Communications and External Affairs subcommittee also includes
representatives from across Canada.

To develop this response to the IPRC Consultation Paper, the RCC Communications and
External Affairs Subcommittee notified all Canadian RIMS members who are risk
managers about the consultation process, and asked for their input. A draft response was
developed incorporating this input and official RIMS positions on market conduct. The
response paper was then reviewed by members of the RCC and the Communications and
External Affairs Subcommittee. The paper was developed in consultation with RIMS New
York office.

Public Policy Objectives

RCC supports the public policy objectives expressed on pages 5 & 6 of the Consultation
Paper, particularly the objective of Harmonization. In the United States, RIMS supports the
establishment of a Federal Insurance Charter or similar regulatory mechanism that
improves harmonization of insurance regulation. In RCC’s view, increasing the
harmonization of regulatory standards across Canada facilitates both the ease of compliance
for companies with a presence in more than one jurisdiction and the ability of regulators to
identify or detect non-compliance. Moreover, harmonization efforts will result in improved
understanding for insurance consumers, particularly organizations with operations in more
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than one jurisdiction, and will contribute to closing the regulatory understanding gap
between insurance professionals and consumers.

Scope and Applicability

RCC generally supports the application of policy options to all intermediaries, wherever
possible.

It is noted that only a small fraction of Canadian RIMS members deal with life and health
sector insurance coverage in a professional capacity.

RCC supports differential standards and/or controls for products and intermediaries that
serve personal needs and small to medium size businesses compared to standards and/or
controls targeted at insurance products and intermediaries that serve larger and more
sophisticated businesses and entities. We recognize that a higher level of monitoring and
protection is required for less sophisticated insurance consumers than is required for
sophisticated consumers that have, or are capable of having, complex insurance programs
and risk management programs with the expertise to manage transactions within the
insurance marketplace.

Possible Policy Options and Effect on Canadian Members of RIMS

General Comments

The policy options presented in the Consultation Paper reflect principles that the RCC
believe to be fundamental to the relationships among insurance buyers, brokers and
insurers. Brokers and insurers must always operate in utmost good faith to ensure the
highest level of trust.

The proposed policy options will initiate and support industry oversight, and fine tuning
can be done at a later date.

Our members have expressed that the policy recommendations should include
consequences to any proposed regulation to ensure accountability, such as fines or penalties
levied for non-compliance or breaches, or some type of ombudsman system that buyers
could appeal to if information is withheld from them.

The RCC supports principle-based legislation or regulation for all of the policy
options outlined. Compliance-based legislation may be appropriate in some areas and
should be considered for application where it can be identified as effective in ensuring
market conduct. In all cases, regulation or legislation should have a marginal, neutral
or positive impact on pricing, fair market competition, product development and
enhancement, speed of products to market, and quality of insurance products.
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Recommended policy options must take into account the very different needs of insurance
buyers across a broad spectrum of industries and company sizes, and not prevent larger
companies from establishing a different type of relationship with their brokers than smaller
companies might be willing or able to pursue.

Every effort should be made to minimize the costs and administrative burden added to all
parties as a result of recommending any of the policy options.

One more option to consider would be the use of standardized broker/insured contract
wording similar to a real estate relationship agreement, where appropriate and applicable.

Codifying the primacy of the client.

The RCC supports this policy option, because it demonstrates and clarifies the fundamental
principle that the broker must always act in the best interest of the buyer.

Enhancing transparency of compensation, ownership and other financial interests

The RCC supports this policy option and feels that it would offer the most value of all the
options to commercial insurance buyers. This policy option would enshrine the ability of
the insurance buyer to obtain all necessary information to make informed purchase
decisions.

“RIMS has always believed that the relationship between brokers and insurance consumers
should be governed by the principle of complete transparency. RIMS emphasized this
position initially in 1999 and again in a statement issued in August 2004. In both instances,
RIMS has advocated for an open and honest dialogue among all parties in an insurance
transaction.”’

Currently, most commercial insurance buyers report that the brokers they deal with are
willing to disclose information that is requested regarding policy commissions, contingent
profit, reinsurance arrangements, ownership of companies and other topics. It is not
necessarily offered by the broker, but supplied upon request.

In particular, commissions available to brokers from insurers for meeting volume or loss
ratio goals have not generally been revealed to buyers. It is important for this information
to be transparent in order to avoid situations where brokers steer business to a particular
insurer to the detriment of the buyer through falsifying quotes or other means.

' RIMS Testimony to Senate Committee on Governmental Affairs, Subcommittee On
Financial Management, the Budget and International Security - Oversight Hearing on
Insurance Brokerage Practices Including Potential Conflicts Of Interest And Adequacy of
Regulatory Framework, November 16, 2004
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RIMS’ August 2004 policy statement on industry compensation and placement practices
states the following: “Broker compensation and placement agreements should be
transparent, with all sources of compensation, direct and indirect, disclosed without client
request. This disclosure will ensure that the risk manager understands not only the cost of
coverage, but any arrangements with specific insurance companies, or any fees obtained by
the broker from markets approached on behalf of the insured. Disclosure should include
compensation or fees related to the broker’s overall book of business, as well as those fees
related to specific offices, to individual primary and excess coverage, and to reinsurance
placements. Existence of compensation arrangements should be disclosed prior to
placement of business and annually by line of coverage. Failure to disclose such
arrangements runs counter to the spirit of partnership that risk managers seek to achieve
with their brokers, vendors, and insurers.”

RIMS’ official position, as stated in testimony before the New York State Assembly and a
Congressional panel, is that it would not object to the abolition of contingency fees. This
position represents what we believe to be the best approach based on the information we
have at this time, while respecting the diversity of views among RIMS' members.

The RCC believes that codification that facilitates transparency and disclosure is worth
consideration. For further clarity, it may assist the insurance industry if general or specific
disclosure requirements are codified. Clear direction on appropriate disclosure will also
assist some clients to understand the compensation of their broker and compare service
providers in a meaningful way.

Members have expressed concern about managing general agents because they are not
currently affected by this proposed policy option, and they are often intermediaries on
commercial accounts, and should be covered as well.

Our members favour industry-led best practices for disclosure that are standard across
Canada. The RCC would like to be included in developing such a set of best practices and
offers RIMS’ own best practice tool, the Broker Services Quality Improvement Process
(QIP) for comparison and consideration. Information about the QIP can be found on the
RIMS website at
http://www.rims.org/Content/NavigationMenu/Products_and_Services/Quality _Improveme
nt_Process/QIP_Template Purple.htm. We would also be pleased to provide the QIP tools
on CD-ROM.

One possible solution regarding disclosure is to rate insurers and brokers on their
compliance regarding disclosure and post this information on a central website, noting any
infractions. Another idea is a standardized disclosure format and basic instructions on how
to interpret the information.
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Restricting the performance-linked benefits offered to intermediaries.

The RCC has some reservations about this option. It would be difficult to decide which
benefits should be offered and which restricted, and enforcement may be very difficult.

Some members feel that brokers should be able to use compensation incentives that reflect
performance because they can be a benefit to the insured. A general principle to keep in
mind is that fair compensation to brokers should be offered for good and valued service.

In general, the RCC feels that the other two policy options ensure that buyers have enough
information to make an informed choice, making restrictions unnecessary.

This policy option could be advanced if there were sufficient flexibility to allow
appropriate transparent arrangements that are acceptable to both buyer and broker. For
instance, benefits beyond a certain value threshold could be, and should be, subject to
disclosure requirements.

Conclusion

The RCC appreciates your interest in our viewpoint and looks forward to following the
progress of the recommendations of the IPRC and their implementation by the provincial
and territorial governments.

We look forward to participating in the next stage of the process.
Attachments

- RIMSFacts

- RIMS Canada Council Information

- RIMS Leadership in Canada

- RIMS Policy Statement on Industry Compensation and Placement Practices

For further information about this submission, please contact:
Bonnie Wasser, RIMS Canadian Consultant at (416) 638-1645 or bwasser@sympatico.ca

Lance Kayfish, Chair, RCC Communications and External Affairs Committee at
(250) 469-8570 or lkayfish@kelowna.ca
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DESCRIPTION

Founded in 1950, The Risk and Insurance Management Society, Inc. (RIMS) is a proactive voice on
behalf of risk managers, dedicated to supporting their function and enhancing their profile as vital
elements in organizational success. RIMS also monitors and develops positions on proposed regulation
and legislation relating to insurance and business issues. RIMS is a not-for-profit organization
dedicated to advancing the theory of risk management, a professional discipline vital to the protection
and preservation of physical, financial, and human resources. RIMS represents nearly 3,800 industrial,
service, nonprofit, charitable, and governmental entities. The Society serves over 9,400 risk
management professionals around the world.

MEMBERSHIP

RIMS membership is the cornerstone of the Society. In regular meetings, risk managers exchange
ideas and engage in networking with other local companies and industry counterparts. RIMS chapters
are the setting for educational, social, and civic activities. Chapters also team-up to sponsor Regional
RIMS Conferences, which further extend networking and educational opportunities. RIMS membership
facilitates contact with a broad array of service providers in the insurance industry, as well as
academicians, regulators, elected officials, industry specialists, and technicians.

PRODUCTS & SERVICES

The RIMS Annual Conference & Exhibition, the industry’s leading risk management and insurance
event, is the largest gathering of risk managers and insurance professionals worldwide. Annually about
ten thousand participants, including over 400 exhibitors, tackle the issues facing the industry. Future
conferences will be held in Honolulu, April 23-27, 2006, and New Orleans, April 29-May 3, 2007.

The Society publishes a monthly Risk Management magazine, the bi-monthly RIMSCOPE online
newsletter, the quarterly RIMS Canada online newsletter for RIMS Canadian members (in both English
and French), the bi-monthly RIMSAlert e-mail filled with industry and Society news, and a wide range of
industry publications. RIMS supports its members with daily risk management function by providing
access to an annual Benchmark Survey, an annual Risk Management Compensation Survey, and
Quality Improvement Process (QIP) tools designed to help risk professionals make better risk
management decisions.

The RIMS.org Web site at http://www.RIMS.org includes innovative tools such as E-groups — an online
risk management networking forum, RiskWire — a customized risk management daily news service, a
Job Bank Service where members can post an available position of find a new job, an online Risk
Management Buyer’'s Guide and a searchable Risk Professionals Directory.

RIMS holds the legislative interests of its membership as a key priority. RIMS serves risk managers by
acting a powerful voice concerning legislative issues, and advocating the interests of corporate risk
management at federal, state and provincial levels. RIMS On the Hill is a strategic vehicle for RIMS
members that want to make a difference by getting actively involved in advocacy and lobbying.

RIMS offers its members the opportunity for career enhancement through highly competitive
professional development courses, interactive workshops and public seminars throughout the U.S. and
Canada. RIMS helps its membership stay competitive by providing innovative in-company training and
quality onsite seminars and courses that earn attendees credit towards ARM, CRM, and RIMS Fellow
designations. RIMS also supports The Spencer Educational Foundation, Inc., which awards annual
scholarships to full-time risk management students and educational grants to others.

HEADQUARTERS

RIMS operating staff is located at 1065 Avenue of the Americas, 13" Floor, New York, NY 10018:
Telephone 212.286.9292; Fax 212.986.9716; Web site http://www.RIMS.org
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RIMS LEADERSHIP IN CANADA
RIMS CANADA COUNCIL

Chair: Glen Frederick, Government of British Columbia
Vice-Chair: Kim A. Hunton, City of Ottawa
Secretary: Bruce Tainsh, Sunlife Financial, Toronto
Treasurer: Charles Parker, Aliant Inc., St. John
Members:

Tino Brambilla, Manitoba Hydro

Linda Dudley, University of Alberta, Edmonton

Michel Rodrigue, GTC Transcontinental Group Ltd., Montreal
Phil Corbeil, City of Calgary

Sue Mepham, Saskatchewan Property Mgmt. Corp.
Elizabeth Clarke, City of St. John’s

RIMS CANADIAN CHAPTER PRESIDENTS

British Columbia: Jeff Schaafsma, The Corporation of Delta
Northern Alberta: Bill Baker, TELUS Corporation

Southern Alberta: Phil Corbeil, City of Calgary

Saskatchewan: Gordon Dolney, Saskferco Products Inc.
Manitoba: Jean Mulaire, James Richardson International

Ontario: Niver Rubenyan, Sunlife Financial

Canadian Capital: Anthony Lackey, Carleton University

Quebec: Michel Turcotte, Quebecor Media Inc.

Maritime: Adib Samaan, J. D. Irving, Limited

Newfoundland and Labrador: Elizabeth Clarke, City of St. John’s

CANADIAN REPRESENTATION ON RIMS INTERNATIONAL BOARD OF
DIRECTORS

Nancy Chambers, Waterloo Region Municipalities Insurance Pool, RIMS Past
President

Joseph Restoule, NOVA Chemicals Corporation, Calgary, RIMS Secretary and Director
Kim Hunton, City of Ottawa, Director

Janice McGraw, McGill University, Director





RIMS Policy Statement on Industry Compensation and Placement Practices

August 24, 2004

RIMS strongly supports the position that broker compensation and placement
agreements should be transparent, with all sources of compensation, direct and
indirect, disclosed without client request. This disclosure will ensure that the risk
manager understands not only the cost of coverage, but any arrangements with
specific insurance companies, or any fees obtained by the broker from markets
approached on behalf of the insured. Disclosure should include compensation or
fees related to the broker’s overall book of business, as well as those fees
related to specific offices, to individual primary and excess coverage, and to
reinsurance placements. Existence of compensation arrangements should be
disclosed prior to placement of business and annually by line of coverage.
Failure to disclose such arrangements runs counter to the spirit of partnership
that risk managers seek to achieve with their brokers, vendors, and insurers.

Because of the complex nature of insurance transactions, a special trust
relationship built on a foundation of truth and honesty must exist between broker
and client. Brokers are obligated to obtain the best coverage at the best price for
clients. Disclosure of agreements and relationships with insurers is an important
part of the integrity of this relationship. Risk managers should evaluate the
impact of contingency fees on their program or marketing process based on that
disclosure.

The Society has developed the Quality Improvement Process (QIP) for risk
managers, including Guidelines for Performance Expectations, the Broker and
Risk Manager Partnership Tool and the Underwriter and Risk Manager
Partnership Tool. These tools are available to assist risk managers in working
with brokers and other insurance industry providers in a professional manner.
RIMS advocates for an open dialogue among all parties on all issues of
compensation, as well as all other aspects of the insurance transaction. RIMS
believes that broker compensation and insurer selection should be governed by
the principles of complete transparency and full disclosure without client request.
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E-mall: SPaglia@FSCO.GOV.ON.CA

RE: CCIR/CISRO Industry Practices Review Committee
Consultation Paper
Relationships Between Insurers and Sales Intermediaries

SUBMISSION OF THE COUNCIL OF THE REGISTERED INSURANCE
BROKERS OF ONTARIO (RIBO)

RIBO is a sf-regulatory organization responsible for regulating the conduct and insurance-
related financid affairs of the more than 15,000 individuas and 1200 firms licensed as property
and casudty insurance brokersin Ontario.

A representative of RIBO sits as amember of the Industry Practices Review Committee
respongble for the preparation of the Consultation Peper and also for the review and
condderation of any policy recommendations that may result from that exercise. Accordingly,
we are not submitting a detailed position on the policy objectives or any direct response to the
guestions posed in the Consultation Paper. Rather, we smply wish to comment, from a
regulatory perspective, on certain issues particular to the current Stuation in Ontario.

On January 1, 2005, the Regulations under the Registered Insurance Brokers Act were
amended to require al brokersto “disclose to aclient or progpective client inwriting any
conflict of interest or any potentia conflict of interest of the broker that is associated with a
transaction or recommendation.” Subsequently RIBO issued a Commentary under our Code of





Conduct that explained to brokers the application of the duty to disclose conflicts of interest and
provided a set of Guiddinesto interpret the disclosure requirement.

Wefed that thisisavery good example of the way principle based regulation works in practice,
retaining the flexibility to adapt swiftly to any emerging Stuations, without any of the redtrictive
elements that flow from compliance based regulations.

Concurrent with this regulatory amendment, insurance brokers in Ontario commenced a
program, pursuant to an industry wide agreement structured in consultation with the government,
to provide clients with a commisson disclosure document related to the brokerage’ s market
capacity for the type of risk being covered. RIBO suggested that brokers integrate their firm's
commission disclosure document with any conflict of interest disclosure required (such as
ownership, financid linkages or contingent profit sharing agreements with insurers) and produce
al thisinformation in one document for their clients.

RIBO aso gave notice to dl brokersthat it consdered commission disclosure to be standard
conduct in the brokerage industry in Ontario and accordingly, RIBO would be requesting a
copy of each firm’'s disclosure document as a matter of course during its routine spot-check
vidts. Further, RIBO advised that failure by a brokerage to provide a quaity of service equd to
the standard being offered by al other brokersin Ontario may result in complaint proceedings
through RIBO' s disciplinary process, and that RIBO would aso investigate and process any
complaints received from the public regarding this standard.

RIBO has not received any cdls or complaints from members of the public regarding disclosure.
In addition, since January 1, 2005, RIBO investigators have conducted spot-check vists on the
premises of 145 brokerages in Ontario (Brokerages in Ontario are required to hold premiums
and refundsin trust. RIBO routindly visits 20 to 25 per cent of al brokerages each year to
monitor trust activity). The results of our request for production of the firm’'s disclosure
document from these 145 firmsindicated 138 firms, or 95%, in satisfactory compliance. Six
firms hed a disclosure document, but some fine tuning was required to bring it into standard
compliance. One firm did not have a document when production was requested, but
immediatdly indtituted the practice and wasin satisfactory compliance by the time the spot-
check report was filed.

These results from more than 10% of dl brokers across Ontario indicate a very high degree of
compliance with this disclosure standard. RIBO Council is of the opinion that the mode in use
in Ontario isworking, in away that provides materia information to consumers. At the same
time, it does not impose an undue administrative burden to brokerage firms and can be
monitored and enforced by the regulator in the ordinary course of fulfilling our mandate.





The Council would dso like to add afind comment regarding the concept of “independence’,
as relaed to the insurance marketplace in Ontario. Any confusion in the minds of the public
over which agents were independent and which agents were

captive was settled dmost 25 years ago with the implementation of the Registered Insurance
Brokers Act in 1981. All “independent” agents thereafter became known as * brokers’, while
captives retain the “agent” designation. There are no “independent” agents in the property and
casudty insurance marketplace in Ontario.

On behdlf of the Council of the Registered Insurance Brokers of Ontario, thank you for the
opportunity to provide our comments.
Yoursvery truly,

“JACK BAIZANA”

Presdent of the Council of RIBO
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Mr. Stephen Paglia

Policy Manager (A)
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5160 Yonge Street, Box 85
17" Floor
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Dear Mr. Paglia:

RE: Relationships between Insurers and Sales Intermediaries Consultation Paper

Thank you for the opportunity to comment and offer suggestions regarding the issues
described in the recently released consultation paper.

SGI CANADA writes property and casualty insurance in Saskatchewan and through its
subsidiaries SGI CANADA Insurance Services, Coachman Insurance Company and the
Insurance Company of Prince Edward Island, writes business in Manitoba, Ontario and
the Maritimes. The comments and suggestions expressed in this response represent the
views of SGI CANADA and its subsidiaries.

The SGI CANADA response attempts to follow the sequence of the contents of the
consultation paper, however, comment is not offered on all sections of the paper.

General Findings

The lack of evidence from the questionnaires of any illegal insurance-related activity in
Canada is comforting and speaks highly of the level of ethics in the Canadian insurance
market place. It allows the review to concentrate, without distraction, on the issue of
relationships between insurers and sales intermediaries.





Scope and Applicability

We recommend that the policy options apply to all intermediaries for three reasons:

1. It eliminates the difficult task of determining who is subject to the measures and
who isn’t.
2. Insurance consumers will receive the same information from all sources of

insurance, and not be left wondering why if they don’t get it.

3 It is fair to all providers of insurance and removes the element of unfair advantage
to those who are not required to comply.

Possible Policy Options

Codify the priority of client’s interest.

SGI CANADA agrees that the client’s interest comes before that of intermediaries
or any third party and is not concerned about legislating or regulating that interest.

2. Restrict performance-linked benefits offered to intermediaries.

There should not be an absolute restriction on performance-linked benefits.
Insurers should have the right, as do other industries and sectors of the economy,
to encourage its intermediaries to place business with them. The primary method
of doing so in the Canadian property and casualty insurance industry is to offer
contingent commissions. These commissions represent a relatively small portion
of a broker’s income, are not individual transaction-related, and are based on
annual performance. Therefore, in the case of the system used by SGI CANADA,
which is based on profitability only, the performance payment is not known or
guaranteed at any amount until the year’s claims results are tabulated. In fact, a
performance-based system can incent brokers to gather complete underwriting
information to assist the insurer to properly rate the risk resulting in appropriate
premiums being charged to individuals and thus improving fairness to all who use
the system.

However, if performance-linked benefits were restricted, any regulated restrictions
that may be developed would be more easily administered with a principle-based
system. The specifics of a compliance-based system may not work for all
companies, and may require adjustment to reflect changes in the market place over
time.





3.

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

SGI CANADA does not have a problem complying with the insurer disclosure
recommendations in Appendix I.

However, the compensation information recommendations in Appendix I could be
very onerous for brokers to comply with. Given the demonstrated lack of interest
on behalf of the insuring public regarding broker compensation, the purposes of
disclosure would likely be achieved with more generic communications on broker
web sites, postings within the broker office and, perhaps, concurrent with new
policy sales only.

I trust the foregoing comments will be of some assistance to you. Once again, thank you
for the opportunity to comment on your paper.

Yours truly,
\ ",
% ¥

i

@é\\
JonSthubert

President






From "Scott MBride" <Scott.MBride@-caa.conr

To: <spagl i a@ sco. gov. on. ca>

Dat e: 7/ 27/ 05 5:52PM

Subj ect : June 2005 Industry Practises Review Cormittee Report
Thank you for the opportunity to comment on this report. BCAA' s

i nsurance business is probably best described as a Conpany/ Agency nodel ,
with a limted breadth of product offering. Through our insurance
agency, we sell property insurance sourced fromonly BCAA | nsurance
Corporation, travel nedical insurance through a single third-party
supplier, and non-specialty auto insurance provided by |1 CBC and by one
ot her private source.

Qur viewis that the greatest potential |oss of confidence is from
situations where custoners consider that the traditional independent
brokerage nodel is being offered - and it is not. Policy options
shoul d be directed at ensuring m srepresentation in this area does not
occur. Rather than restrictions on benefits offered to internediaries
(l oopholes will always be found), disclosure and 'truth-in-advertising
shoul d be sought. Parts of Appendix 1 forma good starting point, but
we woul d di sagree with providing any assurance/indication to the client
relating to 'l owest quotation/price'. This direction |eads consuners to
believe that insurance is a compbdity, which it is not.

Thank you.

Scott McBride
Vi ce President |nsurance
BCAA

Tel - 604.268. 5255

CC. <c.mchael.grist@iconbc.ca> "Patricia Stirling"
<Patricia.Stirling@ocaa. conr
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Comments:

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

same.

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

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

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

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

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





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

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

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

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

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

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

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

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

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





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

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

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

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

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

study into Canadian sdes practices does not consider consumer input.

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

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





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

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

Are relevant to the transaction or proposed transaction;

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

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

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

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

compensation.

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

Conclusion:

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





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

priority # 1.

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

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

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85

17th Floor

Toronto, ON

M2N 6L9

Sent by E-mail to: SPaglia@FSCO.GOV.ON.CA

Dear Sirs;

Thank you for providing Sovereign the opportunity to comment on the Industry
Practices Review Committee Consultation Paper on the relationship between
insurers, sales intermediaries and the consumer. We are pleased to see the
paper reinforces openness in communication and the consumer's right to choice.

Yours truly,

-

THE SOVEREIGN GENERAL INSURANCE COMPANY

Howard R. Mann

Vice President, Business Information, Planning and Development

100, 6700 MacLeod Trail S.E.
Calgary, Alberta
T2H OL3

Howard.mann@sovgen.com
403 298 4228





CCIR - CISRO - CONSULTATION PAPER RESPONSE
SOVEREIGN GENERAL INSURANCE COMPANY
JULY 25, 2005

SOVEREIGN GENERAL
Sovereign General Insurance is 100% Canadian owned and a member of
The Co-operators group of companies. We distribute our products through
independent brokers and are represented by over 500 brokers Canada
wide. Sovereign writes personal lines in certain jurisdictions but we are
primarily a commercial and specialty lines underwriter.

GENERAL PRINCIPLES

We support the independent brokerage network. We feel the client is best
served by the choice, expertise and independence of the broker.

Insurance, however it is distributed, is a matter of relationships and mutual
respect. Just as an insured has the right to select the broker or agent they
wish to conduct business with, the broker or agent must feel comfortable
representing the insured. Similarly the broker-insurer relationship must be
built upon trust and good faith if the insured is to be best served.

We believe it is premature to start imposing regulations at this time given:

The Property & Casualty industries have introduced/implemented
initiatives to deal with the issues surrounding the relationship between
insurers and sales intermediaries;

The survey uncovered no evidence of any illegal insurance related activity
and found that most insurers have written policies and procedures in place
governing compensation to brokers, agents and other sales
intermediaries.

We feel it would be prudent to give the industry some time to fully implement
all of their initiatives and allow them to work before imposing regulations.





Disclosure
Disclosure continues to be the most important point. Consumers should
be allowed to make their own purchasing decision providing full disclosure
is made to them at the time of purchase.

Disclosure requirements should be voluntary and let the consumer decide.
Based on their relationship, the consumer can purchase through
intermediaries who are more open and sharing.

Any interest or indebtedness from the broker to an insurer should be
disclosed. Any factor that might cause one to think that a broker is not
being objective and independent should be disclosed.

Similar disclosures should emanate also from direct writers. Brokers
should not be singled-out on the compensation or incentive reward side,
or the ownership side. Clients deserve to know that dealing with a direct
writer offers products and services from only one company, just like
dealing with a broker owned 75% by an insurer may mean bias towards
that insurer. Any distribution approach requires complete disclosure and
the free market allows the customer to decide.

We need more good faith to encourage good business practices ---
regulation will establish and force the bare minimum; competition will
encourage best practices.

Compensation

We believe in general disclosure of commission ranges. Specific
compensation arrangements are the responsibility of the broker to
disclose and are a contractual matter between insured and broker.

We believe that, during the course of his function on behalf of the insured,
the broker provides value added services to the insurance company.
Important roles that are performed in the course of the risk selection and
pricing deserve to participate in the profitability of such business and
contingent commissions recognize this.

We believe performance based compensation provides the best
opportunity for the broker to provide value-added services to the insured.
An insurer, because of spread of risk and administrative efficiencies is
prepared to compensate the broker for the long-term profitability of a
portfolio. The broker then uses these funds to create the infrastructure to
provide value-added services to the clients.





Insurance companies in annual regulatory filings have always disclosed
contingent commissions. Contingents have no relationship whatsoever to
illegal "bid-rigging", which were practices performed by only two of the
large international brokers. Smaller regional brokers should not be
penalized or broad-brushed due to the acts of a few in an entirely different
country. As noted in your report, there was no evidence of illegal activity
uncovered in Canada.

Other incentives such as trips, etc. are infrequent and serve a valuable
purpose in building a strong relationship between broker and insurer, to
enhance the delivery of products and services to ultimate customers. Most
such incentives are again profit-based and involve a conference-type
setting that encourages good solid business dialogue that is solution-
driven.

We are prepared to compete on any "playing field" as long as it is level and all
companies have to abide by the same set of principals, guidelines and
regulations. Any "playing field" must acknowledge that reputation, trust and the
relationship between the insured, the intermediary and the insurer are
cornerstones in providing effective risk transfer to meet the insured's needs.





5. Possible Policy Options

The policy options considered in this consultation paper are:

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

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

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

1. PRIORITY OF CLIENT'S INTEREST

The priority of the client's interest is already reflected in provincial
legislation and code of conduct for the provincial independent
broker's associations. We believe the client is best served if the
insurance industry works towards a voluntary set of guidelines.

2. PERFORMANCE-LINKED BENEFITS

We believe performance-linked benefits provide the environment
for the independent broker to best serve the needs of his client.
Broker best practices should provide the appropriate level of
principle-based controls.

Disclosure should be on a voluntary basis and apply to all financial
intermediaries.

3. TRANSPARENCY

Industry-wide best practices should be adopted for enhanced
disclosure of compensation, ownership and financial interests.
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Mr. Stephen Paglia

Policy Manager

CCIR Secretariat

5160 Y onge Street, Box 85
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Re Industry Practices Review Committee Consultation Paper on Relationships between
Insurersand Intermediaries

State Farm appreciates the opportunity to comment on the June 3, 2005 Consultation Paper
issued by the Industry Practices Review Committee of the Canadian Council of Insurance
Regulators (CCIR) and the Canadian Insurance Services Regulatory Organization (CISRO).

Asaninitia matter, we emphasize that, as a member of the Insurance Bureau of Canada (IBC),
we fully support IBC's commentary on the Consultation Paper. We urge CCIR to give serious
consideration to IBC's recommendations and observations as they represent the collective
thinking of asubstantia portion of the insurance industry. However, there are certain matters
that involve the unique reaionship that State Farm and other smilar insurers have with our
exclusive agents that could not be adequately addressed in IBC's comments which are on behalf
of amore diverse group of insurers. In order that CCIR isfully informed asto State Farm’s
business modd we write separately and in addition to the IBC.

We gpplaud CCIR' s efforts in taking a thorough and fact-based gpproach in investigating the

rel ationships between insurers and their sales intermediaries. As st forth in the Consultation
Paper, it gppears that no violations of law have occurred in Canadain thisarea. State Farm
wishes to emphasize, though, that even in the U.S., where Attorney Generd Spitzer and other
investigators did uncover some gpparent violations, those instances involved arrangements where
brokers represented more than one insurer and where a particular customer’ s business may have
been placed in conflict with the customer’s best interedts.

Recognizing this particular set of circumstances, legidators and regulatorsin the U.S., addressed
the situation by proposing rules that distinguished between intermediaries that represent multiple
insurers in the same product line and intermediaries like State Farm agents who only represent a
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sgngleinsurer in aproduct line. In fact, the current proposals do not apply to agents that work
with asngleinsurer.

Throughot its history of more than eighty years, State Farm' sinsurance and financid service
products have been sold only through its exclusive agency force and those agents sdll only State
Farm products or, in some salect cases where there is no State Farm product available, products
from other vendors which are secured through State Farm.  State Farm’ s agreements with its
agents etablish the exclusive rlationship with State Farm and do not permit State Farm agents
to act as brokers for the sale of products from other organizations.

We believe that in the reationship between State Farm and its agents there is no element of
customer confusion as to what products they are purchasing or any belief that there may be
products available from other insurers. What's more, there is no opportunity for the sort of
conflict of interest that may have been anissueinthe U.S. investigations. There can be no
deering of business among different insurance organizations and any dement of compensation

or ownership cannot influence the placement of business because dl risks must go to State Farm
or its select partners.

We recognize that some may argue that the mere fact of compensation, whether monetary or
nonmonetary, of an intermediary in connection with the sde of a product of serviceraises a
conflict of interest because it influences the intermediary to push for asde. We note thet in this
context the Ontario regulation on agent licensing has not been interpreted to include ordinary
compensation as aconflict of interest. And even if acommissoned or incentivized sale carries
the possibility of aconflict between the interests of the client and the sdlesperson, State Farm
believes that the most appropriate method of dealing with the Situation is to disclose relevant
information to the client.

State Farm has supported balanced disclosure regimes and has voluntarily participated in the
Ontario program that incorporates point-of-sde release of a satement of consumer rights and
respongbilities dong with information about State Farm’ s compensation practices.

But while we support a program of relevant disclosure, we believe it is inappropriate to prescribe
or limit how an organization may compensate its sdes intermediaries. State Farm does choose to
use a package of monetary and nonmonetary compensation for its agents— thisis amaiter which
is governed by the private contracts that State Farm has with its agents. Regardiess of the
elements of compensation involved in any particular transaction, however, the price that State
Farm customers pay does not change.

Should competitive pressures warrant, State Farm has and will continue to shape and refine its
agent compensation program but we believe that thisis a matter that should be I€ft to the private
arrangements between insurers and their salesintermediaries and should not be an object of
regulaion or legidation.
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The bottom line for State Farm is what works in the competitive marketplace. The greatest
check on compensation for our agentsis the price at which we can sdll our product vis-&-vis our
competitors. Naturaly, we try to beat any competitor’s package of service and price but if a
competitor gains atemporary edge on us we respond by seeking efficiency, reinventing
processes or redesigning compensation. The net result is that we aim to offer the best product at
the best price to any consumer in the markets we servein Canada. Rigid ruleswill only serveto
undermine responsiveness to consumer needs and arapidly changing marketplace. We urge
CCIR to let the competitive marketplace continue to work.

State Farm hopes to continue to work with CCIR and CISRO to develop an insurance

marketplace that serves consumers needsin as efficient and effective away as possible and we
thank you for the opportunity to participate in the consultative process.

Sincerdly,

Bl Uk

Robert J. Cooke
Senior Vice-President
State Farm Insurance Companies
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Canadian Council of Insurance Regulators

Canadian Insurance Services Regulatory Organizations
Industry Practices Review Committee

c/o: Stephen Paglia

Policy Manager
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5160 Yonge Street

17% Floor

Toronto, Ontario M2N 6L9

CCIR/CISRO:
Sun Life Financial Comments on CCIR/CISRO
Industry Practices Consultation Paper

Thank you for the opportunity to comment on the Industry Practices Review Committee’s
consultation paper Relationships Between Insurers and Sales Intermediaries. We welcome
public consultations and we are pleased to share our perspective based on our experience in
Canada and key international markets. Sun Life Financial Inc,, its subsidiaries and joint
venture companies license approximately 240,000 distributors throughout the world. Our
distributors comprise wholesale advisors, brokers, career advisors, managers and insurance
specialists.

As a member of the Canadian Life and Health Insurance Association, we support their
response to the consultation paper. This letter highlights key themes from the CLHIA
submission that, from Sun Life Financial's perspective, merit particular emphasis.

We agree with the public policy objectives identified in the consultation paper, particularly
market confidence, effective disclosure and responsive regulation. Indeed, we benefit
directly from a sound regulatory framework in the following ways:

Confidence in the ethical distribution of life insurance sustains the success of our

industry,

Effective disclosure empowers consumers to make well-informed decisions,
strengthening demand over the long term, and

Responsive regulation achieves protection without prohibitive compliance-related
costs for consumers.

Our submission was prepared with a view to these important objectives

Sun Life Assurance Company of Canada
is a member of the Sun Life Financial group of companies.

www.sunlife.com
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Government and industry initiatives should respond to, and be consistent with, actual
practices in the marketplace. @~ When a regulator creates new rules following a
comprehensive review of industry practices, depending on the scope of such intervention,
consumers could reasonably assume that problems were discovered in the marketplace. It
would follow that, in the circumstances where no significant problems are found,
regulatory intervention might be counter-productive to the objective of safeguarding market
confidence. We support the development of initiatives that respond proportionately to
issues that could arise within the industry and, with that in mind, we note that no parallels
to the unfortunate sjtuation in the United States were found in Canada’s life and health
insurance industry during the review of practices.

A discussion of policy options should take place in conjunction with careful consideration
of the strengths and weaknesses of the existing regime. The CLHIA’s submission describes
the organizations, legal and regulatory provisions, and industry-based standards that,
together, provide a comprehensive “protective framework” for Canadians. Given its scope,
the current protective framework in Canada likely had an important role to play in the
results of the recent industry practices review.

We submit that a demonstrably effective protective framework would not have been
possible without a constructive, cooperative dialogue between regulators and industry. We
suggest continuing such a dialogue, including in the following areas:

Consumers must have clear and complete information to make suitable decisions
on their family protection needs and to achieve household financial security. An
industry initiative was announced last year to enhance transparency and disclosure.
As described in the CLHIA submission, a number of efforts are underway to provide
Canadians with a rigorous, practical disclosure environment. Before new rules are
considered in this area, we encourage regulator-industry cooperation to assess the
effectiveness of the overall regime in relation to the needs of customers. Indeed, we
recommend efforts to obtain practical views directly from existing and potential
customers.

* We agree with the CLHIA that based on the current regulatory and industry
framework, additional analysis is required to determine what, if any, clarification
should be legislated to enshrine the priority of the client’s best interests. To be sure,
Sun Life Financial believes this principle is essential in defining relationships among
consumers, intermediaries and life insurance companies. Still, a review of existing
regulatory, industry, advisor and company codes and common law principles is an
appropriate first step.

In its submission, the CLHIA explains that performance incentives in the life and
health insurance industry typically reflect persistency and retention, which act to
motivate a long-term view of client needs. This relates to the long-term nature of
our products and corresponding period of service by intermediaries. A
compensation structure that, instead, encourages “quick, one-time sales” would not
be in the client’s best long-term interests.
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Finally, the nature and function of products should be considered carefully when assessing
an appropriate response to evolving market realities. Specifically, the inherent differences
between life and health insurance on the one hand, and property and casualty insurance on
the other, ought to be captured and reflected carefully in the discussion. In its submission,
the CLHIA cites examples of important differences, holding up the view that the regulatory
system ought to recognize the social and economic role of life and health insurance
products and services in Canada.

We would be pleased to discuss our comments on the consultation paper. Please contact
me directly or call Michel Leduc at (416) 979-4875.

Sincerely,

evin Doughe
President, SLF Lanadq

cc: Mr. Grant Swanson, Financial Services Commission of Ontario

Background on Sun Life Financial:

Sun Life Financial is a leading international financial services organization providing a
diverse range of wealth accumulation and protection products and services to individuals
and corporate customers. Chartered in 1865, Sun Life Financial and its partners today have
operations in key markets worldwide, including Canada, the United States, the United
Kingdom, Hong Kong, the Philippines, Japan, Indonesia, India, China and Bermuda. As of
June 30, 2005, the Sun Life Financial group of companies had total assets under
management of $377 billion.
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ATTENTION: STEPHEN PAGLIA,
POLICY MANAGER

ALSO SENT BY EMAIL TO MEMBERS OF CCIR, CISRO, OSFI, AMF AND IPRC,
Dear Mr. Paglia,
RE: Stakeholder Response to Review of Insurance Industry Practices Papers

Commercial Practices in the Quebec Damage Insurance Brokerage Sector
Issued by the Autorité des Marchés Financiers (AMF) on April 14, 2005

Relationships Between Insurers and Sales Intermediaries Consultation
Issued by the Industry Practices Review Committee (IPRC) on June 3, 2005

Insurance Compliance Matters (ICM) responds on behalf of insurance buyers who are
also concerned stakeholders. Our words insurance industry or industry used
throughout, include both insurance companies and brokerages and reference P&C
business only. We have not had the opportunity to review life insurance practices in
sufficient detall to take a position.

BACKGROUND INFORMATION

In 2004, resulting from investigations instigated by New York Attorney General Eliot
Spitzer and following those by AG’s in other states, charges of improper and illegal
conduct were brought against certain brokerages, insurance companies and their
employees. The conduct, which was alleged to have taken place between 1999 and
2004, included bid rigging, steering and tying for the purpose of increasing premiums,
contingent commissions or override income, with little or no consideration for the clients’
best interests.

The majority of companies charged were international, with operations in most countries
including Canada. As the conduct arose out of efforts to meet worldwide corporate





objectives intended to increase profits, regulating bodies in other countries undertook
their own investigations.

Canadian insurance buyers are concerned by appropriateness and sufficiency of the
response by the insurance regulators in Canada.

CANADIAN SURVEY OF INSURANCE INDUSTRY FINANCIAL RELATIONSHIPS

In view of the regulatory autonomy which currently exists between provinces and
territories, the Canadian Council of Insurance Regulators (CCIR) and Canadian
Insurance Services Regulatory Organizations (CISRO) could have conducted separate
insurance industry investigations, as was done by individual states across the U.S.
Instead, members of CCIR and CISRO, decided to conduct a joint survey and to report
as one body. The AMF chose not to participate and selected an altogether different
investigation process for Quebec.

On October 2004, the Industry Practices Review Committee (IPRC) was established and
requested that Financial Services Commission of Ontario (FSCO), obtain Canada-wide
information from insurers and to share results with them. Grant Swanson, Executive
Director Licensing and Market Conduct at FSCO, is the chairperson of the IPRC.

The IPRC, with the assistance of RIBO, decided to conduct a survey of insurance
industry practices as at November 2004. IPRC sent their survey to insurance companies
and RIBO sent their very short questionnaire to Ontario brokers only. Although the U.S.
investigations showed that the predominant abuse occurred between 1999 and the early
part of 2004, the IPRC chose to not investigate if any improper conduct occurred within
the Canadian insurance industry prior to November 2004.

SURVEY RELEASE AND STAKEHOLDER SOLICITATION

ICM is extremely disappointed by the decision taken by the IPRC to not investigate. This
disappointment culminates with the IPRC survey results released June 3, 2005, which
provide interested stakeholders only 60 days, or until August 3, 2005, to respond!

Beginning with their initial decision to disregard past activities, if it was the IPRC’s
objective to produce a result that was palatable to the insurance industry, they could do
no better. Concluding with the very short period provided for stakeholder response, if
their intent is to ensure minimal participation from insurance buyers, then the IPRC has
succeeded. Indeed, the entire process appears designed to discourage further inquiry.

In direct contrast to the IPRC, the AMF sent a lengthy questionnaires probing industry
activity in 2003, conducted investigations at certain brokerages and insurance
companies and is holding an open forum to discuss issues and proposed changes. Their
report which was released April 14, 2005 gave stakeholders well in excess of 120 days
to evaluate their findings and to respond.

Why are insurance buyers in other provinces or territories entitled to any less?





FAILURE TO ACTIVELY INFORM INSURANCE BUYERS

In his letter of June 30, 2005 sent to the writer, Mr. Swanson defends the IPRC lack of
active and public solicitation for stakeholder response. Specifically, for the millions of
insurance buyers in Ontario, he considered articles appearing in the Toronto Star and
the Globe & Mail, as well as publishing the paper on the FSCO website, which is
potentially accessed by 260,000 persons during the two month consultation period, to be
a practical, cost efficient approach to solicit views.

ICM disagrees that cost effectiveness should have been a consideration when
determining how best to inform insurance buyers of the consultation process. In view of
the very poor coverage to date, we request that as a first step towards fairness, the
IPRC should immediately agree to extend the August 3, 2005 deadline a further 60 days.

As well, IPRC has advised ICM that their paper was sent directly to a number of

consumer groups, but we have been unable to locate any of the consumer groups in
guestion. Please let us know who they are so that we can contact them to share our
thoughts. We have requested this information previously but have not yet received a

reply.

Our request for an extension is not frivolous, nor is it intended to prolong the discussion
without any purpose. The Insurance Bureau of Canada reports that insurance claims
fraud, at a cost of 1.3 billion annually, results in higher premiums to insurance buyers. If
the almost $40 billion Canadian insurance industry engaged in any of the illegal conduct
alleged in the United States, or other acts equally egregious and this conduct increased
premiums, then this is a fraud perpetrated by the insurance industry against the
insurance buyer and must be addressed.

THE SURVEY RESULTS

ICM is aware that the insurance regulators often interface with insurance industry
representatives and that a mutual understanding on certain issues may have developed
between the parties. This possibility, together with the survey process selected by the
IPRC, raises a concern that the IPRC is protecting the insurance industry from potential
consequences. Support for this perception is imbedded in the survey approach and
conclusions presented.

First, ICM is immediately drawn to the IPRC instructions to the insurance companies:

The assessment questionnaire is designed to gather information about practices in effect at the
date the questionnaire is completed and signed. It is not designed to gather information about
former practices, except when practices are still pending completion.

And their stated objective:

Determine if issues similar to those which occurred in the U.S. could arise in Canada, and to
identify opportunities to enhance public confidence in the Canadian insurance market.





And their general findings:

i Most Insurers have written policies and procedures governing compensation to
sales intermediaries.

ii. No evidence of any illegal insurance related activity was found. Regulators
continue to monitor the marketplace and will take any action necessary if illegal
activity is alleged or detected.

iii. The IPRC believes that some current business practices may contribute to a
perception of actual conflicts in the marketplace. At issue is the appearance to a
reasonable, informed, third-party that bias exists in the course of providing advice
to consumers due to a conflict of interest or a potential conflict of interest. This
may have a negative impact on consumer confidence in the insurance
marketplace.

And their public statements:

Insurance regulators from across the country formed the
committee last fall after New York Attorney General Eliot Spitzer
charged major U.S. insurers and brokers with illegal bid rigging,
and criticized contingent, or incentive-based, sales commissions.

The committee reports that regulators found no evidence of

illegal insurance-related activity in Canada when they conducted
their surveys, visited companies and conferred with corporate
insurance buyers through the Registered Insurance Managers
Society.

Committee chair Grant Swanson of the Financial Services
Commission of Ontario yesterday said: "We are reasonably
confident with all of that work ... if something was happening we
would at least have got some indication.”

And their proposed next steps:

After collecting stakeholder comments and suggestions, the IPRC may recommend that CCIR
and CISRO propose to governments the policy options described in this paper, or other proposed
by stakeholders during the consultation...regulators will review stakeholder input and will
determine what action, if any, is required.

AMF FINDINGS REVEAL QUESTIONABLE PRACTICES

In stark contrast, the AMF provided a great deal of valuable information to their
stakeholders that the IPRC did not; including insurance premium volumes and a
comparison between personal lines and commercial insurance. In fairness to the IPRC,
they did provide information about life insurance, which the AMF did not review at all.
However this omission was not critical to the AMF results.

Although ICM is aware of some circumstanced which were not addressed, the AMF was
prepared to expose practices and financial ties between brokerages and insurance
companies which were of concern to them and ultimately to insurance buyers as well.





AMF Found:

1. A great majority of the Quebec brokerage network is not independent of insurers.
Brokers concentrate their business with one or two principal insurers.

2. Certain commercial practices in Quebec (loans to firms, ownership ties, block
transfers of business and contingent commissions) are not in the best interests of
the consumers.

3. The types of issues identified in the U.S. are not present in Quebec.

Although AMF distanced their findings from those in the United States, ICM notes that
the transfer of business from one insurer to another, solely in order to maximize
contingent commission income, was interpreted as being steering by the U.S.
investigators. Apart from this, the AMF has shown a willingness to balance the interests
of both the insurance buyer and the insurance industry when soliciting stakeholder
opinion.

The IPRC did refer to the AMF findings in their paper and appears to suggest that the
practices in Quebec did not occur elsewhere in Canada. ICM challenges this statement
as the IPRC has no knowledge of brokerage activities outside of Ontario and the IPRC
has no knowledge of activities in 2003.

We have copied the AMF with our response and we trust that they will review this and
contact us if they have any questions. There are deficiencies that we noted in their
findings which we will address with them separately.

ICM QUESTIONS IPRC CONCLUSION

In a meeting held July 15, 2005, between Mr. Swanson and the writer, he reaffirmed that
from the IPRC survey results, their discussions with RIMS and other companies and that
as no-one had come forward to raise any concerns to date, the IPRC is satisfied that no
illegal acts took place.

The following noted flaws in this conclusion were immediately evident to ICM; we are
very surprised that these were not also evident to the IPRC and other regulators:

» The seriousness of the charges brought in the United States and the similarity of
Canadian and U.S. broker practices, begged an investigation of past activities, if
only to satisfy insurance buyers that such conduct did not occur here. There was
no need for anyone to come forward as the circumstances alone were a sufficient
for the regulators to take such an initiative, as shown by the AMF decision.

» The IPRC also relied on statements or assurances from corporate insurance
buyers at RIMS. ICM notes that RIMS USA has acknowledged that they knew of
and permitted the use of such contingent commission or markets services
agreements since 1999, as long as the income was clearly disclosed. They now
express shock over the magnitude of this additional revenue to brokers, and are
working closely with the NAIC and other regulating bodies to draft disclosure and
income transparency rules.

RIMS Canada equally was aware of and agreed to this practice. Despite this,
once the charges were brought in the United States, hundreds of emails were





received by Canadian brokerages requesting full disclosure of market service
revenue earned, as well as assurances that bid rigging and steering did not take
place. Indeed, if this is the reaction from those who knew, how should the
insurance buyers who did not know, react?

We also remind the IPRC that Eliot Spitzer found bid rigging and steering
occurred without the corporate insurance buyer being aware of this and that such
a finding is equally possible in Canada. Suffice to say, one brokerage that did
initiate their own internal investigation was so concerned by the results, that their
counsel invoked privilege over the findings.

The most glaring omission by the IPRC is that most insurance buyers are middle
market, small commercial and personal lines clients and not corporate insurance
buyers. They, for the most part are not knowledgeable about insurance matters
and they rely exclusively on their broker for advice and guidance. If the IPRC had
asked these insurance buyers if they were concerned that their broker engaged

in any of the following practices without consideration of their best interests and
potentially earned in excess of 30% commission as a result, what would their
position be?

Selected insurers solely due to commission or override consideration, or
Placed policies with partially or wholly owned managing general agents and
bypassed placing direct, in order to increase revenue, or

transferred accounts from one insurer to another for higher commission
income.

QUESTIONS FOR REGULATORS
Based on the aforesaid, ICM poses the following five questions to CCIR, CISRO and

IPRC:

Although not referenced in the paper, did the regulators apply any other analysis
to arrive at their conclusion that no illegal acts had occurred or were occurring,
given that the answers elicited by the survey and the response from the
corporate insurance buyers at RIMS could provide no such certainty?

The corporate insurance buyers at RIMS do not speak on behalf of all insurance
buyers and dependent upon the results of an investigation, they may be in a
conflict of interest position with their own company. Do the regulators believe that
the opinion rendered by the corporate insurance buyers at RIMS, which is
contradicted by their very actions subsequent to the U.S. investigations, has a
greater value or is more credible than an opinion from the millions of other
insurance buyers who were not consulted?

Contingent Commission income and income derived from Placement Service
Agreements (changed to Market Service Agreements) differs substantially. The
latter is a fixed percentage (between 2%-5%) applied to each premium dollar and
as the revenue is guaranteed, can easily lead to steering or bid rigging activities,
whereas the former is more performance driven and less certain. When the
improper conduct was revealed in the United States, the brokerages in question
immediately announced that they were discontinuing all forms of contingent
income of which PSA or MSA was the largest portion. Canadian operations of





these brokerages followed suit. Why did the regulators and IPRC decide that it
was better to review the insurance industry as at November 2004, when it was
evident that the agreements were no longer in force and the highest revenue
brokerages were no longer receiving this income, as opposed to a period when
these was in effect, such as between 1999 and 20047

iv.  Quebec engaged in a markedly different process and arrived at a different
conclusion from that of the IPRC. The AMF reviewed 2003, a year which
predates widespread knowledge of the U.S. investigation and potential charges.
Also, from a financial perspective, 2003 was a very profitable year for the
Canadian insurance industry. Are the regulators satisfied that they have served
the best interests of the insurance buyers within their province or territories by
using the IPRC survey method?

v.  Although the AMF found evidence of unacceptable practices, no penalties have
been applied. On the premise that all other regulators did investigate past
practices, and it was revealed that there was systematic abuse by brokerages
and insurance companies which did cause financial harm to insurance buyers,
what if anything, would the regulators do?

We look forward to receiving your answers to these questions.

IN CONCLUSION

When the IPRC paper was first released, Ontario’s Ministry of Finance strongly
endorsed the finding of no illegal activities, although we believe that we have shown that
there could be no such conclusion from the information gathered. To ensure consumer
confidence remains high, it is critical that insurance buyers do not perceive that the
insurance industry is being publicly exonerated by government officials, when the solid
evidence to do so is lacking.

For most insurance buyers, insurance is not an option but a necessity and in the case of
auto, a legal requirement. What other industry in Canada is paid billions of dollars
annually solely in exchange for a promise to pay claims if they occur? How badly is an
insurance buyer disadvantaged when this same industry defends their past activities as
being wholly proper, while at the same time discouraging an appropriate investigation to
remove all doubt?

All regulators should be prepared to provide these facts and then the discussion of what
changes are required can begin in earnest. We look forward to our participation in this
process.

Yours truly,

< T

Susan Saksida,
Insurance Compliance Matters





ICM REVIEWS POLICY OPTIONS
Once again, ICM renews our objection to the August 3, 2005 deadline as being
inappropriate.

We have however reviewed the proposed options to determine if they can stand on their
own merits. We offer our thoughts, but our position remains that any discussion of policy
changes requires active and not passive consultation with insurance buyers. In fact, it

should be the insurance buyers who drive these changes and not the insurance industry.

The IPRC paper has offered three possible policy options:

1. Codify the priority of the client’s interest;
2. Restrict performance linked benefits offered to intermediaries,
3. Enhance transparency of compensation, ownership and other financial interests.

Codify the priority of the client’s interest.

Yes. We believe that there should be a regulation which clearly puts the interests of the
client ahead of the financial interests of the broker. We do not believe that given the
current state of insurance industry monitoring, that the provinces or territories will do any
better enforcing this proposed regulation over others which have to date been breached
but not addressed.

We suggest that the monitoring be assumed by a federal system as opposed to
provincial, which would better ensure that abuses are detected and penalized. We
believe that Australia has such legislation in place and their approach should be
considered. While not perfect, it is better than anything currently in place in Canada.

ICM always finds it an interesting dilemma when publicly traded brokerages express that
their clients’ interests come first. In a brokerage-client relationship, in order to meet
expectations of the client, the brokerage must do their best to obtain the best price
(which is not necessarily the lowest) for the most appropriate coverage, given the clients’
risk exposure and to not sell them insurance products which provide little or no value for
the risk insured. In order for the brokerage to meet shareholder expectations, the
brokerage must be innovative in developing new products and services to increase
overall revenues.

Restrict Performance-linked benefits offered to intermediaries.

Yes. Although performance linked benefits do provide value to the insurance company
by encouraging the broker to refer only good risks, it provides little value to the
consumer. In order to achieve the performance incentive, brokerages will discourage
their brokers from accepting clients who are considered poor risks or will steer them to
insurers that quote higher rates. This way, the broker benefits by protecting their
performance-linked revenue and they earn more commission from the higher rate.

To what extent these decisions have reduced insurance availability or increased rates to
poor risk clients, we have no idea, but where mandatory auto coverage is concerned, if it
is found that a brokerage has turned away clients because they are a poor risk, or
steered them to higher charging insurers in order to protect their performance linked
income, then they should be censured and fined.





Performance linked benefits, whether financial or non-financial must be disclosed to the
client annually. If there is a change, then those effected clients must agree to the
change. For example a brokerage that is offered a substantial financial incentive to move
business from one insurer to another must inform clients of the incentive and must also
advise the clients why such a move benefits them. If the client agrees, the broker may
proceed. If one of the reasons offered by the brokerage is that the new insurer has
offered a free claim with no increase in premiums and this does not prove true, then the
brokerage becomes responsible for any increase in premiums beyond that which would
have been incurred had the client remained with their previous carrier. Knowing of such
a risk will make the brokerage more prudent in their decisions regarding their clients’
business.

All performance linked benefits which are financial, should accrue to the benefit of the
clients as well as the brokerage. For example, where a brokerage has achieved
contingent commission due to increased business volume and low loss ratio, the clients
helped earn this. Why then should the brokerage retain this income in addition to the
commission received for placing the business? We have no issue with the brokerage
receiving a small portion of the contingent commission as a management fee, but it is
the clients who had no losses and the new clients who increased the volume, who
should benefit from this payment by receiving a credit towards their renewal premium.

Enhance transparency of compensation, ownership and other financial interests.
Yes. All forms of remuneration must be wholly transparent. The client must approve in
writing all income the brokerage is permitted to earn on their policy/account and they
should also have the choice to pay a fee, commission or a combination thereof. If the
client was not informed and did not agree prior to the transaction, then the brokerage
may not earn this income. Once again, we refer to Australia’s regulations as a proposed
model.

All direct client-related compensation should be linked to services provided. A uniform
commission percentage is one example of how the client is penalized because they pay
a higher premium. If two policies renew with no changes from prior year, one premium at
$10,000 and the other at $100,000, and there are no claims, endorsements or
certificates issued throughout the year; at 20% commission, there has to be reasonable
justification to warrant an $18,000 income differential to the brokerage.

We also fail to understand why any brokerage is entitled to the same commission for
new and renewal business. Using the same client paying $100,000 and presuming no
losses, renewal with the same carrier and no premium increases over a 5 year period at
20% commission, the brokerage has earned $100,000. Assuming the total time
dedicated to this client is 40 hours the first year and 10 hours for each subsequent
renewal, the brokerage has earned $2,000 per hour. The $10,000 premium client using
the same example has paid $200 per hour for exactly the same services.

All compensation earned by a brokerage and ownership interests of an insurance
company must be fully transparent and in writing. The following is an example of such
disclosure, but it is by no means exhaustive:

If a brokerage offers the client two quotes and the same insurer owns both
companies, this information must be provided.





If the brokerage is a substantial shareholder or has ownership interests in an off-
shore company (unlicensed insurer) where the risk is placed, this must be
disclosed in writing. Any such placement must also be reported to a centralized
regulating body responsible for ensuring that there is no conflict of interest in
such placement. (For Canadian risk only)

For risk managed accounts, if the corporation also is a substantial shareholder or
has any ownership interest in any off-shore insurer selected to insure their
account, this too must be disclosed to a centralized regulating body to consider
tax implications. (For Canadian risk only)

If a brokerage uses a wholesaler where they have any ownership interests, such
ownership interest must be disclosed and the total income earned by the
wholesaler and the brokerage must be disclosed.

Where the brokerage is paid for services to the insurer such as underwriting, or
document issuance and is paid an additional fee for such services, these too
must be disclosed. In fact, such disclosure is imperative as where underwriting is
concerned. The brokerage quoting the business gives rise to potential conflicts of
interest between the broker and the insurer and the broker and their client which
must openly addressed with the client. Where any brokerage quotes the
business, they must either separate the underwriting and client servicing
functions, or they must provide a written guarantee to the client that they have
quoted the lowest price available given the risk in question.

Insurance companies that have any ownership interests in medical clinics, auto
body shops, adjusting services, contractors and other vendors that are used on
claims, the cost of which is used to determine insurance premium increases,
must disclose this ownership. The insurance buyer should be entitled to
challenge the use of such companies on their claims.

Where a premium increase exceeds 5% over expiring premium, the insurance
company must provide the prior year and the current year quotation worksheet
showing why the premium has increased. The brokerage must provide a copy of
these quotations to the client. If the brokerage does the underwriting, they too
must provide such evidence.

The above are only suggestions proposed by ICM and may not necessarily represent all
changes preferred by other insurance buyers.
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Introduction

Thank you for the opportunity of presenting our comments on the Relationships Between Insurers and Sales
Intermediaries Consultation Paper. As an association representing Canada’s Third Party Administration
(TPA) industry, and with our members’ strong support for disclosure, we wish to offer our position on the
Industry Practices Review Committee’s (IPRC) proposed options for intermediaries’ disclosure
requirements.

We have discussed the options presented in the paper with the CLHIA to determine if there was consensus
on how to approach disclosure relative to how it impacts the whole insurance industry. There is universal
consensus by the primary organizations that include intermediaries (advisors) on the need for disclosure
and how this can be accomplished. Our comments as it impacts our members are outlined below.

The TPA community is made up of companies that act as:

TPAs only or Consultants (Advisors) and TPAs
TPA Only

The TPA only side would be made up of:

Premium Administrators Only
Premium and Claims Administrators
Pension Administrators

The TPA is chosen by an advisor or a client directly, who feels the products and services offered by the TPA
will best meet their client’s needs. As the TPA is not an advisor to the consumer in the selection process of
an insurer, in our opinion, the disclosure options will not impact the business provided by the TPA that does
not offer consulting services. The onus for disclosure would rest with the advisor.

TPA and Consultant

Typically, if a TPA is offering Consulting services, the TPA would also offer administration services to their
clients. In practice, the client or consumer will choose the consultant on the basis of consulting services
offered as well as the TPA component. Choosing the consultant/TPA is most often independent of where
the insurance business will be placed. It can also involve a specific product or products offered by the TPA
and written by one or a number of insurers. The consultant in this case would be under the same
obligations, as any other advisor, to reveal the relationships they may have with the insurer(s) they are
recommending or approaching.

Application of Disclosure

The application of disclosure rules can be adhered to in the same manner as any other advisor where the
TPA acts as a consultant. In consideration of these facts we concur with the accompanying submission
primarily prepared by the CLHIA, with consultation with the primary stakeholders in the insurance industry





(Advacis, Independent Financial Brokers of Canada (IFBC), the Canadian Association of Independent Life
Brokerage Agencies (CAILBA) and TPAAC). We have made two modifications to the CLHIA proposal for
clarity purposes.

Bonus Arrangements

One area we wish to comment on in the Consultation Paper concerns the bonus amounts paid by insurers.
The paper indicated for group producers, that bonus compensation arrangements were available from .05%
to 30% of premium. In our collective industry experience, we have not seen any bonus arrangements that
approached the 30% of premium level. Bonuses are most frequently related to the commission received
and usually increase the commission amount by a percentage, if there is a bonus offered. The increase in
commission is usually a low level. A bonus of 30% of premium, or even less, would render the products
offered by that insurer uncompetitive and too costly to offer to a client. Group benefits are essentially
monthly renewable term coverage and there is not sufficient margin in the expenses of the plans (unlike
P&C or Individual Life) to offer any rich bonus schemes. A bonus arrangement for group would not produce
enough revenue, in our opinion, to encourage a group insurance advisor to place business with one
underwriter over another. Saying that, if there is any perception of bias because of a bonus arrangement,
that will need to be addressed in a disclosure statement.

Should you have any questions about our submission, please contact me.

John R. Moore
President,
Third Party Administrators’ Association of Canada (TPAAC)





Appendix

ADVISOR DISCLOSURE
(for application to Group Benefits and Group Retirement business)

When a plan sponsor is considering the purchase of a group life and health insurance or group retirement plan, 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 plan sponsor prior to the sales transaction. For the purposes of this document, “advisor” refers to anyone
receiving commission compensation for placing business with an insurer, other than an insurance company employee.

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 plan sponsors 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.

These disclosure items apply to situations where the insurer pays any form of compensation. They would not apply to fee-
only situations.





Disclosure ltem

1. Company(ies) with which
the advisor places or
recommends business

Consider ations

In group Situations, the advisor is representing
the plan sponsor, rather than the insurer. Thisis
an important distinction.

The advisor will, of course, provide information
about the insurer with which the businessis being
placed. Beyond that, however, information
should aso be provided about those underwriters
with which the advisor places business. Thisis
particularly important for licensed life agentsin
order to be compliant with regulatory
requirements.

Disclosure should reflect the advisor’s profile of
business placement (for instance, alisting of 25
insurance companies that the advisor has access
to may not be meaningful if most businessis
placed with only 3 companies, disclosure that
focuses on those companies used regularly, while
making the full listing available, may be more
useful).

Should not be excessively complex.

If choosing to disclose companies with which the
advisor has placed business over a period of time
(e.g., the past 12 months), should not show any
companies with which a contract has been
terminated. It isimportant that the plan sponsor
not have unrealistic expectations about which
insurers will or will not be approached.

Sample Wording

| represent you, the customer, and have access to <x #> of
insurers, but | place the majority of my businesswith A, B, and
C for group lifeand health products, and C and D for group
retirement products. | am associated with <abc> agency.

In Quebec, include:

With respect to this product, | am placing the businessthrough
<firm>.






Disclosure Item Considerations Sample Wording

Ontariorequiresthat advisorsdisclosein writing
the name of all insurersand providersof financial
productsor servicesthat the advisor represents
[O.Reg 347, s.15(1), 15(2)].

BC requiresthat advisor s disclose the name of the
financial institution providing thefinancial
productsor servicethat the consumer haschosen
[BC Reg 573/2004, s.3(1)(a)].

Quebec requires agentsto disclose names of
insurerswhose productsthey areauthorized to
offer [R.S.Q.c.D-9.2, s.31] and, when making an
offer of aparticular product, to disclosethefirm
being represented [s.14].

The Joint Forum suggeststhat advisors providethe
names of organizationsdirectly providing
remuner ation to the advisor.






Disclosure ltem

Considerations

2. Nature of
relationship with
insurer(s) providing
product

What does the plan sponsor need to know about
the advisor’ s relationship to understand if there
are factors that may influence the advice given?

Does an insurance company have any ownership
interests in the Advisor’'s agency? If so, disclose.
Alternatively, does the Advisor have any
ownership interests in an insurance company? |f
so, disclose the ownership interests above a
threshold of 10%.

Are there financing arrangements between the
Advisor and the insurer that are germane to the
plan sponsor’ s understanding of any biases that
could affect advice? Examples would include
(but are not restricted to) commission advances
(unearned commission advances not attached to
any specific case and within an 18-month
horizon) and loans (defined as a contractual
arrangement which includes interest rates and a
repayment schedule).

* * * * *

Quebec requiresthat agents disclose any business
relationships (if an insurer holdsany indirect or
direct interest in the owner ship of thefirm)
[R.S.Q.c.D-9.2,5.26].

Quebecrequiresthat if an agent isbound by
exclusive contract with asingleinsurer, that must
bedisclosed [R.S.Q.c.D-9.2, s.32].

B.C. requiresthat agentsdisclosetherelationship
between the financial institution and the agent
offering to providethe service or product [BC Reg
573/2004, s.3(1)(b)].

The Joint Forum of Financial Market Regulators
suggeststhat the advisor disclosetherelationship
between him/her self and the firm whose product is
being considered and any relationships among
firmsdirectly involved in a transaction.

Sample Wording

If thereis an ownership situation:

<Insurer(s)> hasa <xx%> ownership interest in my business
or
| have a <xx%> ownership interest in <insurer>

If no ownership situation exists:

(a) stay silent;

or

(b) No insurer holds an ownership interest in my
business, nor do | hold a material interest in any
insurance company.

If there are financing arrangements:

| have a loan with <Insurer(s)> and, in addition, have an
arrangement that allows for commission advances from
<Insurer(s)>. (Note: if other financing arrangements exist,
disclose.)






Disclosure ltem

Considerations

Sample Wording

3. How the advisor is
compensated

What information is needed for the plan sponsor
to understand the basic business relationship
between advisor and insurer with respect to
compensation?

The leve of disclosure should provide plan
sponsor/consumer with basic understanding of
how advisor is paid and from what sources.

Specific dollar amounts and commission
schedules not required unless specifically
requested in writing by plan sponsor.

This disclosure is also necessary for ASO/self-
funded sales.

The plan sponsor should be advised that any
future increases in compensation or commissions
will require their written approval.

If commission is negotiade, that fact should be
disclosed.

* * * * *

BC requiresdisclosure of whether commission or
compensation isto be paid by the financial
ingtitution to the agent offering to providethe
serviceor product [BC Reg 573/2004, s.3(1)(c)].

Quebec requiresthat if an advisor will receive
compensation from theinsured, they must disclose
thefact that they will also receive remuneration for
theproductssold [R.S.Q.c.D-9.2, s.17].

The Joint Forum suggests disclosur e of the method
of remuneration, any fees payable by client, and
names of organizations directly providing

remuner ation.

The Joint Forum’s Guidelinesfor Capital
Accumulation Plansreguirethat the plan sponsor
provide CAP member swith the description and
amount of all feesand expenses related to the plan.

In group insurance, some compensation schedules are set by
the insurance company and some are variable to reflect the
various services provided to clients by the advisor. | may
choose different model s according to the service scheduleyou
have chosen.

(if insurance company specifies a scale) My compensationis
specified by theinsurer with theinsurer andisincluded in the
price charged to you. Any futureincreasesin compensation
will require your written approval.

(if no specified scale) My compensation is a negotiable
element of your rate calculation and is paid to me by the
insurer. Any future increases in compensation will require
your written approval.

(If additional compensation from other sources, disclose.)






Disclosure ltem

Considerations

4. If the advisor may be
eligible for additional
compensation (cash or
non-monetary, such as
gualifier conferences)
based on other factors
(e.g., volume of business
placed in specific period of
time)

This builds on #3 to provide disclosure about the
fact of possible additional compensation and
other incentives.

Specific dollar amounts and commission
schedules not required unless specifically
requested in writing by plan sponsor.

Although not a disclosure requirement, an
Advisor should note that Quebec restricts
conference incentives to those with atraining
focus.

* * * * *

Quebec prevents advisorsfrom participatingin
contestsor promotionsasan incentiveto sell a
product unlessthe product meets the specific needs
of theclient [R.Q.c.D-9.2,r.1.3, Div 111 5].

Further to the above, Quebec allows an advisor to
bereimbursed for the costs of attending a
conference or convention provided itsmain
purposeistraining [R.Q.c.D-9.2, r.1.3, Div Il 5].

The Joint Forum suggests disclosur e of any other
benefitsfrom salesincentive programsrelated to
thetransaction.

Sample Wording

Company ABC has an additional compensation arrangement,
including a bonus, travel incentive, etc... In placing business
with Company ABC, | may become eligible for additional
compensation.
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5.

Disclosure ltem

Conflicts of interest

Considerations

What information does the plan sponsor need to
assess whether or not a conflict of interest may
be influencing the advice being given?

Note that the need to disclose conflicts of interest
gpplies on an ongoing basis, with respect to each
recommendation or transaction (and not just on
an account-opening basis).

In determining whether or not a perceived
conflict might exist which would require
disclosure, the advisor should consider:

Would the advice or product offered have
been different if the Situation or incentive
giving rise to the potential conflict of
interest did not exist?

Would it appear to areasonable, informed
third party looking at al the facts that the
advisor acted in the best interest of his/her
client?

Some perceived conflicts could be company
relationships (ownership or financing
arrangements, see #2) or the very fact of
compensation, (see #3 and #4).

Also included would be perceived conflict
associated with prohibited occupations or other
Stuationa circumstances (for example, power of
attorney, loans to and from clients, executor of
client'swill, etc.).

* * * * *
Ontario -- must providewritten disclosure of any
conflicts of interest [O.Reg 347, s.16].

Manitoba- if advisorsarein a conflict of interest
situation then they must avoid the conflict or

al al T

Sample Wording

If thereis no conflict:

a) stay silent

b) Inmy duty to disclose any conflict of interest withyou
as my client, I confirm that there is no conflict of
interest in regardsto the proposed sales transaction
that you are considering, and that my overall
recommendation takesinto consideration and isbased
on my analysis and assessment of your financial and
security needs.

If thereis a conflict:

The following situation may be perceived to be a potential
conflict of interest with respect to my recommendationsto
you. However, | confirmthat my overall recommendation
takesinto consideration and i sbased on my analysesand
assessment of your financial and security needs.

If thereisa conflict related to another occupation:

My position/profession as may be
perceived to be a potential conflict of interest with respect
to my recommendations to you. However, | confirm that
my overall recommendation takesinto consideration and
isbased on my analyses and assessment of your financial
and security needs.

1






Disclosure ltem

Considerations

remove themselves from the transaction, regardless
of disclosure. [Manitoba I nsurance Council
Conflict of Interest Guidelines].

Alberta— conflict isbased only on prohibited
occupations and the conflict situation must be
avoided, regardless of disclosure [AR 122/2001, s.
5(1)(g) and 5(2)(f)].

BC -- it isunethical for agentsto place themselves
in a conflict of interest with a client unlessthe
client hasapproved of the conflict after full
disclosur e of the conflict, preferably in writing
[Insurance Council of BC Code of Conduct for
Insurance Agents, Salesper sonsand Adjusters,
1999, p.15].

Sample Wording

For BC:
I, <client name>, have been infor med of, and under stand
the implications of, the conflict of interest, or potential
conflict of interest associated with my advisor <name of
advisor> inrelation to thetransactionsrecommended. |
agree to continue with my dealings with my advisor.

Client Signature date

6. Plan sponsor has
right to ask for more
information

Should you require additional information about my
qualifications or the nature of my business relationships, |
would be pleased to assist you.

Other information that you might
wish to include:
license(s) held
signature of agent
signature of client

| am licensed as a life and health insurance agent in the
province of

| am also licensed/registered in the following fields:

August 5, 2005







A submission in response to the CCIR & CISRO Relationships between Insurers
and Sales Intermediaries Consultation Paper of June 3, 2005.

A General Overview of the Document and the reasons for this debate:

It is rare to find a document produced for philosophical discussion that makes so
many assumptions towards an apparent foregone conclusion. | am perplexed by
the manner in which the authors of this report seem to assume their
presumptions will be welcomed by an industry they presume in need of reigning
in and a public they presume in dire need of protection from unfair practices. For
the most part | believe that the general public will take little interest in this
discussion. For the most part, as the report itself concludes before it begins,
there has not been found any evidence of unfair practices driven by
compensation issues in the insurance industry in Canada and there has
been very little made of the issue outside of debate within the industry and
between the industry and the regulators. To this reviewer it appears that there is
some bias in this consultation paper that presumes that certain industry
compensation practices may be perceived as unfair and that action must be
taken to correct this. It would seem to me that the whole of the report turns on
this perception and accordingly in review of this paper one is prompted to come
to an unfair conclusion.

Apparently the initial scope of the review for which this consultation paper was
made was to determine if unfair and illegal practices undertaken by some
insurers and brokers in the United States were in fact found to be being used by
some in Canada. One should be reminded that what occurred in the United
States was an illegal activity not specifically related to the delivery of insurance
products, but in the forum of bid rigging, price fixing and kick backs that would
not be agreeable, ethical or legal in any market sector. Much was made by the
regulator involved in the American incident in his media reports regarding secret
commissions and contingencies that were structured to the benefit of the broker
and insurers and to the detriment of the customers. This resulted in a media
attack on the insurance industry’s compensation practices and the issue of those
practices has become a reason for debate, particularly amongst the regulators of
the insurance industry in Canada.





After determining a thorough review of the industry and its compensation
practices in Canada the conclusion is made that there is no evidence that such
unfair and illegal practices occur in Canada, yet even this conclusion is qualified
by the reports authors who assure the readers that they are continuing to try to
find some and will act upon it when they do. One would expect a regulator or
group of regulators who completed an evaluation of the industry they were
charged to regulate and ensure of fair performance in the market place,
would be substantially ecstatic to find it operating the way it should be.
There would also be an expectation that much ado would be made about the
great job they were doing and how their study had conclusively proven that the
industry was healthy and fairly competing in the market place as a result of their
stewardship. We would look for comments of assurance to the public that they
have nothing to fear from this industry and that they would be fulfilling that often
overlooked role of a regulator, that of instilling consumer confidence in the
market it regulates. Strangely though, in the face of such positive news, a very
negative document has been produced throwing suspicion upon an industry and
its compensation practices. The motive for such is hard to determine and as one
engaged in this profession for a number of years | find the document somewhat
insulting in its insinuations.

The whole of this discussion seems to have arisen as a result of the media
attention in respect to the aforementioned illegal activities in the United States.
So far as this writer is aware there have been no documented complaints of
unfair industry compensation agreements made to any of the regulators involved
with this study in any jurisdiction in Canada. If there have been any number of
record, they are not referenced in this discussion document as they should be to
support the significance of the need for this review. There have also been no
changes in the manner of compensation or any “new” approaches to the issue of
compensation that might impact upon the market place and the consumer. These
compensation practices under review have been in place for decades some for
as long as the insurance business has existed and there have been no previous
issues of concern that they are unfair or biased and operate to the detriment of
the consumer in all that time. These compensation agreements form the part and
parcel of thousands of business contracts between insurance brokers, insurance
companies, Direct Writer salaried general agents, sub brokers and virtually
anyone selling the P&C and L&H insurance product in Canada. In their generality
they are a valuable part of the competitive process between sales agents and
their suppliers and through that produce a competitively driven market where the
savings provided by such competition are reflected in the final price of the
product to the consumer. It needs to be stated that the interference in this market
place by regulators as defined in the options placed for discussion in this paper,
will produce additional costs and restrict competition. The consumer will not
benefit from increased costs that will be passed onto them, nor from the lower
number of choices that will result from such restricted competition.





I've chosen to limit my response to the three questions arising from the executive
summary regarding policy options in the consultation paper. As I've concluded
that the need for any action whatsoever is redundant, answering the questions in
regard to the implementation of the discussed policy options makes little sense.
Suffice to say that in this writer's opinion there are no positive outcomes in the
implementation of this policy for either the industry or the consumer.

Q) Codifying the Public Interests.

It is offensive to me that there is a perception that people engaged in the
development and delivery of insurance products to the consumer need to be
regulated to put the needs of their customers ahead of their own. It would seem
apparent to anyone in any competitive environment that businesses who fail to
conduct themselves properly in their marketplace do not succeed for very long.
Our business is already highly regulated and quite difficult to get into. The
practitioner must pass an examination, move through various levels of
professional development and licensing each accompanied with regulated levels
of supervision, they must maintain a professional level of education and training
and stand before their peers if found in violation of the myriad of regulations they
are already bound by and the ethical considerations of them.

| am proud of the profession that | have chosen and in the way it operates. By my
own involvement in the regulatory process for over 4 years, I've seen virtually
every conceivable violation of the trust the consumer puts in the individual
working for them and even so, the number of such incidents is so infinitesimally
small in relation to the number of transactions that occur that it is hardly worth
calculating. There will always be people who violate the public trust and there
already exists much legislation and regulation to deal with these people as it
does adequately already. Individuals found in violation of the existing statutes are
dealt with by penalties and suspensions that are to the extreme in comparison
with other industries. The industry in Alberta is for the most part regulated by its
peers, which demonstrates the test of professionalism for the practice of sales of
this product and service. The evidence of that regulation supports the notion that
the system is presently working well and in no immediate need of adjustment.





I will submit that the current regulations in Alberta and similar legislation in other
jurisdictions adequately codifies the Publics Interests. A review of the Insurance
Act in Alberta, RSA 2000, Chapter 1-3, Part 4, Market Conduct, Sections 499
through 511 will lead anyone to this logical conclusion. In example the following
statute is quoted:

RSA 2000, Chapter 1-3 Section 509
(1) No insurer, insurance agent or adjuster may
(&8 make a false or misleading statement representation or
advertisement,
(b) engage in tied selling practice prohibited by the regulations
(c) commit any unfair, coercive or deceptive practice, or
(d) make any statement or representation or commit any practice or
act that is prohibited by the regulations.
(2) No person may, by means of misleading or false statements procure or
Induce or attempt to procure or induce any person to forfeit, surrender or
allow the lapse of any policy of insurance.

A profession approach by members of the insurance industry already exists
along with associations dedicated to the professional delivery of the products and
services and a peer driven independent quasi judicial body enforcing proper
market conduct. There is no evidence of a need for further interference in this
market place and the codification of Client’'s interests are well entrenched in
existing legislation and regulation already.

2 Restrict Performance-Linked Benefits Offered to Intermediaries

The components that form the ultimate price of any product consumed include a
number of common factors. The insurance product is no different. There is a
component relating to the cost of the pure product, one relating to the cost of
delivering it and one relating to the return on investment expected in competing
in the custom. The essence of the capitalist economic model all revolves around
the competition in all these components, which, according to the proven theory of
competition results in the best possible price received by the consumer. The only
time there is a deviation of this truth is where the number of competitors is such
that competition is stifled by a follow the leader approach or where through
government regulation a base line removes the competitive factors. | think there
can be no doubt that the insurance industry in Canada is extremely competitive
in every instance. There are well over a hundred companies competing in the
P&C business in most Provinces and in all sectors, excluding automobile in the
Government Auto Provinces and the Personal Lines business in Quebec where
the regulatory environment has stifled the number of companies willing to
compete there.





Every business operating in Canada remunerates on a performance linked
benefit basis. Distributors of all kinds of goods provide cost reductions for volume
purchasers along with bonuses for product promotion and display placement.
Auto dealers compete against other auto dealers based on their sales
achievements, even within their own brand name products. All kinds of
manufacturers reward their distributors on the basis of volume of sales. | cannot
think of any product that is offered for sale that doesn’t come with some volume
discounts or incentives for its successful distribution. There is no evidence
anywhere | am aware of that these incentives operate to the detriment of the
consumer. In fact there is considerable evidence that these reduced prices are
passed onto the consumer through product promotions, loss leading for market
share and discounts resulting in an advantage to the consumer. Performance-
Linked benefits form an essential part of the competitive model which will always
produce the best possible result for the consumer.

As noted in the discussion paper contingent commissions come in two forms,
one is based upon volume increases and the other is based upon the claims
results and profitability. Any insurance executive will confirm to you that they
have never put a successful marketing program together without being
competitive in price first. Paying additional commissions won’t win you market
share. There are simply too many options for the consumer for anyone to
influence the market place at the distributor level through the payment of higher
commissions or bonuses based upon volume. In Alberta in 2004 there were
roughly 6,600 Life Insurance brokers and agents working for over 1,400
Designated Representatives representing managing general agents, insurance
brokers, and direct writing companies. In the P&C business in Alberta in 2004
there were over 5,600 General Insurance brokers and agents working for 800
Designated Representatives representing Insurance Brokerages and Direct
Writing companies. It is a given that in a production based business each of
these license holders compete in the market place, even with others working for
the same sponsoring company. To suggest that an unfair advantage within the
market place could be created through Performance-Linked benefits offered by
any one company is simply absurd. The competitive dynamics should be
apparent to anyone.

In the second instance contingent commissions are based upon profitability of an
insurance book of business which is driven by loss experience. This form of
remuneration is only associated with the P&C part of the business. It is simply a
form of profit sharing which is calculated on the basis of the sales intermediary’s
success in selecting the best risks for the company as determined by the
company’s actuaries. This isn't done on the basis of the placement of insurance
in the form of priority for each customer. In fact it comes about through properly
matching the underwriting restrictions of the insurance company with the
gualifications of the customer. When done correctly it will produce the best price
and the best product for the customer and the best risk for the insuring company.
This is driven by actuarial assumptions, which should properly be reflected by the





underwriting restrictions for the classes of risk (customer) selected. The better
the job done, the better the returns for all parties as in a competitive environment
the class of insurance customer that has the fewest losses will be competed for
the most and will ultimately receive the best possible price. Stifling the
competition for these good insurance customers by restricting the benefits that
can be offered in selecting them will produce an adverse result for the consumer.
No one will receive a preferred rating as all the insurance risks will be reduced to
their mediocre value from an underwriting and actuarial perspective. The
incentive for the broker or agent to do the best possible job to match his
customer to the best possible rate in the market will be removed as well.

It should be noted that contingent profit sharing is always subject to a large group
of customers and is not driven by the specific considerations of any individual
customer. It should also be noted that local catastrophes such as hail storms will
wipe out all the actuarial assumptions in these programs and the payment of a
contingent commission is by no means a certainty for which the agent broker can
take proactive action to achieve. It is well known in the industry that in some
locations achieving a contingent profit commission cheque is almost as likely as
winning the lottery, no matter how well the broker or agent does the job.

The last word on this subject is such that this form of compensation in the P&C
business has been in use since this business began. The recognition that the
agent/broker is an essential part of the underwriting process and the reward for
the success of this process forms part of any contract between a broker/agent
and his company’s or company. It is in common usage in every country where
P&C business is conducted and in its general use bears no resemblance to the
process of abuse conducted in the United States and referenced in by the
regulatory body there.

3 Enhance Transparency of Compensation, Ownership and other
Financial Interests.

Many people reading this consultation paper are somewhat at a loss at the
bundling of the issues in the L&H business with those of the P&C business. The
two facets of the insurance business bear little resemblance to each other when
comparing the compensation arrangements and delivery models. It is my opinion
that the complexity of remuneration agreements in the L&H business are such
that no useful service will be accomplished through revealing the compensation
in a Life insurance policy sale. To fully disclose all the agreements would place
the entire delivery model of L&H business into jeopardy. Revealing the specific
arrangements between Insurance Company’s, their Managing General Agents
and their sponsored producers would simply cause chaos within the industry and
serve no useful purpose to the customer. In effect, the simple fact that the agent
has an interest in the outcome of the sale is apparent to anyone and is there
really a need for any further notice. The ethical responsibility to ensure the
interests of the customer come first in the sales transaction notwithstanding,





does anyone assume that the salesman responding to their needs is working
altruistically? Others far more qualified and involved in the L&H business may
well wish to add substantially to this topic from their interest and perspective. My
main involvement in the industry is on the P&C side of things and | will restrict my
further comments to this consultation paper and its questions from that
perspective.

Generally speaking in the P&C business there are three parts to the intermediary
incentive model that the consultation paper feels a need for disclosure and
transparency on.

1. Commissions of any nature.
2. Loans from Insurers to sales intermediaries.
3. Share ownership and interest in a sales intermediary by an insurer.

As we know, parts of the P&C industry have already moved to increase the level
of transparency in disclosure to the public of the compensation arrangements in
place on the product they are purchasing. In Ontario a disclosure form has been
agreed to by the insurance brokers that summarizes the averages and fully
recognizes all forms of benefits received from the insurance company the
business is placed with by a broker. By an agreement with the Superintendent of
Financial Institutions in Ontario this was done even retroactively with a full scale
mail out of the disclosure notice to all customers by the brokers. To this end, in a
recent discussion of the mailing out of these notices with an Ontario Broker to
over 26,000 customers it was noted that in not one instance has there been a call
to any of their offices in regard to the letter sent to them. As | have been often
noted to state, decisions made in Ontario are not by that nature necessarily
correct. As a businessman | can comprehend the cost of mailing 26,000 pieces
of correspondence and would normally look for some kind of return on an
investment like this. To this end there is no justification for this as in my opinion
the market place has no interest in the issue. Of course the costs of this are
unrecoverable and draw against past revenues already earned and accounted
for, yet we find in the consultation paper a flippant attitude towards the increased
costs and the burden of them in regard to a discussion about this notice. We
have also seen a direct writing P&C company move to disclosure of the
compensation of their agent on the declaration page of their insurance policies,
and initial reports are the customers do not seem to show much interest in the
matter. So the question that needs to be asked before the discussion of
transparency and disclosure is what is the issue here?

In General terms, we have no objection to revealing the remuneration we receive
on the products we sell. In fact, for the most part if the consumer is interested all
they need to do is ask. The information about commission rates, contingent
bonuses and ownership of the brokerage are not considered a secret in the
trade. There is a limit in this regard though where the disclosure of these things
may well violate private agreements and the right to privacy in them. | remain of





the opinion that competitive pressure will never allow a compensation agreement
to severely impact upon the insurance consumer. The many choices available to
the consumer, especially in regard to personal lines business are such that the
issue of how much money the seller is making is of much less concern than how
much money they have to pay. The yellow pages are full of options to explore
and any insurer or broker or agent who attempted to extract a competitive
opportunity from the market place would find themselves quickly heeled by
others wishing to exploit the same opportunities.

We've discussed somewhat the terms of agreements between the Brokerage or
Direct Writing Managing Agent but what about the other agreements in place? In
general terms many agents and brokers work in a level below that of their
sponsoring agent. The splits of commissions between a Broker principle and a
sub-Broker are a competitive factor between employers in competition for the
sub-broker. An employer Broker may well lend an employee/agent money for one
thing or another is this to be disclosed to the consumer as well? Will one
employee broker or agent have to have his negotiated arrangement within the
brokerage or agency disclosed to all the others that work there?

In specific regard to loan agreements between insurers and intermediaries or
even between the intermediary and their employees or sub-brokers, these
facilities remain important to the industry. Contrary to the perception glossed over
within the consultation paper that they exist for the most part to provide funds to
“purchase other intermediaries” in fact more often than not they provide a source
of funds for succession of the business to another member of the family. This is
evident with both Brokers and Direct Writer Agents as well. As to the successful
growth of any business, often a source of additional funds for expansion or even
the purchase of another business is necessary. The goodwill nature of the
insurance business does not lend itself well to the collateral requirements of
Canada’s banks. Nor are their many other lenders interested in funding the
insurance business. It is of considerable concern to those of us in this business
that the implementation of disclosure requirements proposed in regard to these
loans may well make it more difficult to arrange needed financing. This could
have extremely negative impact upon the industry. Intermediary Companies
unable to obtain financing for their operations would be unable to expand and
take advantage of competitive opportunities or sell their businesses for a fair
price. The lack of available financing would impact negatively on the value of
these businesses as well and people who have invested their life’s work in
building a going concern that they could sell to sustain them in their retirement
may find themselves disadvantaged.





| think in this regard we find that disclosure becomes an issue especially where it
impacts upon proprietary arrangements between suppliers and distributors at
whatever level they may compete at. The insurer who has entered into an
agreement with a broker for higher commissions and contingencies on account
the commitment that broker has made to providing additional levels of service to
the insurer may well not wish to have the contents of that agreement known to
other brokers it sponsors. Here there may well be a value added reason for a
different compensation arrangement that provides a competitive advantage over
a competitor insurance company. This arrangement revealed by a disclosure
requirement will no doubt remove the competitive advantage. Do we really want
to impact the market place through regulation that restricts fair competition?

The requirement to disclose margins of return is not practiced in any other
business. It is not expected by the buying public nor demanded of the insurance
industry as some regulators have concluded. These issues of transparency that
are bandied about within this consultation paper as in dire need of
implementation for the public good were once considered proprietary and
sacrosanct. The motivation to regulate their implementation is difficult to
understand.

Having said all this on this issue, the provision of disclosure of the differences
between what an insurer charges and a broker/agent receives is not so
distasteful that it is to be rejected out of hand, even if the need is not apparent.

As to the ownership of a sales intermediary, the conclusion that ownership of the
sales intermediary results in unfair product promotion is made with no supporting
facts, just biased assumptions. Has anyone considered the fact that a brokerage
with total or partial ownership by an insurer is still a brokerage placing business
with many different insurers? Is it not apparent that if that brokerage firm was
found selecting against any of its markets in favour of its owners it would soon
lose those contracts with the other insurers? These assumptions put forth in the
consultation paper reflect a complete lack of understanding of the competitive
process in the P&C business and the role of the brokerage firm in that process.
As to the actual ownership of any business, this information is readily available to
the general public. The share structure and ownership of a corporation is easily
found at the nearest provincial corporate registry and is not restricted from
anyone who desires it. To what purpose does it serve to have it revealed to every
client?





In Summary:

This consultation paper makes much of the need for additional regulation and
interferences in the insurance market place to protect the interests of the
consumer, but provides no evidence of the need. The conclusion is put forth in
the document that there is no ethical component to the role that the intermediary
plays in the delivery of insurance products and services in Canada yet provides
no evidence to support this conclusion other than the stated opinion based upon
the perception of the author(s). The inference that the delivery of insurance
products to the Canadian buying public is detrimentally influenced by
compensation agreements, the provision of loans and share ownership of
sales intermediaries is made but not supported by any evidence of such.

It is this writer's opinion that the industry in Canada has been serving the
insurance market place in Canada very well. The evidence of the ethical
behaviour by sales intermediaries in Canada is overwhelming when the statistics
of complaints, investigations and convictions are reviewed. The industry is well
regulated and the public is well served by the existing regulations. Any concerns
about the industry arising out of the events that were discovered by the Spitzer
inquiry do not arise from the manner in which the business compensates sales
intermediaries, owns or finances them. The illegal activity that occurred in
America was a crime that would not have been prevented by any additional
regulation on the business. Criminals don’t follow the rules. Conspiracy, bid
rigging and kick backs are already illegal, transparency and other matters’ not
withstanding it's doubtful that anyone participating in such schemes would
disclose them in any event.

| will close with a variation of the first question asked in the Executive Summary
of the consultation paper:

What is the issue and how is it of concern to Canadians?
July 27", 2005

Thom. C.J. Young, C.E.O., Lundgren & Young Insurance Ltd.
thom.young@landy.ca www.landy.ca
C.E.O,, Southland Registrations Ltd.
Member, The General Insurance Council for Alberta
Director, The Independent Insurance Brokers Association of
Alberta
Director, The Facility Association of Canada
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August 3, 2005

Michael Grist

Chair, Canadian Council of Insurance Regulators
c/o Stephen Paglia, Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85 17" Floor

Toronto, Ontario M2N 6L9

E: SPaglia@FSCO.GOV.ON.CA
Dear Mr. Grist,

The Toronto Insurance Conference is pleased to offer our response to your call for comments on the
consultation paper entitled Relationships between Insurers and Sales Intermediaries, released June 3,
2005.

The Toronto Insurance Conference (TIC) represents and promotes the common interests of GTA-based
commercial insurance brokers. Our 24 member brokerage firms represent:
» Brokerages whose commercial insurance business represents 65% or more of their overall
property & casualty business (as opposed to personal lines clients);
= Allsizes of businesses (SMEs as well as large multi-national brokerages);
= Approximately 1,800 professional brokers (and an equal number of support personnel) committed
to serving the best interests of our clients; and
= In excess of $2 billion in total premiums for commercial P&C insurance.

TIC has worked in consultation with the Insurance Brokers Association of Canada (IBAC) and Insurance
Brokers Assaciation of Ontario (JBAO) and supports their responses to the CCIR’s consultation paper.
We would, however, like to provide our perspective as predominantly commercial insurance brokers to
highlight the following three discussion points:

= Priority of the Client’s Interest

= Contingent Commission

» Disclosure and Transparency

Priority of the Client’s Interest

Itis a fundamental principle for any broker that the client's interests must always take precedence. TIC
member brokerages specialize particularly in customizing insurance products to meet our commercial
clients’ risk profiles. The inherent role and recognized value of an independent insurance broker is to
exercise that autonomy to assess the potential business and other risks faced and to ensure that the
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solutions offered and adopted best suit the needs of the client to properly protect their interests should an
unforeseen event occur. The consumers’ demand for product customization establishes the primacy of
their needs over the broker’s self-interest.

Any inappropriate product proposals, pricing or risk assessment would be detrimental to the client
relationship, especially in this highly competitive insurance marketplace. it makes no sense for an
insurance broker to make recommendations that are to their own advantage, and so compromise the best
interests of their clients. This is even more apparent when considering the large risk that a broker would
take by doing so, as inevitably the client would be lost, compared to the small gain that they might achieve
in the short-term.

Contingent Commission
TIC's member firms believe strongly that the practice of contingent commission between insurers and its
sales intermediaries, found in almost every industry sector where sales distribution plays a part, are
founded in normal business practices and do not constitute a conflict of interest. In our business the risk
assessment and product decision-making role that insurance brokers perform for their clients is not
influenced by the potential for annual contingent commissions, for the following reasons:

» Contingent commissions are based on Insurers’ results, not volume.

= Contingent commissions are based on the aggregate results of a broker's entire portfolio, not on

an individual client’s policy.

The conclusions of recent Wharton report released in the U.S. support this viewpoint, that it would in fact be
counter-productive for a broker to attempt to manipulate contingent profit results. We feel it is apparent that
the system and the competitive marketplace in Canada are not conducive to the unique and distinctly
fraudulent activities revealed in the U.S. in the fall of 2004. Such acts are outside the normal business
practices of brokers and, as your own research found, are not pervasive. Therefore restrictions on
contingent commissions are not necessary.

Disclosure and Transparency

TIC worked closely with IBAC and IBAQ in the development of the Broker Point-of-Sale Commission
Protocol implemented as of January 2005 in Ontario. This model has the support of insurers and is
monitored by RIBO (as per section #14.7.1 of the RIBO code). TIC members have supported and adopted
the voluntary protocols; we understand the value, professionalism and respect that are gained when
operating with greater transparency with our clients. We are confident that the implementation of these
protocols provides our clients with the information they need to understand a broker's compensation and
any potential or perceived conflict of interest, as disclosed verbally, in writing and/or on websites.
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In Conclusion

= As there are already existing regulation and appropriate practices successfully adopted in Ontario, we
recommend that no further regulation need be implemented.

= As the findings of CCIR and RIBO support, there is no current wrong-doing and furthermore, no real
inherent risk of fraud or conflict of interest within the insurance market.

= As the property and casualty insurance industry is uniquely different from life and health insurance
and/or any other financial sector, we strongly recommend that distinctions be made at all levels. Please
recognize that ‘one-size does not and cannot fit all.’

= Furthermore, with provincial regulation and protocols already in place in Ontario, we recommend no
further rules or regulations be implemented, either provincially or federally. We anticipate such action
would only confuse consumers further and unnecessarily complicate broker-client relationships, and
would add a financial burden to the process which will inevitably translate into an additional financial
burden on the insurance consumer.

As commercial insurance brokers, TIC member firms are proud of the services and advice we offer to our
business clients. We are confident that our clients benefit greatly fram our understanding and assessment
of risk and exposure and our expertise in delivery of products and services. TIC members will continus to
reinforce the trust that has been the foundation of their client relationships in Canada for nearly 100 years.

If you have any questions regarding any of the above or other issues not covered, please do not hesitate to
contact me further. We look forward to the next phase of the CCIR's consuitation process.

Sincere

—

Justin MacGregor
President, Toronto Insurance Conference
President, Hugh Wood Canada





