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Introduction

dvocis appreciates the opportunity to provide

its comments to the Industry Practices Review
Committee (IPRC) of the Canadian Council of Insurance
Regulators (CCIR) and the Canadian Insurance Services
Regulatory Organizations (CISRO) on its most recent
discussion paper Managing Conflicts of Interest:
A Consultation Paper on Enhancing and Harmonizing
Best Practices, released on February 13,2006.
We commend the IPRC for its efforts in creating
a transparent consultation process, one that has
provided all interested stakeholders with ample
opportunity to provide input to the Committee on
these important issues.

As a result of its consultations and its own fact
finding activities, the IPRC proposes three broad
preliminary recommendations in the Consultation
Paper for regulators across Canada to consider and
industry associations to support as appropriate means
of managing actual or potential conflicts of interest
associated with insurance advice or transactions:

1) Priority of the client’s interest: An intermediary
must place the interest of policyholders and
prospective purchasers of insurance ahead of
his or her own interests.

2) Disclosure of conflict or potential conflict of
interest: Consumers must receive disclosure
of any actual or potential conflict of interest
that is associated with a transaction or
recommendation.

3) Product suitability: The recommended product
must be suitable for the needs of the consumer.

In general, Advocis believes that the IPRC's
principles-based approach to enhance and
harmonize best practices across the industry and
in all jurisdictions is an appropriate response to
achieve its objectives established at the onset of
its consultative process. Advocis members already
adhere to these types of practice standards in their
dealings with consumers, and as such are ahead of the
curve in protecting consumers’interests. For example,
the Advocis Code of Professional Conduct requires
members to act with integrity, disclose conflicts of
interest and act in a client’s best interest,among other
things. Advocis has emphasized throughout the
entire consultative process over the past year that its
members have been adhering to a code of conduct
since the Association’s creation a century ago, which
includes the priority of the client’s interest.

With respect to disclosure of real or potential
conflicts of interest, Advocis, in cooperation with
other key industry groups, has already developed
a standardized disclosure approach in the Advisor
Disclosure Reference Document following the
introduction of Ontario Regulation 347/04 in
November 2004. The document provides sample
disclosure language when advisors recommend
insurance products to consumers including
disclosure of real or potential conflicts of interest,
how the advisor is compensated, insurers with whom
the advisor deals with regularly, and financial and
ownership relationships with insurance companies.
Advocis has simplified disclosure compliance for
advisors by developing an interactive web-based
tool, which automatically generates disclosure letters
for each transaction or recommendation, and takes
into consideration provincial requirements across
Canada. Moreover, managing conflicts of interest is
enshrined as a professional practice standard in the
Advocis Best Practices Manual.

Professional financial advisors undertake a
thorough client needs analysis before making
any recommendations on particular products to
consumers, another important practice standard
forming an integral part of our Best Practices
Manual. Product suitability as it is referred to in the
Consultation Paper is already a significant part of the
professional advisor’s role in ensuring that the client
meets his or her goals. As such, Advocis is in favour of
providing appropriate product suitability information
to consumers to enhance their understanding as to
why a particular product is being recommended by
the broker or agent.

The IPRC is seeking input from stakeholders on
i) whether the principles or outcomes outlined in the
Consultation Paper reflect appropriate best practices
in managing potential conflicts of interest, ii) practical
problems associated with the implementation of
the recommendations, and iii) the role of industry
associations in supporting their members in
implementing these principles. Each of these key
considerations is addressed below as part of our
comments on each of the recommendations
proposed in the Consultation Paper.
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Priority of the Client’s Interest

he IPRC has concluded that many codes of

conduct, insurance council by-laws, and industry
association codes contain provisions that are consis-
tent with the principle of the priority of the client’s
interest. Notwithstanding, the IPRC believes that this
principle, specifically that an intermediary must place
the interests of the policyholders and prospective
purchasers of insurance ahead of his or her own
interests, should be harmonized between jurisdic-
tions to avoid situations where agents and brokers
may be subject to differing requirements in industry
codes, by-laws or regulations, and that, wherever
possible, harmonized language should be used to
describe the priority of the client’s interest.

Advocis and its predecessor organizations have
had a code of professional conduct in place since the
Association’s inception in 1906, which our members
are bound to abide by in their business activities
and in liaising with clients and suppliers of financial
products and services as a condition of membership.
Enshrined in the Advocis Code of Professional Conduct
are the key principles that the IPRC espouses.

An Advocis Member shall act in the client’s
best interests.

An Advocis Member shall disclose any conflict
of interest in providing products and services.

Our Best Practices Manual, a copy of which is issued
to each member, and is updated regularly as an ever-
green resource for financial advisors, discusses these
requirements and in particular elaborates on the
requirement to uphold the client’s best interests with
the following guidelines:

*  An Advocis Member shall act in a manner that
places the client’s interests above an Advocis
Member’s own interests.

* An Advocis Member shall be objective in
serving a client’s interests.

The Advocis Code of Professional Conduct principles
and supporting guidelines are intended to result in
similar expected conduct that the IPRC wishes to
promote, such as a broker or agent must:

« not knowingly prejudice the interests of a
consumer for personal gain;

« not take advantage of a client’s or an insured’s
inexperience, ill health or lack of sophistication;

*  be both candid and honest when advising
the client or consumer; and

* must act with integrity, competence and
the utmost good faith.

In fact, Advocis reinforces these outcomes through
additional principles in its Code. For example,
Advocis has codified the principle of integrity
and competence.

An Advocis Member shall act with integrity.
Guidelines:

»  An Advocis Member’s personal and
professional integrity is the foundation for
public trust in the Advocis member.

+ Integrity demands honesty, trustworthiness,
and candor, which must not be compromised
for an Advocis Member’s personal gain or
advantage.

An Advocis Member shall act competently.
Guidelines:

+ Competence is the knowledge and skill held
by an Advocis Member applied effectively
while proving products and services.

+ Competence is gained through appropriate
education, training, work experience and
is maintained through a commitment to
continuous learning.

+  Competence includes the wisdom to
recognize the limitations of one’s knowledge
and when consultation or client referral
is appropriate.

It is important that consumers of insurance are
familiar with the principle of priority of the client’s
interest and are confident that their advisor is
upholding their interests in any recommendation or
transaction. We believe that the intent of the Advocis
principle on the priority of the client’s interest is
aligned with that of the IPRC’s proposed principle.
Advocis would support an initiative to develop
standardized language where possible along these
lines to be implemented across Canada through
various voluntary means, such as through professional
codes of conduct, not unlike that which is in force
for Advocis members. Furthermore, we believe that
industry associations are well positioned to develop
such an approach, and are equipped to promote such
a principle to their members who deal directly with
the public.
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Disclosure of Conflict or Potential
Conflict of Interest

he IPRC recommends that insurance consumers

must receive disclosure of any actual or potential
conflict of interest that is associated with a transac-
tion or recommendation, which should be brief and

relevant to the purchase decision in order to be useful.

In addition, disclosure formats should be flexible and
tailored to different products and distribution chan-
nels. The goal of such disclosure should be to ensure
that the consumer is informed of all relevant informa-
tion before making a purchase decision,and should
specifically include:

« Insurers represented and the name of any
insurer(s) with which a significant volume of
business is placed;

+  Extent of the search by the broker or agent for
a competitive price and suitable product within
the markets available to that agent or broker;

+  Methods of compensation (salary, commission
or other arrangements such as contingent
profit commission or bonus); and

+  Other relationships that may create actual or
potential conflicts of interest, including owner-
ship, loans and other financial links and non-
monetary benefits. (The IPRC recognizes the
importance of access to capital by brokerages
or agencies, which can support efficient and
competitive distribution channels - agents,
brokers and insurers should ensure that any
such arrangements are not detrimental to the
interests of the consumer such as restricting
choices of insurers).

In the November 2005 document Summary of
Responses on the Consultation Paper on Relationships
Between Insurers and Sales Intermediaries — Achieving
Best Practices, the IPRC found that there appears to be
general agreement among industry stakeholders that
certain disclosure by intermediaries is necessary in
managing potential conflicts of interest. Advocis is in
favour of meaningful disclosure to consumers.

In order to better harmonize disclosure require-
ments across Canada, which is beneficial to consum-
ers and intermediaries, the insurance industry worked
cooperatively in 2005, and continues to do so today, to
develop voluntary measures regarding intermediary
disclosure in order to create a consistent approach
in dealing with enhanced disclosure requirements of
real or potential conflicts of interest. As referenced in

the original CCIR/CISRO IPRC Consultation Paper of
June 2005, Advocis worked with the Canadian Life
and Health Insurance Association and other industry
associations through the Intermediary Disclosure
Working Group to create a disclosure reference docu-
ment for advisors that was completed in March 2005
(the“Advisor Disclosure Reference Document”).

The Advisor Disclosure Reference Document
provides sample disclosure statements to guide
insurance advisors in complying with intermediary
disclosure requirements for all client transactions.
With the exception of disclosure related to the
extent of the search by the broker or agent for a
competitive price and suitable product within the
markets available to that broker or agent, the Advisor
Disclosure Reference Document provides industry
approved language for each of the recommended
disclosures. It provides guidelines for disclosure on
the insurers the broker or agent represents and the
nature of the relationship with those insurers, how
the advisor is compensated, and a broad conflict of
interest disclosure statement which is intended to
capture any situations, including other relationships,
that may be perceived to be a potential conflict of
interest with respect to a product recommendation.

This industry standard has been made available to
all Advocis members through direct communications
and through our website www.advocis.ca, and each
of the participating associations and organizations of
the Working Group have made it available through
various communication channels to insurance inter-
mediaries across Canada. Industry associations have
been engaged in a massive communications initiative
to ensure brokers and agents across Canada are using
the Advisor Disclosure Reference Document and, where
necessary, complying with the regulations.

Advocis has taken the additional step of devel-
oping an interactive web-based tool for advisors to
generate transaction and recommendation disclosure
letters based on the industry-approved Advisor Disclo-
sure Reference Document, allowing advisors to custom-
ize letters for each client and in each jurisdiction. For
example, generated letters disclose the companies
that agents represent, financial relationships they may
have with those companies, and whether an actual or
potential conflict of interest exists. It is important to
note that this web-based tool has been made avail-
able to all agents and not just members as a contribu-
tion to the harmonization of practice standards across
the industry.
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The Advisor Disclosure Reference Document and the
Advocis web-based tool provide a consistent set of
disclosure requirements for insurance intermediar-
ies. This industry-led initiative, which was initiated
partially in response to enhanced conflict of interest
disclosure rules introduced by Ontario in late 2004
(Regulation 347/04),is an example of how industry
associations can play an effective role not only in har-
monizing practice standards across the industry, but
also as a conduit to widespread compliance of such
standards. Furthermore, as a result of the introduction
of Regulation 347, Advocis quickly updated its Best
Practices Manual to incorporate enhanced conflict
of interest disclosure requirements in its Letters of
Engagement, setting the highest standard for financial
advisors through this resource tool.

Advocis believes that, building on the success of
this industry-wide initiative, industry associations
should continue to promote widespread compliance
of these industry standards to all market participants.
Should other jurisdictions decide to implement
conflict of interest requirements similar to those
introduced in Ontario, the insurance industry is already
well positioned to comply, based on the efforts of the
industry to establish disclosure practice standards
on principles currently in existence within the
regulatory framework.

With respect the IPRC's recommendation that
disclosure should also include the extent of the search
by the broker or agent for a competitive price and
suitable product within the markets available to that
agent or broker, we believe that this element should
form part of the overall product suitability, namely that
the recommended product is suitable for the needs
of the consumer where similar products in the market
exist. As such we comment on this aspect of disclosure
in the section below regarding product suitability.

In addition to recommendations that intermediar-
ies disclose certain relevant information to manage
any real or potential conflicts of interest, the IPRC also
recommends that all insurers should disclose on their
websites or make publicly available clear and concise
information about their relationships with intermedi-
aries, such as:

« Ownership, financial links or arrangements
with intermediaries, such as loans;

«  Methods of compensation, including percent-
age range of compensation, for each major
line of business or type of product; and

« Non-monetary benefits and contingent profit
commission or bonus.

The stated purpose of such additional disclosure
is to empower consumers to take a more active role
in making decisions about their insurance purchase.
Thus, if consumers understand the range of prod-
ucts and companies available to the broker or agent,
they can decide if a further search (for example, for a
more competitive price) is required, and if consumers
understand factors that might influence a product
recommendation, it may encourage them to ask
additional questions.

Disclosure of ownership and financial arrange-
ments between advisors and insurers already forms
part of the Advisor Disclosure Reference Document
standards developed by the industry. Therefore, a
similar disclosure made by insurers in circumstances
where consumers may perceive the relationship could
give rise to a possible conflict of interest would serve
to reinforce information provided to the consumer by
the advisor on conflicts of interest arising from owner-
ship or financial relationships. Moreover, it would
provide information to consumers that the insurance
intermediary may not necessarily be aware of in terms
of ownership or financial relationships that exist.

The recommendation that insurers disclose
methods of compensation, including percentage
range of compensation, for each major line of business
or type of product,and any non-monetary benefits
and contingent profit commissions or bonuses is a
more intricate issue because of the nature of how
compensation is calculated and paid in the life and
health insurance industry and the fact that it can take
on many forms. Depending on the intermediary’s
specific distribution channel, compensation to the
advisor or intermediary may vary substantially for
the same product offering, notwithstanding that the
premium paid by the customer would be unchanged.

There is no simple answer to the question “what
should be disclosed?” More importantly,agent com-
pensation represents only a fraction of the total costs
paid by consumers in the purchase of life and health
insurance products. Insurers are best positioned
to provide accurate and meaningful information to
consumers with respect to the costs associated with
the sale of insurance policies. Only the insurers know
and can disclose the total costs and can provide the
information in a consistent manner. Disclosing to
consumers a cost breakdown of the policy premium
is potentially a viable option to the proposed IPRC
recommendation. This sort of information would be
meaningful to consumers in their decision making
process as a sub-set of all other information disclosed
to consumers for the purpose of mitigating conflicts
of interest.
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Moreover, costs are relatively consistent across
the entire industry. As a result, insurers are in the
best position to prepare the disclosure in the same
way that they state insurance premiums. Disclosure
in this consistent manner would allow consumers to
see and compare costs of dealing with the various
insurers, without confusing them with complex or
unnecessary information that takes away from the
decision making process.

Finally, it is imperative that guidelines on acquisi-
tion cost disclosure be developed by the industry.
This will ensure that a consistent reporting approach
is taken so that consumers will have the confidence
that information on insurer products is comparable
and therefore meaningful.

Product Suitability

he third and final major recommendation of the

IPRC relates to product suitability, more specifi-
cally the principle that the recommended product
must be suitable for the needs of the consumer. The
IPRC states that it expects that brokers and agents will
explain to their clients and document the reasons for
recommending a particular product, and in situations
where the product is offered without advice, the advi-
sor should inform the client that no advice is being
offered. In essence, if the broker or agent can effec-
tively demonstrate that the product recommendation
is suitable and has made the appropriate disclosures,
then any actual or potential conflict of interest arising
from compensation, ownership or financial relation-
ships is likely to have been effectively managed. The
recommendation is based on achieving the following
expected outcomes:

«  Abroker or agent should conduct fact finding
appropriate to the circumstances and assess-
ment of the client’s insurance needs;

+  Needs assessment should be flexible — the
assessment should reflect factors including
the underlying risk, the client’s objective and
complexity of the product being sold; and

+ Anagent or broker’s product recommendation
should meet the client’s needs.

Professional financial advisors undertake a
thorough client needs analysis before making
any recommendations on particular products to
consumers, which forms part of the client information
gathering stage and confirmation of the client’s
goals and objectives as outlined in the Advocis Best
Practices Manual. We believe that documenting the

needs assessment and providing consumers with a
product suitability assessment is feasible along the
lines contemplated by the IPRC.

When consumers are informed of the reasons why
a particular product is recommended and the extent of
any market searches done by the intermediary, they can
make decisions on how best to proceed with the recom-
mendation, for example if a further search is required.
This is one approach of ensuring consumers understand
that the offering of a particular financial product is at
least of equal benefit to another in the market and, if
not, why. Product suitability could address:

1) Demonstrating that the product recommen-
dation to the consumer meets his/her needs
(i.e., product suitability), in effect an explana-
tion of why a particular product was chosen
over a wide array of others in the marketplace.

2) Demonstrating that the product is com-
petitively priced through comparisons where
possible, which is a price transparency issue, or
put differently a ‘value-for-money concept.

Such information would indicate to the consumer
that the product recommendation is based on a num-
ber of criteria, including:

« suitability of the product for a client’s needs;

+ availability of adequate or comparable
substitutes;

+ agent’s relationship with the insurer; and

+ experience with the insurer’s underwriting,
claims handling of the insurer,and the
ongoing administration of insurance policies
by the insurer.

Advocis is in favour of the IPRC's product
suitability principle and supporting ways to
promote widespread compliance to all insurance
intermediaries. Documenting product suitability
would be a natural extension of our existing
guidelines on needs analysis found in our Best
Practices Manual. The most appropriate approach
of introducing product suitability documentation
standards for intermediaries is through industry led
initiatives such as the development of the Advisor
Disclosure Reference Document. Moreover, Advocis is
prepared to examine ways of promoting an updated
Best Practices Manual to all intermediaries in order
to support the product suitability principle in a
consistent manner. It is important to note that our
Best Practices Manual is a continuous work in progress
and is updated regularly to provide financial advisors
with the most appropriate tools to serve consumers,
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whether they are practice standards or regulatory
requirements. We are in the process of developing
further details regarding product suitability elements
and how best to implement them across the industry,
and would be pleased to share this work with the
IPRC once it is completed later this Spring. This will
also allow us to work with all relevant stakeholders in
devising an industry approach.

Implementation of Recommendations
and Next Steps

he IPRC outlines a set of next steps following the
review of stakeholder input on these preliminary
recommendations, which include:

»  Finalization of its recommendations;

+  Communication plan presented to the CCIR
and CISRO for consideration in Spring 2006;

«  Each provincial regulator will evaluate the
circumstances in its own jurisdiction to
determine what, if any changes are necessary
to implement the recommendations; and

+ Ifimplementation of the recommendations
should be accomplished through legislation
or regulation, then the recommendations
would become a matter for consideration
by governments.

Advocis is sensitive to regional differences, as it
has members across Canada, and is aware that the
provinces can implement the recommendations

to reflect any local or regional issues. However,

we encourage all provincial regulators and their
respective governments to develop a consistent
strategy in implementing any final recommendations.
This will serve to reinforce harmonization of practice
standards across the industry and across Canada,
which has clearly evolved as the main theme of this
regulatory initiative. Industry associations also provide
an important and effective channel towards achieving
compliance of harmonized practice standards. Advocis
will examine ways of promoting its Best Practices
Manual to all intermediaries as a vehicle to support
the IPRC’s principles associated with the priority of

the client’s interest, conflict of interest disclosure and
product suitability in a consistent manner across the
entire industry and all jurisdictions.

While the IPRC’s recommendations are intended
to enhance and harmonize best practices taking a
principles-based regulatory approach, the Committee
states that if regulators, in their ongoing monitoring
of industry practices, identify problems that require
additional action, they will consider taking further
steps including the development of more prescriptive
rules. As the largest voluntary association of
professional financial advisors, Advocis would like
to work closely with regulators on an ongoing basis
to monitor progress and to identify any issues or
concerns that may arise in the insurance industry. We
thank the IPRC for the opportunity to provide our
comments and look forward to working with you on
this and other regulatory initiatives in the future.
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Re: Industry Practices Review Committee Consultation Paper on Managing Conflicts of
Interest — Joint Submission

By this paper, State Farm Insurance Companies, Co-operators General Insurance
Company and Allstate Insurance Company of Canada, are providing a joint submission
to the Canadian Council of Insurance Regulators (CCIR) and Canadian Insurance
Services Regulatory Organizations (CISRO), in response to the consultation paper,
Managing Conflicts of Interest: A Consultation Paper on Enhancing and Harmonizing
Best Practices issued in February, 2006 (the “Consultation Paper”).

As three of the largest direct writer P&C insurers in Canada, having a combined direct
premium written for property and casualty business of $3.1 billion, and providing our
products and services through the exclusive agent/direct distribution channel, we have a
commonality of interests in this matter.

It is very encouraging that insurance regulators and industry representatives have
continued to work closely together over the past year to address issues around
transparency and disclosure. Consumers deserve nothing less than complete openness
and transparency from the insurance industry and its representatives. It is incumbent
upon the industry to earn the trust and confidence of consumers through education and
information on the methods used to assess risk, the products and services that are
offered and clarity around the means by which these products and services are
distributed and delivered.

The Consultation Paper in response to feedback from the industry on the issue of
managing conflicts of interest does provide a framework of principles on transparency
and disclosure, which the insurance industry could work within. However, the issues
that underlie the principles require clarity regarding which distribution channel this
document should pertain to.

State Farm, Co-operators and Allstate strongly believe that in the current debate over
conflicts of interest in insurance distribution, the necessary clarity with respect to the role
and function of the separate and distinct distribution channels (broker vs. agent /direct





channels) has to date not been captured. We believe that this distinction needs to be
acknowledged as the additional recommendations that the Consultation Paper will likely
generate could, at worst, have serious negative implications for the direct channel and
its customers, or at best create confusion in the marketplace.

The role of the captive agent is exclusive to one and only one company. Provided
that full disclosure of the exclusive arrangement is made to consumers, the concern with
respect to conflicts of interest in the relationship between the intermediary and
consumers simply does not exist. Brokers on the other hand, must evidence means
through which they can address inherent conflicts between their own interests and those
of the consumers they service whenever commissions or other benefits to the broker are
more favourable with one insurer than another. None of these inherent conflicts arises in
the case of agents that deal exclusively with one insurer. In our view, this distinction is
significant from a regulatory perspective.

In the current debate, other regulatory bodies have acknowledged the distinction
between the two channels. In April 2005 the Autorité des Marches Financiers (AMF)
released its paper which outlined current business practices in the insurance industry in
Québec. In it the AMF clearly stated that, “The products in question are offered through
two distribution networks: brokerage firms and insurers that sell directly to consumers.”
The paper goes on to distinguish the two channels. “Direct insurers are those who
generally sell their products through salaried employees working in a call centre, for
example, or through agents who sell only their products.” (emphasis added). A “broker”
on the other hand is described as “an intermediary between the insurers and the insured
parties who must advise his clients and offer them the product that best suits their
needs.” (emphasis added).

The recommendations for areas of change contained in this paper all address the
“broker” distribution channel and the inherent conflicts associated with an independent
broker’s activities. It further recommends introduction of a legal concept of “independent
broker” and states that “Brokers wishing to use this title would have to comply with
specific rules to obtain and keep the title.”

On March 9, 2006, the AMF released a series of proposed regulation amendments that
again acknowledged the distinction between the channels. The proposed amendments
differentiate between “agents” and “brokers”. Exclusive agents are exempt from certain
of the proposed new disclosure requirements provided they have complied with their
own specific statutory requirement to disclose the fact that they act for one insurer
exclusively.

In the United States, where CCIR’s counterpart, the National Association of Insurance
Commissioners (“NAIC”) in addition to legislative organizations such as the National
Conference of Insurance Legislators (“NCOIL") have taken up the same debate there
has been a recognition that new regulatory requirements should not be spread across
the entire universe of insurance intermediaries. In fact, NAIC's model law on the subject
places the most rigorous requirements only on those intermediaries who take a fee from
both the customer and from the insurer in the same transaction. In contrast, much less is
required of agents representing only a single company and, in the case of NCOIL'’s
amendment to the NAIC model, no such disclosure is required of agents.





We believe that the precedent has been set which provides the regulators and industry
associations with an opportunity to establish a measure of consistency in recognizing the
distinction between the two channels at a national level.

Further, we believe that captive agents should be excluded from guidelines or initiatives
that are designed to address inherent conflicts of interest in the relationship of
independent brokers and the consumers they represent.

At the request of the CCIR/CISRO we have provided a response and recommendation
to each of the three questions posed in the consultation paper.

1. Do you feel that the principles or outcomes outlined in this paper reflect
appropriate best practices in managing potential conflicts of interest?

Overall, we believe that the principles in the Consultation Paper strongly support
transparency, disclosure and priority of the consumer's interest. In fact, since early
2005, the insurance industry has willingly, openly and proudly engaged in a level of
transparency and disclosure that is unprecedented in Canada and the principles outlined
in the Consultation Paper augment those initiatives that are underway.

However, with respect to the application of the principles that have been outlined, we
believe it is necessary for regulators to give due consideration to the particular
circumstances of the broker or agent in question and the type of product being sold. For
example, in Ontario, there are distinctions between (i) brokers licensed under RIBO (who
generally own the book of business), (ii) life agents licensed under the Insurance Act
(who are dealing with a variety of products that are quite distinct from A&S and P&C
products), and (iii) non-life agents (who, under section 393(12) of the Insurance Act are
authorized to act for one insurer only).

In addition, we believe that if recommendations for regulatory changes are made without
clarifying the distinction between the agent and broker there could be negative
consequences for direct writers and their ability to effectively serve Canadian
consumers. The obvious distinction between an agent that works exclusively with one
insurer and a broker who has the ability to contract with many should be recognized
irrespective of the difficulties inherent in tackling the nature and definition of
“independence” which is a challenge unique to the broker channel alone. The distinction
between exclusive agents and brokers is a matter of fact and, in jurisdictions such as
Ontario, a matter of law.

This distinctiveness of the direct channel is further evidenced by the voluntary Codes of
Ethics which have been in place for many years in our organizations, and which we
continue to review, update and impose with respect to oversight of our exclusive agents
and their relations with customers. By contrast, insurers do not impose such standards
on brokers. In the case of the broker, it is the association, such as RIBO, that imposes
such standards. For direct writers, these Codes are explicit in addressing the obligations
to adhere to strict standards and principles regarding transparency, disclosure and client
interest. Our singular relationship with our agents enables us to leverage the
requirements, and to impose consequences if they are broken directly. In effect we are,
today, clearly working within the direction provided by the CCIR under the current
proposed principles in the Consultation Paper, and will continue to do so.





The first principle presents an example of an ideal around which there can be substantial
agreement but which can result in serious unintended consequences in its
implementation. Any codification of the priority of a client’s interest in the financial
services context may cause courts to interpret the law or regulation as imposing a
fiduciary duty on the intermediary where this was not previously the case. In the
absence of a statutory or regulatory provision, courts have generally been cautious in
finding new instances of fiduciary duty and the IPRC should be equally cautious in
making a recommendation that could have that unintended effect. We must keep in
mind that exclusive agents have contractual obligations to represent the interests of the
insurer with which they work and these obligations should not be undermined by
principles that appear not to be based on consumer needs.

Therefore, in our view it is necessary and reasonable that the distinction between the
captive agent and independent broker be taken into account in applying the principles
outlined in the consultation paper.

2. Are there practical problems associated with the implementation of the
recommendations outlined in this consultation paper?

The CCIR/CISRO Joint Committee is to be commended for spearheading the
development of the Consultation Paper, which has provided a thorough and
comprehensive assessment of this very important topic. We recognize the challenges of
trying to strike the right balance between protecting and educating consumers with
incorporating the suggestions and recommendations of insurance companies and
industry associations.

The principles outlined in the Consultation Paper strongly support the issue of
transparency and disclosure. However, as indicated above, the potential of a ‘broad
brushed’ approach in applying the principles could create problems and confusion for the
consumer and the insurer because some of the concerns that the principles attempt to
address are not present in all circumstances.

On the issues relating to priority of the client's interest (pg 3) and product suitability (pg
5) we support the recommendations of IBC and will not expand on those observations
here.

The recommended disclosures of conflicts of interest (page 4) are not applicable to
captive agents. The crux of this joint submission is to highlight this anomaly. It is entirely
inconsistent with the current legislative requirement under the Insurance Act (Ontario)
that non-life agents act for one insurer only to imply that such agents might have some
obligation to shop the market for customers who come to them. It should be sufficient in
this case for the customer to be clearly informed that the products and services offered
by the captive agent are exclusive to the company they represent and no comparison
with products of other insurers will be undertaken which, for example, is the approach in
Québec.





3. What role could industry associations play in supporting their members in
implementing these principles?

We believe industry associations have and will continue to play an important role in
helping guide their members through regulatory and legislative issues. However,
industry associations must also be responsive and representative of the needs of their
particular constituencies in determining how best to implement a set of principles
recognizing legislative/regulatory differences.

RIBO, IBAO, and IBAC represent the broker community, CLHIA represents life insurers
and IBC represents broad P&C insurance company interests. Each association’s
members play somewhat different roles in the insurance marketplace and, as such, have
perspectives and interests that are distinct from the members of other associations. We
therefore believe that industry associations are well suited to assist with implementation
— or to work with regulators to implement — desired changes.

Conclusion

State Farm, Co-operators and Allstate have recognized this as an opportunity to come
together as a collective voice to highlight issues of mutual concern that are exclusive to
insurers marketing products through captive agents. We are hopeful that our joint
submission in response to the Consultation Paper will assist the CCIR/CISRO in
understanding the importance of distinguishing the different distribution channels in the
face of possible recommendations for regulatory change.

We appreciate the opportunity to share our collective suggestions with the CCIR/CISRO.
If you have any questions or would like to discuss our feedback in further detail please
do not hesitate to contact us directly. Thank you.
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ASSOCIATION OF CANADIAN ASSOCIATION DES COMPAGNIES
FINANCIAL CORPORATIONS FINANCIERES CANADIENNES

Sussex Centre, Suite 401, 50 Burnhamthorpe Rd. West, Mississauga, Ontario L5B 3C2
Telephone: (905) 949-4920 e Fax: (905) 896-9380 e E-mail: admin.acfc@sympatico.ca

By email
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Carol Shevlin

Policy Manager (A)

Canadian Council of Insurance Regulators Secretariat
5160 Yonge Street, P.O. Box 85

Toronto, ON M2N 6L9
Tel: (416) 226-7895, Fax: (416) 590-7070
Email: ccir-ccrra@fsco.gov.on.ca

Dear Ms. Shevlin:

Re: Managing Conflicts of Interest: A Consultation Paper on Enhancing and
Harmonizing Best Practices

The member companies of the Association of Canadian Financial Corporations (ACFC)
have been serving Canadians for more than 70 years.

Membership in the ACFC is open to companies that act as financial intermediaries, or
that finance retail installment sales and inventory, make or purchase unsecured and secured loans
to consumers or industrial and commercial enterprises, own and lease property, and factor and
finance industrial and commercial accounts receivable.

The current members of the Association are®:

e CitiFinancial Canada, Inc.
e HSBC Financial Corporation Limited?
e Wells Fargo Financial Corporation Canada®

Finance companies provide important financial services to Canadians including such
products as small balance loans, private label retail sales financing and mortgages. Combined,
the member companies serve 1.74 million customers and have $6.3 billion in assets.
CitiFinancial Canada, Inc.’s parent company is Citigroup Inc., HSBC Financial Corporation
Limited’s parent company is HSBC Holdings plc, and Wells Fargo Financial Corporation
Canada’s parent company is Wells Fargo and Company.

' The ACFC has five associate members: Assurant Solutions, Equifax Canada Inc., First Canadian Title Company Limited,
Sykes Canada Corporation, and Trans Union of Canada Inc.

2 Formerly Household Financial Corporation Limited

3 Formerly Trans Canada Credit Corporation.
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The ACFC is responding to the Canadian Council of Insurance Regulators (CCIR) and
the Canadian Insurance Services Regulatory Organizations (CISRO) invitation for comments on
the Industry Practices Review Committee (IPRC) recommendations for the insurance industry
with respect to managing conflicts of interest. The ACFC supports the IPRC’s efforts to
harmonize best practices within the insurance industry across various jurisdictions.

The IPRC’s second recommendation in the consultation paper is to require brokers or
agents to disclose to consumers any conflict or potential conflict of interest associated with a
transaction or recommendation. This includes the following:

1. The name of the insurer with which a significant volume of business is in place.

The ACFC would like clarification as to how “a significant volume of business” will be
defined (e.g., quantitative test based on volume of sales or revenue). This type of disclosure
may become lengthy and complex if the broker or agent has several substantial relationships
with a number of insurers.

2. The extent of the search by the broker/agent for a competitive price/suitable product.

The ACFC would like clarification as to what type of details will be required in the
disclosure to the client (e.g., number of quotes obtained; list of all potential insurers
contacted). Since the search for each client may vary widely according to the type of product
and individual circumstances, the ACFC is of the view that disclosing details of the search to
the client will not enhance or facilitate the client’s decision-making process, but may actually
be confusing to the client if contractual terms or differences need to be explained. The client
may not understand a broker/agent’s selection process. The client should be able to rely on a
broker/agent’s professionalism and competence. An acknowledgement by the broker/agent
that he or she has sought the best price/product for the client based on professional industry
standards should be sufficient for this purpose.

3. Relationships that may create actual or potential conflicts of interest, including ownership,
loans and other financial links and non-monetary benefits.

The ACFC requires clarification as to what would constitute “potential conflicts of interest”
and “non-monetary benefits” as these are broadly defined and would be difficult to readily
identify, quantify and disclose. Disclosing ownership and financial links or arrangements
may also be too complex to describe, particularly in the case of large multi-nationals with a
complex corporate structure or intricate arrangements with affiliates. Moreover, this type of
information may not necessarily enhance the decision-making process of clients, but may
instead be confusing and provide meaningless information. The emphasis, from a policy
perspective, should be on substantive disclosure of actual conflicts of interest and direct
benefits flowing to the brokers/agents through commissions or bonuses.

ASSOCIATION OF CANADIAN FINANCIAL CORPORATIONS
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4. |nsurers to provide on their websites or make publicly available clear and concise
information about their relationships with intermediaries, such as:

e ownership, financial links or arrangements with intermediaries, such as loans;

e methods of compensation, including percentage range of compensation, for each major
line of business or type of product, and

e non-monetary benefits and contingent profit commission or bonus.

Again, these disclosure requirements may be onerous and problematic for multi-nationals
that have a complex corporate structure and intricate arrangements with affiliates. The focus
should be on meaningful, substantive disclosure that will enhance a client’s decision-making
process. Moreover, it may be administratively onerous for insurers to continually update this
type of information.

With respect to implementing any of the finalized recommendations of the IPRC, the
ACFC is of the view that these should be achieved through industry initiatives, as the insurance
industry is already highly regulated at the federal and provincial levels.

We look forward to participating in any further consultations on these industry practice
recommendations.

Yours truly,

Rita Minucci

Rita Minucci
Corporate Secretary

RM/sa

cc: ACFC’s Legal and Legislative Committee
CitiFinancial Canada, Inc.: Elizabeth Moulden
HSBC Financial Corp. Ltd.: Richard Henderson
Wells Fargo Financial Corp. Canada: Carol Bell, Nick Scarfo
Assurant Solutions: Gabe Czar
Equifax Canada Inc.: Joel Heft, Debbie McCartney, Jeff Kendall
First Canadian Title Co. Ltd.: Barbara Locke Geier, Jennifer Harris
Sykes Canada Corp.. James Almost
Trans Union of Canada Inc.: Chantal Banfield

SUB/CCIR/Recommendations for the Insurance Industry 032406 -F

ASSOCIATION OF CANADIAN FINANCIAL CORPORATIONS





		ASSOCIATION OF CANADIAN 

		FINANCIAL CORPORATIONS

		ASSOCIATION DES COMPAGNIES 

		FINANCIERES CANADIENNES 

		Re:  Managing Conflicts of Interest:  A Consultation Paper on Enhancing and Harmonizing Best Practices 








AVIVA

Insurance Practices Review Committee

Managing Conflicts of Interest Consultation Paper: Feb 2006

Comments submitted by Aviva Canada Inc.
March 24™ 2006

Aviva Canada Inc. 1 IPRC Consultation





AVIVA

All enquiries regarding this submission should be submitted to:

Paul Fletcher

Senior Vice President, Marketing
2206 Eglinton Avenue East
Scarborough

Ontario M1L 4S8

Paul_Fletcher@avivacanada.com

About Aviva Canada Inc.

Aviva Canada Inc. (Aviva) is one of Canada’s largest property and casualty insurance
groups.

Aviva wholly owns several major insurers in Canada including: Aviva Insurance
Company, Pilot Insurance Company, Traders General Insurance Company, Elite
Insurance Company and Scottish & York Insurance Company.

Aviva companies operate in all provinces and territories within Canada and employ
approximately 3,500 people.

This response to the consultation paper is written on behalf of all companies owned by
Aviva Canada Inc. and Aviva strongly supports the goal of enhancing and harmonizing
best practices around disclosure in our industry.
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Executive Summary

1. Aviva Canada Inc. (Aviva) is very supportive of the overall goals and direction of
the Insurance Practices Review Committee (IPRC) consultation paper. We
believe that where possible, the goals of the Committee should be achieved by
industry associations and other stakeholders adopting agreed best practice
rather than through new regulation. The risk of regulation is that flexibility to
adjust to future circumstances and consumer needs becomes restricted.

Aviva also believe that consistency of application across all Canadian
jurisdictions will generate benefits across the industry and for consumers.

2. Allindustry stakeholders have a primary responsibility to serve the needs of the
consumer. Implementation should recognize however the need to avoid
unnecessary costs that will ultimately be borne by the consumer. The IPRC
needs to recognize the difference in both consumer need and industry business
process when comparing a new policy purchase with an annual renewal
purchase.

Establishing disclosure appropriate to the purchase decision, whilst minimizing
unnecessary additional costs, must be the goal.

3. The nature of the required disclosure, prior to purchase at the point of sale must

be simple for all advisors and their owners to implement — whilst still meeting the
stated objectives. This will facilitate effective application and consistency.
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General observations:

Should there be a difference in application between commercial insurance buyers
and personal lines consumers?

The consultation paper does not make an explicit statement in this regard. Aviva
believes that the recommended principles should be designed to be applicable equally to
commercial buyers and personal consumers.

However, it is commonly accepted that there is greater onus, in every business sector,
when dealing with the personal consumer to address potential inequities of knowledge
and expertise.

The differences in role of insurance company employed customer service
representatives, direct agents (offering products from a single insurance
company) and insurance brokers.

The IPRC consultation paper makes little distinction identifying and describing the
differences and responsibilities to the consumer of each of these groups.

The capabilities of each are different — particularly in respect to the ability search a broad
range of possible markets for a given customer.

However, consumer needs and interests should be paramount in the construction of any
guidelines and protocols and guide all who give insurance advice to the consumer.
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Recommendation 1: Priority of Client’s interest

Principle: An intermediary must place the interests of policyholders and
prospective purchasers of insurance ahead of his or her own interests.

e Aviva agrees and supports the principle and believes that it is currently achieved
effectively within current accepted codes and practices of the various industry
associations.

e Aviva agrees with the examples stated — the emphasis being on the relationship
between the advisor (agent or broker) with the consumer as part of the sales
process (as opposed to the employer of the advisor). Whilst the employer is of
course responsible for the actions of the employee — the focus of intent within
any communication around this recommendation should be on the individual
person actually offering the advice.

e It goes without saying that a broker or agent needs to act with honesty and
integrity. Recognition however should continue to exist that agents in Ontario and
Quebec for instance, because they may be employed by the insurer, could have
a slightly different relationship, responsibility and disclosure requirement to the
insured.

o We believe the distinction in the relationship is still appropriate as long as the
agency relationship is clearly disclosed.
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Recommendation 2: Disclosure of conflict or potential conflict of interest

Principle: Consumers must receive disclosure of any actual or potential conflict of
interst that is associated with a transaction or recommendation.

o We argue that disclosure as stated in advance of all renewal transactions is not
practical and would increase costs significantly to the ultimate detriment of value
for the consumer. All discussions about placements of new contracts should
follow the guidelines but renewal continuations, where the majority of
transactions are conducted by automated mail, need be less structured provided
the communication includes comment on the options available to the consumer
regarding requesting their advisor seek alternatives.

e We suggest more focused disclosure requirements when it comes to naming
insurance companies a given advisor represents.
The ‘line of business’ being discussed here is relevant.

For example — naming an aviation market, a specialist program underwriter and
your one auto insurance market could create the impression of searching
amongst 3 possible markets as opposed to the reality of just 1.

Naming of relevant markets (or at minimum stating the number of relevant
markets) would be our recommendation as many consumers have expectations
that their advisor is searching amongst a significant porfolio of potential insurers.

However, it should be acknowledged that agents in certain provinces are not
brokers and only represent certain companies. They will not canvass the market
— but need to make this fact clear.

¢ Aviva does not believe upfront discussion of remuneration is relevant and will
make the process unnecessarily complex. The agent / broker must be obligated
to explain this if requested (and in documentation make this offer to explain
clear).

e Loans, ownership and other financial ties should be directly stated before
purchase, at the point of sale.
In Appendix 1 we include a copy of an open letter to the insurance industry,
published in trade press in October 2005, stating our views around disclosure.
In Appendix 2, we include some examples of how this could be achieved,
depending on the nature of the relationship being considered.

o Insurer website disclosure — we agree and currently comply with the direction.
We argue that insurers should not be required to name brokers where there is a
loan relationship. For existing loans it would potentially put an insurer in breach
of confidentiality conditions and the effort required to generate permissions would
not be justified by the benefits given the primary and most relevant onus for
disclosing all financial ties sits with the advisor (agent / or broker).
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Recommendation 3: Product suitability

Principle: The recommended product must be suitable for the needs of the
consumer.

e The P & Cindustry is a short term, typically one year, contract. The concepts of
ensuring product suitability originate in the investment and pensions industry
where commitments can be significantly longer. Aviva supports the underlying
principle but argues the application needs to reflect the short term nature of the
contract.

o We agree with this principle and the descriptions of how applied. We would have
concerns if the advisor becomes obligated to recommend the lowest price
because the assessment of suitability for a consumer varies along various
dimensions.
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Appendix 1

Let's Be Clear, About Disclosure
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Appendix 2

Examples of potential constructions to support relevant and appropriate
disclosure
1. Direct writer representative

Thank you for calling XYZ Insurance Company. | am a licensed employee of XYZ and as
such, am able to discuss and offer the products of XYZ.

Do you have any questions?

2. Agents

Thank you for calling XYZ. XYZ are an independent business that is an agent of ABC
Insurance and as such | am able to discuss and offer the products of ABC.

Do you have any questions?

3. Financially supported or insurer owned broker (Applies to loans, other
financial ties and ownership)

Thank you for calling XYZ Insurance brokers.

XYZ represents (insert number/ names of relevant) insurance companies - and receives
financial support from ABC Insurance.

Substitute:

XYZ represents (insert number) insurance companies - and are wholly (partially) owned
by ABC Insurance.

Do you have any questions?

Aviva Canada Inc. 9 IPRC Consultation





AVIVA

4. Pure Independent Broker

Thank you for calling XYZ Insurance brokers. We are an independent business
representing several (name relevant) insurance markets. As an independent broker we
work for you - to find the best product at the price appropriate to your specific needs.

Do you have any questions?

Aviva Canada Inc. 10 IPRC Consultation





		Paul_Fletcher@avivacanada.com  

		 

		About Aviva Canada Inc. 

		 

		 

		 

		 

		 

		Executive Summary 

		 

		 

		Recommendation 3: Product suitability 

		Appendix 1 

		 

		 

		Appendix 2 






Canadian Council of
Insurance Regulators

Response to Consultation Paper
«Managing conflicts of interest»

March 23, 2006

——
i
R
BEFL CANADA

y

The Lorenzetti Group of Companies





Managing conflicts of interest — Consultation Paper

Table of Contents

INTrOAUCTION ..o
Priority of the client’s interest...........ccccoooiiiiiiie e,
Disclosure of conflict or potential conflict of interest........
Product SUItability ........ccooeiiiiiii e

CONCIUSTON <. et

g
1,1
YN
BFL CAMNADA

The Losanzalll Group of Companies





Managing conflicts of interest — Consultation Paper

Introduction

BFL Canada is in total agreement with 2 principles put forth
by the IPRC:

1. Priority of the client’s interest: An intermediary must
place the interests of policyholders and prospective
purchasers of insurance ahead of his or her own
interests.

2. Disclosure of conflict or potential conflict of interest:
consumers must receive disclosure of any actual or
potential conflict of interest that is associated with a
transaction or recommendation.

We wish to comment on certain aspects of those principles
and more specifically about their application.

With respect to the third principle, we are in total
disagreement with IPRC on its conclusion that actual or
potential conflicts of interest from performance-linked
benefits and financial links are more effectively managed by
product suitability requirements, disclosure of concentration
of business with specific insurers and disclosure of
compensation information.

Consequently, we will also comment further on principle 3.
Product suitability: The recommended product must be
suitable for the needs of the consumer.
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Priority of the client’s interest

While harmonization is not only desirable, but essential with
respect to this principle, in our opinion, it must remain a
principle rather than be expanded into specific procedures
or instructions addressed to individual brokers. Individual
brokers must be allowed to exercise judgment, just as other
professionals such as doctors, lawyers and accountants.

It is brokerage firms that must be regulated in such a way to
provide an environment conducive to putting priority of the
client’s interest first. Regulating their financial ties to
insurers (loans, block transfers, ownership, concentration of
volume, etc) would go a long way towards this objective.
Autorité des marchés financiers (AMF), in Québec, is
presently working on regulation of financial ties between
brokerage firms and insurers and we feel they are on the
right track. IPCR should be inspired by the direction AMF is
taking.

Furthermore, it would be appropriate and informative for
the consumer, in our opinion, for all jurisdictions to
differentiate between agents and brokers — in theory and in
practice. A brokerage firm with extensive financial ties to an
Insurer is in fact an agent and should not be allowed to do
business as a brokerage firm.

Finally, the public should be educated about the difference
between a broker and an agent.
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Disclosure of conflict or
potential conflict of interest

With respect to this principle, we feel it should be expanded
into specific rules to ensure transparency.

Some jurisdictions have already implemented rules of
mandatory disclosure. However, some of these rules are not
clear or precise and require individual interpretation.

As financial ties between brokerage firms and insurers are
the main source for any potential conflict of interest in our
Industry, it should not be up to individual brokers to decide
if and when a certain situation requires.

The CCIR should encourage those jurisdictions that have not
yet embraced this need for transparency to do so and those
jurisdictions who have already intervened, to revisit their
rules to ensure they leave no room for interpretation by
individual brokers.

Naturally, harmonization across jurisdictions in this area is
also essential to affording the same protection to consumers
across the country.

Notwithstanding the above, there is one issue we believe
should not be subject to specific disclosure by commercial
brokers: the extent of the search by the broker for a
competitive price and suitable product within the markets
available to that broker.
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The situation may be very different for personal lines
insurance but when it comes to commercial insurance, there
often is no annual search for competitive price or product
suitability.

The reasons for this are:

a. With respect to commercial accounts, it is generally
not considered a good practice to “shop” the market
every year for conditions. Clients and insurers alike
want to establish long-term relationships. Many
clients want their broker to negotiate with their
Insurer first and if conditions (price and suitability)
are not satisfactory to the client, only then do they
want their broker to “shop”. Conversely, insurers do
not grant much credibility to clients who “shop” for
price every year; they do not perceive such clients as
candidates for long-term relationships. It should be
up to the commercial client to decide, based upon
their broker’s recommendation, whether or not to
shop at any given renewal.

b. Commercial clients, more often than not, do not
purchase “off the shelf” products. The products they
buy are customized, to some extent (sometimes
entirely), to their specific business needs.

One might wonder how commercial clients are able to assess
the work done by their broker.

How do you assess the work of any other professional?
How about your doctor? Does he need to prove to you that
he made all the tests or that the prescription medication he
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recommends is better than any other one for such or such
reason. No.

The relationship is based on trust and your doctor
communicates with you to assess your condition and
diagnose your illness and he discusses with you the various
options which he believes are appropriate. It is from this
interaction that you know that your doctor is thorough or
not, that he listens to you or not, etc, etc.

Individual insurance brokers are professionals in the eyes of
the law — it would be appropriate to treat them as such i.e. to
let them exercise their profession. If brokerage firms are
regulated with respect to all financial ties to insurers, there is
no need to regulate or try to judge the effort of the
individual brokers in obtaining competitive or suitable
products for their clients; this is especially true with respect
to commercial insurance where annual shopping is often not
in the best interest of clients.
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Product suitability

An insurance product never addresses all the needs or
requirements of a consumer, whether he be an individual or
a company no matter how well the assessment of the client’s
needs is performed by the broker. Therefore, a broker’s
recommendation can never totally meet the client’s needs.

An insurance product is not simply a limit of insurance, a
deductible and a premium. It is a full fledged contract with
a large number of clauses, all of which can impact the extent
of the protection afforded the Insured. To recommend one
contract over the other requires the exercise of judgment.
Two professionals may have a very different opinion even
though they both assessed the situation thoroughly. How
can suitability be assessed when dealing with a very
complex situation?

Furthermore, brokers never explain each clause in the
contract to their clients — they normally skim through it or
highlight certain sections of it , when they do at all. (while
most commercial clients possess the business knowledge to
understand an insurance contract, most individual clients
(personal lines) do not).

In other words, insurance is not an exact science nor is
suitability and this avenue suggested by IPRC is a slippery
one unless of course, suitability is reduced to a few fixed
criteria (which do not represent reality) that in the end do
not really protect the consumer from conflict of interest.
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This avenue would of course require that each jurisdiction
define suitability which most probably they will all define
differently and quite imperfectly in view of the fact that it is
a rather complex notion — getting even more complex with
commercial clients.

It seems it would be much simpler to address, head-on,
financial ties between brokerage firms and insurers, rather
than burden the individual broker with the possibility of
additional regulation.

Complete disclosure of all ties between brokerage firms and
insurers, is clear, precise, leaves no room for interpretation,
and provides the consumer sufficient information about the
context in which the transaction is made AND does not
attempt to regulate the professional acts that individual
brokers perform such as exercising judgment and making a
recommendation. Furthermore, it easily applies to both
personal lines and commercial insurance brokerage.

Why are we shying away from the simplest, most effective
measure possible? Are we trying to be politically correct or
are we taking into account special interest groups besides
consumers?

With respect to the suggestion that, when a product is
offered without advice, the broker or agent should inform
the client that no advice is being offered — we are quite
alarmed at the possible consequences of this.

First, it is important to mention that such conduct is contrary
to the profession of insurance broker. Professionals are
there to advise clients not merely enter into a commercial
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transaction with them. What are the standards to which you
hold your legal advisor or doctor? Why should it be any
different for your broker? Is insurance brokerage a
professional occupation at all?

We fail to see how such conduct by a broker can be in the
interest of the client and more generally be in line with the
objective of protecting consumers at large. Personal lines
and small commercial clients are especially vulnerable and
in need of advice and it should not even be possible for the
broker to refuse to provide it.

The principle of product suitability is another way of saying
that the client’s interest must come first and that the broker
must be competent and act professionally. We give doctors
and lawyers responsibilities but we also afford them the
benefit of the doubt; we should do the same for insurance
brokers.
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Managing conflicts of interest — Consultation Paper

If the Industry is regulated in a manner to provide
individual brokers with an environment free of financial
pressure from brokerage firms and insurers, individual
brokers will be able to perform professional services in the
best interest of consumers. Therefore, any regulation should
be targeting brokerage firms not individual brokers.

As an industry, we should refrain from trying to regulate
professional acts aside from stating the obvious; that
professional services should be rendered in the client’s best
interest. Just as lawyers and doctors, insurance brokers
should be held to principles - not specific rules about how
they should perform professional services. If insurance
brokers are truly professionals, let’s not try to regulate their
activities as mere commercial activities.

In addition, we should not forget that the needs of
individual consumers vs. commercial consumers are very
different and so are the products and services they demand
and have access to. Therefore, “one size fits all” is not an
effective way of dealing with various situations in our
industry.
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The Lorenzetti Group of Companies

The Lorenzetti Group of Companies

Halifax, Nova Scotia

B.F. Lorenzetti & Associates Inc.

45 Westwind Drive

Hammonds Plain, Nova Scotia B3Z 1K6
Tel.: (902) 864-4982

Fax: (902) 864-0200 Toll Free: 1-866-864-4982

Montreal, Quebec (Head Office)

B.F. Lorenzetti & Associates Inc.

2001 McGill College Avenue, Suite 2200
Montreal, Quebec H3A 1G1

Tel.: (514) 843-3632

Fax: (514) 843-3842 Toll Free: 1-800-465-2842

Quebec, Quebec

B.F. Lorenzetti & Associates Inc.

2600 Laurier Blvd., Suite 840

Ste-Foy, Quebec G1V 4W2

Tel.: (418) 658-6337

Fax: (418) 654-2045 Toll Free: 1-800-830-7760

Ottawa, Ontario

B.F. Lorenzetti & Associates (Ontario) Inc.
1565 Carling Avenue, Suite 606

Ottawa, Ontario K1Z 8R1

Tel.: (613) 722-7798

Fax: (613) 722-7829 Toll Free: 1-888-244-6709

Toronto, Ontario

B.F. Lorenzetti & Associates (Ontario) Inc.
181 University Avenue, Suite 1605

Toronto, Ontario M5H 3M7

Tel.: (416) 599-5530

Fax: (416) 599-5458 Toll Free: 1-800-668-5901

Calgary, Alberta

BFL Canada Inc.

700 - 2nd Street SW, Suite 2300

Calgary, Alberta T2P 2W2

Tel.: (403) 451-4132

Fax: (403) 313-3365 Toll Free: 1-888-451-4132

Vancouver, British Columbia

BFL Canada Insurance Services Inc.

1177 West Hastings Street, Suite 200
Vancouver, British Columbia V6E 2K3

Tel.: (604) 669-9600

Fax: (604) 683-9316 Toll Free: 1-866-669-9602






From: "Martin, Ken" <KMartin@pac.bluecross.ca>

To:  "Poland Lai" <PLai@FSCO.GOV.ON.CA>

Date: 4/7/2006 7:11:14 PM

Subject: RE: CCIR/CISRO Consultation Paper on Managing Conflicts ofInterest

Apologies for my tardiness in responding to the Consultation Paper.

1. | see these measures as good first steps but am not certain that

they are strong enough to effect meaningful change. As a buyer as well

as a seller of insurance, our experience sees this issue from both

sides. In a recent experience with a large broker, the specific

question was asked as to the amount of commission which would be paid to
the broker for the placing of our business. The answer was short,

accurate and complete and was delivered without hesitation. That is the
way it should be. The proposed measures won't bring that about as the
level of compensation is a range and is only required to be on the

website. Many, perhaps most consumers won't go to the website and won't
ask the right question. Our hope would be to see greater transparency

in the next iteration of these policies.

2. We don't see any difficulties from our perspective.

3. The associations could provide samples and minimum standards.
There would also be a need for training and education, particularly for
smaller brokers.






cwodak@techwcs.com

Insurance regulators propose new guides

Sir: With respect to the proposition attributed to you in the extract from the Toronto Star article
below, | am deeply offended that you would consider business convenience overrides the
consumer’s right to know what he/she is paying to whom for what. What insurance companies
consider to be “prudent” is undoubtedly not primarily in the interests of the consumer or the
public. Indeed, far more disclosure is required with respect to corporate connections, policy
details, exclusions and limitations. It is extremely worrying that we have less and less information
about, or protection from, these corporations. They should also be required to disclose the
names of any directors/shareholders who also influence public policy and who have or have had
any connection to government. Further, as we have seen, self-regulation cannot be trusted and
the consumer must be able to access all relevant information directly.

C. Wodak

http://www.thestar.com/NA SA pp/cs' ContentServer 2pagename=thestar/L ayout/Article Pr
intFriendly& c=Articleg cid=1139957412777& call pageid=968350072197

“The association suggested it would be enough to let consumers know they could ask
their agents or brokers about the commissions that would be earned on sales.

Swanson said regulators certainly started out with questions about whether consumer
interests could be hurt by the difference in sdes commissions offered on different types
of products and among different companies.

But, he said, his committee concluded it would be too complicated to require disclosure
of commissions paid on dl the potentia products or by al potential companies an agent
or broker might canvass before recommending a policy.

So, his committee is recommending a restatement of principlesthat are, to alarge extent,
dready in place in codes of ethics and conduct and in regulations across Canada, but
perhaps not worded in the same fashion:

- Anintermediary must place the interests of policyholders and prospective purchasers of
insurance ahead of his or her own interests. (This would preclude putting persond gain
ahead of adient'sinteredts, taking advantage of aclient'slack of experience or ill health
or acting without candour or honesty.)

- Consumers mugt receive disclosure of any actud or potentia conflict of interest
associated with a transaction or recommendation.

(Agents would say what companies are represented, which get most of the sales, which
were compared for pricing, what compensation method is used and what relationships
might creste a conflict of interest.)

- The recommended product must be suitable for the needs of the consumer. (Agents
would assess a client's needs and objectives, as well asthe risks and complexity of a
product.)”
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Suite 301, 250 Consumers Road
Toronto, Ontario M2J 4V6
Tel: 416-773-0101 Fax: 416-495-8723

By E-Mail: ccir-ccrra@fsco.gov.on.ca

March 24, 2006

Ms. Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, ON M2N 6L9

Dear Ms. Shevlin:
RE: Consultation Document on Managing Conflicts of Interest

On behalf of the Canadian Association of Direct Response Insurers (CADRI), | am
pleased to provide comments in response to the Industry Practices Review Committee
(IPRC) paper, Managing Conflicts of Interest: A Consultation Document on Enhancing
and Harmonizing Best Practices.

CADRI members provide home and auto insurance to Canadians in all provinces and
territories, utilizing call centers, the Internet and other direct-to-consumer methods to
distribute insurance products directly to the public. CADRI is comprised of Canadian
insurance companies at the forefront in applying technology to the insurance sales
process, which benefits consumers through faster and more convenient service.

Overall, CADRI supports the approach to managing conflicts of interest that is set out in
the consultation document, and we appreciate the efforts the IPRC has made to solicit and
incorporate feedback from stakeholders throughout this consultation. We were pleased to
meet with representatives of the IPRC on March 6" to discuss the issues in more detail
and found that exchange of views helpful in formulating our response. Our specific
comments follow.

e CADRI strongly supports the “progressive approach” to market conduct taken in this
latest consultation paper. This is consistent with the earlier finding of no illegal
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activity, and enables both the industry and regulatory bodies to make better use of
their resources. More prescriptive rules should be developed only if it is later
determined that they are needed. Principles-based rules that companies can
implement according to their unique operational needs provide more flexibility and
more room for innovation in the marketplace.

CADRI believes that the three principles recommended for strengthening and
harmonization are appropriate and accurately described. We agree that the principles
(Priority of the client’s interest; Disclosure of conflicts or potential conflicts of
interest; and Product suitability) are necessary for consumer protection and to
maintain confidence in the insurance marketplace.

In particular, we support the interpretive descriptions that state: “disclosure should be
brief and relevant to the purchase decision . . .” and “Disclosure formats should be
flexible and tailored to different products and distribution channels.” These aspects
of disclosure are critical to successfully disseminating information to clients.

The sales process for intermediaries or agents employed by insurers (who are not, in
fact, intermediaries) distributing the products of one insurer is free of the conflicts
under discussion in the consultation. Therefore, we do not believe that special
disclosures are required. We reiterate our understanding that it will be sufficient for
such intermediaries or employees to state, in a positive way, the insurer that they
represent.

CADRI’s continuing concern is that in the process of implementation by individual
jurisdictions, the guidance and interpretation on these high-level principles will vary,
with different degrees of intervention, such as scripted disclosures. The IPRC’s focus
on uniformity in understanding and application of the principles, and a risk-based,
progressive approach to regulation, must be maintained.

The consultation document poses questions relating to actions that individual
companies and industry associations might take to promote best practices in the
marketplace with respect to adherence to the principles. CADRI is willing to play an
active role in helping its members share best practices and disseminating information
to consumers.

For example, CADRI would undertake to ensure that its Code of Conduct is
harmonized with wordings adopted by CCIR/CISRO with respect to the principles.
At present the Code does not address the priority of consumer interests specifically,
so this would require some updating of the Code.

It is important to note that many companies, including CADRI members, have
already rolled out the Ontario 2005 voluntary P&C industry disclosures nationally.
Thus, CADRI members have already extended certain best practices, helping to
address the gaps identified in the November Summary paper released by the IPRC





regarding varying rules in effect in different jurisdictions. We would continue to
monitor this by sharing best practices during regular association meetings.

e Finally, CADRI would be willing to use its web site to post consumer information

that would assist consumers in better understanding direct-response methods of
distribution..

Consultation Questions:

1. Do you feel that the principles or outcomes outlined in this paper reflect appropriate
best practices in managing potential conflicts of interest?

Yes. In particular, they reflect the recent initiatives undertaken by the industry to
improve disclosure to consumers.

2. Are there practical problems associated with the implementation of the
recommendations outlined in this consultation paper?

We have not identified any serious issues with implementation, although this will depend
to a large extent on how individual jurisdictions adopt the principles. It will be necessary
to ensure that harmonized language is used in our own code and company
communications, in accordance with the principles as described in this paper.

3. What role could industry associations play in supporting their members in
implementing these principles?

Ensuring consistent provisions in the code of conduct. Using our association web site to

disseminate information to consumers. Periodically reviewing company sites and
sharing best practices via regular association meetings.

Thank you for giving CADRI the opportunity to provide our views on the issues relating
to conflicts of interest in the insurance sales process. If you wish to discuss these
comments or need more information, please do not hesitate to contact me.

Sincerely,

Richard Evans

Richard Evans
President
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To the Canadian Council of Insurance Regulators

¢/o0 Ms Carol Shevlin,

Policy Manager(A)

CCIR Secretariat

5160 Yonge Street, Box 85

17m floor,

Toronto, Ontario M2N 6L9 March 24, 2006

Re : Industry Practices Review Committee —~ Managing Conflicts of Interest: A
Consultation Paper on Enhancing and Harmonizing Best Practices

The Canadian Association of Financial Institutions in Insurance (CAFII) is pleased to
provide comments to the CCIR Industry Practices Review Committee (IRPC) on the
consultation paper Managing Conflicts of Interest: A Consultation Paper on Enhancing
and Harmonizing Best Practices. We were pleased to have a teleconference meeting
with the CCIR on March 16" to discuss CAFII’s position on the issues.

We would like to preface our remarks by noting that the IPRC studies revealed that there
are no major 1ssues in Canada relating to intermediary- insurer conflict of interest, nor
have there been consumer concerns raised over the insurance sales process. CAFII
therefore feels that it is reasonable to conclude that there is no significant risk to
consumers in Canada from the insurance sales process and that, in keeping with the
principles of risk-based regulation, there is no need for a major policy response. CAFII is
therefore pleased to see that the CCIR is proposing a principles-based approach rather
than prescriptive rules which are less flexible and run the risk of increasing regulatory
burden. We support the concept of identifying overarching principles to serve as a
reference point for market participants including associations developing or revising
codes of conduct and regulators when updating market conduct regulation. In the
following section, we offer our comments on the specific proposals contained in the
consultation paper. For clarity, we would like to point out that we do not see these issues
as relating to enrolment of individuals under contracts of group insurance.

Three Principles

The consultation paper outlines three principle-based recommendations that focus on
market outcomes to handle conflicts of interest that could arise from intermediary-insurer
Jinks.
1) Priority of the client interest
2) Disclosure of conflict or potential conflict of interest that is associated with a
transaction or recommendation.
3) Product suitability

55 St Clair Ave West, Suite 255, Toronto, ON M4V 2Y7
Tel: (416) 494-9224 Fax: (416) 967-6320
E-Mail: cafii@cafii.com Website: www.cafii.com






1) Priority of Client Interest

CAFII supports the concept of putting the client’s interest first, a concept that
underlies market conduct regulations in every jurisdiction. We understand that the
IPRC seeks harmonization of the various industry codes, by-laws and regulations
which call for the client first principle. CAFII supports measures which would
harmonize consumer protection provisions, including priority of client interest, across
Jurisdictions.

2) Disclosure of conflict or potential conflict of interest that is associated with a
transaction or recommendation

CAFII was very pleased to see that the CCIR plans that “disclosure should be brief
and relevant to the purchase decision,” and “disclosure formats should be flexible and
tailored to different products and distribution channels.,” We believe that it is
important to allow insurers the flexibility to implement the principles in a manner
which is appropriate to the channel.

CAFII is concerned about the requirement to disclose “potential” conflicts of interest.
We understand that, in the context of the discussion paper, this relates to existing
relationships with insurers such as financial links and compensation arrangements.
We are concerned, however, that if the principle states disclosure of potential
conflicts, this might include other situations such as pending mergers or buyouts of
insurance companies and agencies. While disclosure of such conflicts is not the
CCIR's intention and would not be appropriate to disclose, they could be construed as
potential conflicts of interest. CAFII recommends that the principle be stated in
terms of disclosure of conflict of interest situations only.

Disclosure provisions would include:

e Disclosure of insurers represented by the broker or agent

CAFII members recommend that this be applicable for brokers who represent
multiple insurers. We do not see such disclosure in situations where it is not
necessary, such as in direct channels where customers have contacted a
specific insurance company.

e Extent of search for a competitive price and suitable product within the
markets available to that agent or broker

CAFII recommends that this information be available from agents and brokers
on request by clients but not required to be part of standard disclosure
requirements. For P&C products in particular, annual renewals may be fairly
automatic and a product search at each renewal would add cost to the process.
For direct insurers and agents who represent a single company, this should not
be required as the client is aware that they are dealing with a single insurer.






¢ (Compensation method

Method of compensation is appropriate to disclose, though the nature of this
type of disclosure varies across insurance companies. We therefore continue
to support a flexible approach whereby companies can meet the requirement
that compensation be disclosed in a manner appropriate to them and their
clients. Additionally, we support the CLHIA’s voluntary guideline in respect
of compensation disclosure.

* Tnancial links with and non-monetary benefits received from insurers

CAFII is supportive of disclosing financial links with insurers and would see
this information being disclosed in a manner appropriate to the channel.
Disclosure of financial links and compensation method form part of the
Intermediary Disclosure Document that was developed by the life and health
insurance industry to cover all life and A&S products and the Point of sale
disclosure document developed by the Property and Casualty industry.

* Website disclosure by the insurer of ownership and financial links, methods
and range of compensation by product, non-monetary benefits, contingent
commissions and bonuses.

CAFII believes that website disclosure on Life and Health products should not
be the same as for Property and Casualty Products. The two industries have
products with fundamental differences. Compensation on the life insurance
side is more complex as policies are frequently for a number of years and
must contemplate service to those contracts by the intermediary over the term.
P&C, on the other hand, have policies that are typically for one year or less
and many are mandated by law or practice such as auto insurance and home
insurance. The complex nature of the life insurance compensation systems,
which vary by product, could be a source of confusion for consumers. We
recommend that life insurers maintain the website disclosure commitments
currently in place, these being to make available the Consumer Assistance
Center, Consumer brochures, and the Consumer Bill of Rights.

CAFII agrees that a well-informed consumer is the best assurance of an appropriate
sale taking place. In order to be most effective, disclosure should be brief, simple, and
relevant. Increasing the length of a script has a negative impact on the sales process,
particularly if the customer does not believe that the additional information provides a
meaningful contribution to their purchase decision. Telemarketing is an increasingly
important marketing and distribution channel, particularly for those segments of the
population that are currently underserved by traditional distribution models. CAFII
recommends that the IPRC endorse the disclosure commitments made by both the life
and property and casualty insurance industries on disclosure requirements.

3) Product Suitability






The IPRC has noted that the recommended product must be suitable to the client’s
needs. The principle outlines that brokers and agents should “explain to their clients
and document the reasons for recommending a particular product”. This may be
viewed as overlapping of the disclosure principle which requires disclosure of the
extent of search for a competitive price and suitable product within the markets
available to that agent or broker. We caution against duplication of disclosure
requirements and recommend that there should not be an administrative requirement
for documentation of product suitability. CAFII believes that it is sufficient for the
principle to set out that the product should be suitable to the client’s needs.

We would stress that there are significant differences in the relationships and
responsibilities between customers and intermediaries that are a function of the sales
channel chosen by the consumer. This concept was articulated very clearly in the
Ontario Securities Commission's Fair Dealing Model discussion paper, which
recognized a range of relationships from the purely transactional through to complex
financial planning and advice. This range of relationships, or channels, corresponds to
a range of client and intermediary responsibilities, including the responsibility for
assessing the suitability of the product.

While there are clearly differences between securities and insurance products and
sales, we would suggested that the concept of a customer’s choice of channel/
relationship be an important factor in the application of these principles. We
encourage CCIR to apply risk-based supervisory concepts in assessing how to address
the suitability of products provided through this range of channels.

Implementation of Principles

CAFII supports the three principles identified by the IPRC as the areas most suitable
for ensuring that consumers are protected from conflict of interest arising from
insurer-intermediary links. These points are set out in the Joint Forum document
entitled Principles and Practices for the Sale of Products and Services in the
Financial Sector which CAFII supported. It is our understanding that the Joint
Forum document was to form the basis of all industry codes of conduct going
forward. We do not see that it is necessary to add another set of principles with
similar wording specific to the insurance industry. We recommend that the Insurance
industry examples document that accompanied the Joint Forum Principles be
amended to include specific wording and examples as identified by the IPRC. The
principles can then serve as a reference for associations and regulators when updating
codes of conduct and regulations.

The TPRC has asked how industry associations could be involved in implementing the
principles. CAFII would be willing to post the principles on its website for the use of
any consumer seeking information. CAFII’ s main role, however, is to provide
professional monitoring and analysis of on-going and prospective government
mitiatives. CAFII is not an SRO and, therefore, is not involved in monitoring the
sales practices of intermediaries of member companies, nor does it have a code of






conduct. CAFII would like to note, however, that compliance with approved codes of
conduct 1s a cornerstone of risk-based regulation. As regulators continue to pursue
risk-based regulation, there will be opportunities to confirm that codes of conduct
address the three principles, and that licensees in the industry have systems in place to
ensure compliance of representatives with codes. CAFII would be interested in
discussing with CCIR members how the discussion paper's proposed principles might
be applied in a harmonized licensing and market conduct regime for intermediaries
working in a highly supervised sales environment or as part of a financial group with
accountability at the point of corporate control.

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

Other issues

CAFII notes that the IPRC is not planning to make changes regarding independence
of brokers or commission structures including contingent commissions. CAFII
agrees with the IPRC that no changes are needed in these areas. We see no reason for
regulation of commission systems as differing business plans allow companies to
pursue different objectives in the insurance market.

In closing, CAFII appreciates the opportunity to comment on the IPRC proposals and are
supportive of the flexible principles-based approach being proposed by the CCIR. We
would like to reiterate that we do not feel that there is a problem in the Canadian
marketplace that requires a costly solution in terms of increased regulation. CAFII
believes that it would be appropriate for regulators to endorse the disclosure initiatives of
the insurance industry. We would be very pleased to answer any questions you may have
with this submission.

Yours truly,

Neil Skelding
Chair
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On behalf of the Canadian Association of Independent Life Brokerage Agencies
and it’s members [ would like to thank you once again for our participation in this very
important matter.

Our board has reviewed your paper and we are in strong agreement in principle
and we think this is a positive step forward for the industry with the ultimate goal, of
keeping the public’s best interest first and foremost. Having said that, there are some
areas that we would like to address.

There are three areas that we would like to continue an open and productive
dialogue with our peer associations. First, the language of “product suitability” is not
the language of the life insurance industry but rather that of the mutual fund industry.

We would like to state we are in agreement with the purpose of the statement and would
like to reinitiate that the client's needs are our industry’s first priority however these are
not the terms of the life insurance industry.

The other area that we would like to address is the conflict of interest section.
From the industry’s research this seems to be more of an issue in the general insurance
sector of the industry rather than the life insurance industry. Again, while we support the
concept of this we would like to work on defining the terms of this to the life insurance
industry with our peer associations.

The last area that we would like to address is the education of the brokers and
where the responsibility lies for the commission disclosure. Our association will strongly
support the education of our members and recommend that our members make every
effort to inform and in turn educate the brolcers that deal with them, Having stated this, it
is the broker’s responsibility and job to follow the guidelines that is within their
jurisdiction. As we discussed in our earlier conversations, the brokers that deal with the
MGA's are independent and are not employees of the MGA.. The contract is between the
broker and the insurance company and as such the disclosure is the responsibility of these
two parties. It is these two parties that the public deals with, the broker and the insurance
company. We are the wholesaler for the industry and are not the compliance department
for the insurance companies.

Our association does have a committee for Industry Relations and Compliance
and we have organized a meeting with our supplier companies on how we can work
together as an industry to ensure that the disclosure process is taking place with the
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consumer now and in the future. Our commitment is to work with the industry on finding
a long-term solution to the disclosure issue.

As we stated before CAILBA agrees and supports the recommendations in your
paper however, we would like to work with the industry on adapting this to the life
insurance industry. In addition to this, we believe it is important to work with the brokers
and the supplier companies on the continuing education of the commission disclosure
topic.

Sincerely,

Mari-Jayne Woodyatt
President
CAILBA
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311 McArthur Ave., Suite 205 311, avenue McArthur, Suite 205
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March 24, 2006

Industry Practices Review Committee
c/o Carol Shevlin, Policy Manager (A)
CCIR Secretariat

5160 Yonge Street, Box 85

17t Floor

Toronto ON M2N 6L9

Dear Committee members,

The purpose of this letter is to provide a response to your consultation paper entitled: “Managing
conflicts of Interest: A Consultation Paper on Enhancing and Harmonizing Best Practices”
published in February 2006. Our response benefits from a discussion that Mr. Wally Jarvis,
Chairman of CAMIC, and myself had with representatives of the Canadian Council of Insurance
Regulators on March 9 to explain the reasons behind the paper’s recommendations.

Priority of the client’s interest. The Canadian Association of Mutual Insurance Companies
(CAMIC) acknowledges that an harmonized “priority of the client’s interest” principle stands a better
chance of being achieved throughout Canada if it is supported voluntarily by industry associations
than if it is legislated by 13 different provincial and territorial jurisdictions. CAMIC would fully
participate in suggesting to its members to adopt a harmonized wording in support of this principle.

Product suitability. CAMIC supports the principle that “the product recommended must be
suitable for the needs of the consumer”. While failure to provide a suitable product may be more of
an issue in the life and health insurance sector, the property and casualty insurance sector is not
immune from providing insurance products that are either not comprehensive enough or are too
comprehensive. This principle goes hand in hand with the priority to the client’s interest principle.
Providing a suitable product means, after proper investigation, providing the appropriate level of
coverage at the best possible price. It is understood that this principle always amounts to providing
the “best value for money” but does not necessarily translate into the “lowest price” product.

Disclosure of actual or potential conflict of interest. At issue is the timely disclosure of relevant
information that would serve to satisfy the policyholder that in spite of a strong relationship between
an insurance intermediary and an insurer, relationship that may be construed as constituting a
conflict of interest, the policyholder is in fact treated fairly. To achieve this goal, the insurance
intermediary should provide the policyholder with the name of the insurer(s) for whom he/she sells
that class of business, with the name of the insurers with whom he/she conducts a significant
portion of that class of business and with information on any commitment to place business with





the insurer recommended by the intermediary. That communication should be done verbally, not
through an invitation to visit the intermediary’s web site after the transaction is completed as that
would not constitute timely disclosure. A high concentration of business and volume commitments
between the insurer and the intermediary may, but does not necessarily prevent the fair treatment
of the policyholder; however, the situation must be clearly disclosed. We still do not support
disclosure of types and level of compensation as they are the result of a competitive environment.

Thank you once again for the opportunity to comment on your consultation paper.
Regards,

7l (o

Normand Lafreniére
NL/fd
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February 25, 2006

Membership in Professional Associations should be required for all
Agents/Brokers/Intermediaries. Thiswould once and for all demonstrate to
the Public that our government is serious about the training and competence
of intermediaries. Saf regulating Associations under the “watchful eye” of
FSCO would be responsible for maintaining education and re-education
programs for intermediaries as well as policing their activities. This efort
would also reduce the need/work load for FSCO. Introduce Just-Cause
legidation that would give a measure of security to intermediaries against
unfair/illegal/immora termination of agreement by insurers.

Whistle Blower Protection for those who expose unfair/illega/immora
activities on the part of insurers/their representatives/management. At
present, we are certain that there are activities- direct and indirect- which
could be considered illegal, immoral, unethical by both insurers and
intermediaries. Those who stand up and point these out end their careers
accordingly.

Contrary to what RIBO would like you to believe, Agents are not**
employees and hence their first obligation isto their Clients --- just like
Brokersfirst obligation is to theirs,

Remove license sponsorship requirement asit is obsolete and it allows for
undue influence over intermediaries by their sponsors. Our own Principa is






fond of using that threat whenever an Agent baks at coercion to sign a
document that is not in their best interest.

Licensing of Agents/Brokers should be handled by one entity and that
should be the Ontario I nsurance Commission. Agents and Brokers
licenses should be equd and allow for more flexibility in trangitioning from
one to the other. We have reviewed the open-book policy of the Brokers
exam and find it isfar inferior to that required of Agents by FSCO.

Disallow Credit-Scoring as a means of rate classification — rate increase
judtification- redlining.. Although it has been banned from use in the arena
of auto insurance it is alowed for both persona lines and commercia lines
fire...and is used regularly by some Insurers.

Create an advisory Board with actual powers to actually perform the
functions of the stated “externa consultation mechanisms’ — not the sham it
currently is. Make up of the Board to include: Agent rep, Broker rep,
Insurer rep, Public rep, Adjuster rep, Medica rep, Politician.

Review of rating systems to ascertain if multi-car or multi-line discounts are
fair or if they are unfair and in some cases discriminatory. Are rates
artificialy high so that in those situations insurers can “ offer” alarge
discount which in redlity is smply areturn to the rate needed in the first
place? le. Why do youthful drivers have their auto premiums reduced by
$400-800. per year if they have rentersshomeowners or life insurance with
an insurer.

We (CASFAA Inc.) are indeed disappointed that despite numerous letters
and callsto officials we are not notified of desired submissionsfrom
‘stakeholders and are, in fact, ignored. If the insurance regulators are
indeed to demonstrate a desire to actually include al stakeholdersin
discussions of importance and merit to the insuring public, we can no longer
be ignored...especialy given our status as the only Federally registered
Professional Agents Association representing Agents* in Canada.

Respectfully submitted by:

Richard W. Gibbons — Agent





Past President of CASFAA Inc.
Current Legidative Liason






CANADIAN BANKERS ASSOCIATION

Box 348, Commerce Court West
199 Bay Street, 30" Floor

Toronto, Ontario, Canada M5L 1G2
www.cba.ca

Terry Campbell
Vice-President, Policy

Tel: (416) 362-6093 Ext. 301
Fax: (416) 362-8288
tcampbell@cba.ca

March, 31, 2006

Ms. Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street. Box 85
17" Floor

Toronto, ON

M2N 6L9

Dear Ms Shevlin:

I would like to thank you for the opportunity to provide the Canadian Bankers
Association’s views on the CCIR Industry Practices Review Committee’s document Managing
Conflicts of Interest: A Consultation Paper on Enhancing and Harmonizing Best Practices. The
issue of conflicts of interest in insurance distribution first achieved wide attention with the
publication, in April 2005, of the Autorité des Marchés Financiers (AMF) document Commercial
Practices in the Québec Damage Insurance Brokerage Sector. Some of the concerns raised in
that document dealt with issues of concentrated business lines (large brokers doing 80% of
business with only 2 insurers), financial links between brokers and insurers (23% of large brokers
having ownership ties with an insurer and consequently sending most business to that insurer),
and methods of compensation. These findings prompted the CBA to write to the AMF in 2005
expressing our concern that customers who rely upon an insurance intermediary to shop the
market, and who believe that is being done, might not always realize that such search is not
taking place. Consequently their choices might have been unknowingly limited, to the detriment
of the consumer.

We are pleased that the CCIR is responding to these concerns. The CCIR has taken a
principle-based approach to regulation, rather than a more prescriptive approach and in this
regard, the CBA is broadly supportive of the three principles that would guide the behaviour of
insurance intermediaries, namely that:

* an intermediary must place the interests of policyholders and prospective purchasers of
insurance ahead of his or her own interests,

= consumers must receive disclosure of any actual or potential conflict of interest that is
associated with a transaction or recommendation, and

» the recommended product must be suitable for the needs of the consumer.

While each of these regulatory principles has merit in its own right, they collectively help to
ensure that the overarching goal — that the best interests of the customer be served — is met.

Serving the best interests of the consumer is precisely what is accomplished by a well
functioning marketplace that is characterized by a high degree of competition and a high degree





of consumer choice. The role of regulation should be to complement and enhance the benefits
arising from competition in the marketplace, not to be a substitute for competition. In other
words, regulation should only be contemplated when there is clear evidence that the market has
failed to deliver the desired results — a market solution should always be considered first. The
paper’'s comment that “If regulators’ monitoring of the marketplace identify problems in the future
that require additional action, further steps can be taken, including the development of more
prescriptive rules.” is somewhat worrisome, therefore. While it appears reasonable on the
surface, it does not take into account the fact that the insurance marketplace is not permitted to
function as effectively as it could because customers in the branches-of deposit-taking
institutions such as banks and most credit unions, are prohibited from obtaining information or
referrals to insurance professionals outside the branch, even though the branch might be the
best and most convenient location in which to provide that information and referral. More
prescriptive regulations might be called for once the market has been allowed to function
effectively and principle-based regulation is proven not to be effective in delivering adequate
consumer protection.

Expanding consumer options by allowing them to access information where it is most
appropriate and convenient for them, and giving them the ability to get a referral from a bank
branch to a qualified insurance professional outside the branch not only benefits consumers who
use this option, it benefits all consumers because it puts added pressure on all intermediaries to
serve their customers well. Thus, while we appreciate the risk-based approach that the CCIR
has chosen to take and embody in the three principles, we believe that both regulators and policy
makers have paid insufficient attention to the market-based approach to serving customers’ best
interests.

Allowing the greatest degree of competition in the marketplace is the best way to serve
the interests of consumers. In the past, as financial sector legislation was reformed, the banking
sector entered new financial market segments (residential mortgages, mutual funds and
securities sales) and introduced a new element of competition. Consumers clearly benefited
through better service, lower prices and an expanded market. We anticipate a similar result if
banks are allowed to better serve their customers’ insurance needs.

Moreover, an expansion of consumer choices in the bank branch would take place within
an environment of a strong consumer protection regime, one in which the banking sector has
been a leader. While banking customers are today protected by strong federal privacy legislation
(PIPEDA), the banks have their own privacy policies that actually go beyond PIPEDA — those
policies contain a blanket prohibition against the sharing of health information, for example. In
addition, the banks’ independent redress body, the Ombudsman for Banking Services and
Investments (OBSI), has been held out by provincial regulators as a model that other financial
services would do well to follow. OBSI provides full investigation of a complaint, dealing with all
aspects of a customer’s dealings with a bank, not only the product itself but also the manner in
which it was distributed. Our code of conduct re authorized insurance products, which is
overseen by the FCAC, contains provisions relating to training, disclosure, promotion practices
and privacy, amongst others. Not only is it consistent with the principles outlined in the CCIR
discussion paper, it goes further by specifically stating that banks shall not coerce a person to
acquire creditor insurance and instructing bank employees to inform customers about the
complaints handling mechanism that is available to them.

In summary, the CBA agrees with the broad principles espoused in the discussion paper.
They are drawn from what have been identified as best practices in the industry and are
consistent with the way in which bank financial groups operate. Indeed, | believe the banking
sector is a leader in establishing a strong consumer protection regime. Having said this though, |
would like to reiterate that efficient and effective regulation complements the working of a
competitive marketplace. Unfortunately, the insurance consumer in Canada generally does not
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enjoy the benefits of such a competitive marketplace, much to the detriment of that consumer.
Addressing this restriction is an important aspect to ensuring that the customer’s best interests

are served.

Once again, | thank you for the opportunity to provide the CBA’s comments on your
discussion paper.







Consumer Interest Alliance Inc.

March 27, 2006

Ms. Claire Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85, 17" Floor

Toronto, ON M2N 6L9

Re: Comments on CCIR and CISRO Consultation Paper on “Managing Conflicts of Interest: A
Consultation Paper on Enhancing and Harmonizing Best Practices”

Dear Ms. Shevlin:

We are pleased to provide our submission and its attachments concerning the management of

conflicts of interest, in response to your consultation paper of February 2006.

We feel that the points made relate closely to those in our letter of September 6, 2005, in which
we stated our position that all qualified brokers should be allowed access to all insurance

companies that distribute their insurance product through the brokerage network.

We also reaffirm our suggestion that your review process should consider the concept of a
published "standard template of agreement” between the insurance companies and brokers,
including, among others, the principles that address the concerns that CIAI makes in this and

prior submissions.

The expectation must be that, where an insurance company or broker represents to a consumer
that the broker is independent and that this is not the case, then it shall be regarded as a
deceptive sales practice. This must include any situation where incentives are in place to use

sales thresholds to provide for hidden commissions or any other concealed rewards to influence

Consumer Interest Alliance Inc
37 Helena Avenue, Toronto ON M6G 2H3

tel: 416-657-1756 ciaidconsumers@rogers.com www.ciai.ca
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behaviour and to limit the value of unbiased professional services from the broker and so harm

consumers of insurance.

We appreciate the invitation to respond to the important issues raised in this paper. We trust that
you will find value in our recommendations and are prepared to meet with you or your

colleagues to discuss further contents of this report.

Yours truly

2,24«,@«' Mu__
Theresa Courneyea

President

(email: tcourneyea@sympatico.ca)





Response of Consumer Interest Alliance to CCIR Consultation Paper
“Managing Conflicts of Interest: A Consultation Paper on
Enhancing and Harmonizing Best Practices,” February 2006

SCOPE

These comments address some of the issues raised in the CCIR consultation paper “Managing
Conflicts of Interest: A Consultation Paper on Enhancing and Harmonizing Best Practices” of
February 2006.

FUNDAMENTAL POINT

The purpose of insurance is to protect consumers and others in need of protection from risk, at an
economic long-term cost. This point seems lost in much of the discussion about managing

conflict of interest.

The Consumer Interest Alliance Inc. (CIAI) believes that conflict of interest is systemic
in the property and casualty insurance industry in that the conflict is entrenched:

. Brokers are compensated as a percentage of premium, therefore the higher the premium
the higher the compensation.

.  There are performance-based incentives in insurer-broker contracts that depend on
cumulative results.

«  Many insurers have ownership positions in insurance brokerages.

« Many insurers provide short and long-term loans to brokers.

Conflict of interest is defined here as a situation where there are financial incentives that
make it difficult for the broker to fulfill his or her duties impartially. Management or
removal of this conflict is the obvious the goal of all concerned.

COMMENTS ON THE PROCESS AND THE CONSULTATION PAPER

The consultation paper of June 2005 of the Industry Practices Review Committee examined the
relationships between insurers and intermediaries and sought comments on its findings. The
majority of responses to that consultation were from insurers. CIAI believes that the summary of

responses, of November 2005, represents industry satisfaction with current practices. While CIAI



http://en.wikipedia.org/wiki/Duty

http://en.wikipedia.org/wiki/Impartiality
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has no problem with insurers providing insurance at a reasonable profit, it must be done in an
open and transparent manner that eliminates or minimizes conflict of interest and ensures

meaningful intermediary/broker independence.

Page 2 of the consultation paper, Managing Conflicts of Interest of February 2006,
includes the statement that “The IRDC has conducted a comprehensive review of a wide
range of best practices.” However, CIAI finds it hard to equate the summary of current
practices as best practices.

The consultation paper under discussion here presents three principles for regulators to
consider and for industry associations to support as appropriate means to manage actual or
potential conflicts of interests in insurance advice or transactions. CIAI comments here are
informed by the property and casualty insurance sector as our experience indicates that most
consumer issues are in this sector, with automobile insurance dominating.

PRINCIPLE 1: PRIORITY OF CLIENT’S INTEREST

A statement of the expectation of the priority of the client’s interest is laudable, but the current

contract constraints on brokers greatly curtail their ability to achieve these expectations.

Industry Consolidation

Refer to the attached Annex 1, in which the list of companies, taken from the FSCO website,
outlines the effect of consolidation in corporate insurance markets. Therefore, brokers and
ultimately consumers have fewer suppliers of insurance products. This is not an ideal situation in
dealing with a product that is mandated under provincial law (as is automotive cover) or

contractually required (as household insurance, by the bank or other mortgage provider.)

Limited Access across the Range of Premium Spread

Refer to the attached Annex 2, which shows the minimum/maximum premium spread for

specific risk profiles and specific areas in Ontario.

The consumer’s problem is getting access to the lowest or other most appropriate quote,
while ensuring that purchase of insurance does not become a shopping ordeal. Consumers
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should not have to search for the right broker/insurer package, but should have their broker,
acting on their behalf, look for the insurer to meet individual cover their needs at an
economical price. In the present tied broker/insurer market, urban consumers may be able to
find the right package, but rural consumers may have limited options for brokers to serve
them.

Consumers should be able to find a quote they like and explore it with any broker of
their choice. While consumers can find quotes on the Internet, their broker may not have
access to that supplier. Moreover, depending on that sort of consumer research obviates the
need for brokers at all. That is not a sustainable long-term solution to this problem,
particularly as it often assumes that all consumers will be “Internet savvy” and so
compensate for their broker’s often-limited ability to do effective rate shopping on their
behalf.

Targeting of Selected Risk Profiles

Refer to the attached Annex 3, which shows detailed premium quotes for a profile for Toronto
region. This table shows a wider variation in rate quotes for the same risk profile (#1) in
comparison to the geographical selection of Annex 2. This variation suggests that quotes are

based on target market, rather than on straightforward risk.

CIAI concludes that insurers are targeting and selecting risks by using licence “fracture.” Under
that practice, one licence targets risks via specific brokers, regions, and possibly other undisclosed
criteria. In addition, each corporate licence would have a specific contract with each broker with

substantive requirements placed on the broker (risk classification, premium volume, etc.).

The broker must accept these constraints because failure to do so would result in loss of
their insurance market, potentially destroying their account base and their business. This
practice results in the significant reduction or elimination of the broker’s independence. The
ability to meet the consumer expectations imposed on brokers is directly linked to their
ability to be independent. The insurer requirement for a contract impairs this ability.
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CIAl Recommendation

CIAI recommends that regulations be amended to allow any licensed broker to secure quotes for
their clients from any licensed insurer that distributes their products through independent

insurance brokers.

The insurer risk selection guidelines are defined (refer to section 5 of Reg. 664,
Insurance Act - R.R.O. 1990). However, the present scope of the contracts that insurer
require with the broker undermine this intention. Moreover, the need for such a contract is a
significant barrier to entry of new brokers into the market.

CIAI does not believe or accept the argument that opening the supplier market
represents an unwieldy method of distribution. Rates and underwriting rules are already
computerized and submitted to FSCO, which would continue to monitor these for adherence
to existing regulations and public policy. Insurers are already on-line to their contracted
brokers and quotes are widely available on the Internet. The missing piece is for brokers to
have the right to shop in this market directly for a product that suits the needs and
pocketbook of their clients. The evolving model of a travel agent comes to mind.

PRINCIPLE 2: DISCLOSURE OF CONFLICT OR POTENTIAL CONFLICT OF
INTEREST

While the goals of disclosure are laudable, their existence avoids the question of the courses of
action open to a consumer if/\when they receive, understand and appreciate the required
disclosure. The disclosure will only identify issues outside the consumer’s control and frequently
outside the consumer’s understanding. Consumers still must purchase auto insurance and

frequently have little time to undertake a lot of research.

CIAl Recommendation

CIAI recommends that the broker be required to identify the three lowest quotes for this
coverage, plus his/her recommended quote if different from three lowest. This set of choices will

allow the consumer a range of useful information and some control over the process. In addition,
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the broker’s ability to serve the consumer would be greatly enhanced with that access to every
licensed company that operates via brokers.

PRINCIPLE 3: RECOMMENDED PRODUCT SUITABLE FOR NEEDS OF
CONSUMERS

This principle that the broker’s offer must be suitable to the consumer’s needs stands on its own
and is critically important. When assessing needs, this clearly must include “affordability” and

therefore provide for broker access to the full market of competitively priced product.

OTHER MATTERS
Independence Must be Defined

Independence has a traditional dictionary meaning of “freedom from the influence and control
by others.” The present practices of insurance contracts put brokers under the control of the
insurers. The resulting conflicts of interest compromise independence. CIAI proposes that all
sectors of the industry and regulators should draft a definition and a method of assessing
independence, that there should be public consultation on these, and that the proposals be

implemented though regulation in due course.

Performance Linked Benefits not Prohibited

CIAI believes that performance linked benefits do not need to be prohibited provided that brokers
can freely access all insurers. In this way, a consumer can be provided with access to their choice
of insurance market from any broker. Brokers can find the best solution for their clients without

fear of losing their insurance markets.

CIAI believes that ownership positions by insurers in independent brokerages will result in
conflict of interest. If they are small, then it hard to see why they cannot be replaced by other

resources by the brokerage; if they are large then the resulting conflict is clear.
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For lines of credit to independent brokerages, if they are of a scale that is clearly related to
ongoing transactions and the payable/receivable ratios, then CIAI suggests that they might be
seen as a normal commercial relationship. However, consideration should be given to their

elimination above certain accounting ratios that will require definition and agreement.
Can Industry Associations Assist?

CIAI believes that, if given the tools, the Insurance Brokers Association of Canada and its
provincial affiliates can freely market the services of brokers as being truly independent. The
major tool must be the ability of brokers to have open access to insurers according to the
underwriting rules filed and approved by FSCO. CIAI believes that the Insurance Brokers
Association of Canada can play an important role in educating consumers about their ability to

truly choose the best broker and best insurance company for each consumer’s needs.

Toronto
2006-03-27





Annex 1: Ontario Auto Insurance Companies: Corporate Concentration

Source: FSCO

Owner Individual Licence
1 Aviva 1 S &Y Insurance Company
2 Scottish & York Insurance Company Limited
3 Pilot Insurance Company
4  Aviva Insurance Company of Canada
5 Elite Insurance Company
6 Traders General Insurance Company
2 Allstate 7 Pembridge Insurance Company
8 Pafco Insurance Company (NS)
9 Allistate Insurance Company of Canada
3 NorthBridge 10 Lombard General Insurance Company of Canada
11 Lombard Insurance Company
12 Zenith Insurance Company
13 Federated Insurance Company of Canada
4 Desjardins 14 Certas Direct Insurance Company
15 Personal Insurance Company
5 ING 16 Trafalgar Insurance Company
17 ING Novex Insurance Company of Canada
18 ING Insurance Company of Canada
19 Nordic Insurance Company of Canada
20 Belair Insurance Company Inc.
6 Royal /Sun 21 Unifund Assurance Company
Alliance
22 Royal & Sun Alliance Insurance Company
23 Western Assurance Company
24 Ascentus Insurance Ltd.
7 Economical 25 Waterloo Insurance Company
26  Economical Mutual Insurance Company
27 Federation Insurance Company of Canada
28 Perth Insurance Company (NS)
8 TD Bank 29 TD General Insurance Company
30 Primmum Insurance Company

Annex to CIAI Comments to CCIR Consultation Paper, 2006-03-27
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Owner

Individual Licence

10

11

AXA

Co-operators

Kingsway

31
32

33
34
35

36
37

38
39

Security National Insurance Company
TD Home and Auto Insurance Company

AXA Pacific Insurance Company
AXA Insurance (Canada)
Citadel General Assurance Company

Co-operators General Insurance Company
COSECO Insurance Company

Kingsway General Insurance Company (NS)
York Fire & Casualty Insurance Company

Others

12
13

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Chubb Insurance Company of Canada
Dominion of Canada General Insurance Company

RBC General Insurance Company

Wawanesa Mutual Insurance Company

Motors Insurance Corporation

State Farm Mutual Automobile Insurance Company
CUMIS General Insurance Company

Farmers' Mutual Insurance Company (Lindsay)
Guarantee Company of North America

Farm Mutual Reinsurance Plan Inc.

Lloyd's Underwriters

Portage La Prairie Mutual Insurance Company
Gore Mutual Insurance Company

CAA Insurance Company (Ontario)

Optimum Insurance Company Inc.

Coachman Insurance Company (NS)

Echelon General Insurance Company (NS)

Annex to CIAI Comments to CCIR Consultation Paper, 2006-03-27
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Annex 2: Ontario Auto Insurance Companies: Two Insurance Profiles

Source: FSCO

Profile 1 (as Annex 3, profile 1)
Risk Description
= Pleasure use only, annual mileage under 10,000 km

= No chargeable accidents or convictions in last 10 years
= New business application to company
= Licensed 50 years, class G licence
= Adult, age 70, qualifies for retiree's discount
= 2000 Ford Focus LX 4DR (VICC Code 9020)
Summary of Locations, Insurers and Premiums
Ott (K1Y)
Lombard Insurance Company 626
Security National Insurance Company 1,267
Ham (L8V)
Lombard Insurance Company 913
COSECO Insurance Company 1,763
Lon (N6A)
Lombard Insurance Company 728
COSECO Insurance Company 1,435
Sudb (P3E)
Lombard General Insurance Company of Canada 706
TD Home and Auto Insurance Company 1,406
Brkv (K6V)
S &Y Insurance Company 597
TD Home and Auto Insurance Company 1,194
Tor (MA4Y)
S &Y Insurance Company 927
TD Home and Auto Insurance Company 2,254
Wind (N8W)
Unifund Assurance Company 820

Annex to CIAI Comments to CCIR Consultation Paper, 2006-03-27





TD Home and Auto Insurance Company 1,819

TBay (P7K)
Dominion of Canada General Insurance Company 684
Chubb Insurance Company of Canada 1,267
Profile 2
Risk Description
Vehicle 1

= Male, age 40 (husband), licensed 24 years, class G licence

= No chargeable accidents or convictions in last 6 years

= Drive to work 10 km one way, annual mileage under 16,000 km
= 2001 Dodge Ram 1500 Club Cab 4WD (VICC Code 2737)

= New business application to company

Vehicle 2

= Female, age 39 (wife), licensed 20 years, class G licence

= No chargeable accidents or convictions in the last 6 years

=  Drive to work 20 km one way, annual mileage under 20,000 km

= 2002 Dodge Neon 4 door (VICC Code 2261)

= New business application to company

Summary of Locations, Insurers and Premiums (, $)

Oott (K1Y)

Unifund Assurance Company 1,763

Belair Insurance Company Inc. 3,664
Ham (L8V)

Unifund Assurance Company 2,468

AXA Insurance (Canada) 4,541
Lon (N6A)

Unifund Assurance Company 2,028

Farmers' Mutual Insurance Company (Lindsay) 3,645

Sudb (P3E)
Royal & Sun Alliance Insurance Company 1,917
Lloyd's Underwriters 3,451

Annex to CIAI Comments to CCIR Consultation Paper, 2006-03-27
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Brkv (K6V)
Unifund Assurance Company

Security National Insurance Company

Tor (M4Y)
Certas Direct Insurance Company

AXA Insurance (Canada)

Wind (N8W)
RBC General Insurance Company

TD Home and Auto Insurance Company

TBay (P7K)
Gore Mutual Insurance Company

Security National Insurance Company

1,792
3,255

2,924
5,725

2,135
4,251

2,072
4,028

Annex to CIAI Comments to CCIR Consultation Paper, 2006-03-27
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Annex 3: Ontario Auto Insurance Companies: Toronto Premium Profile

Source: FSCO

Profile 1, as Annex 2, profile 1 — (for Toronto M4Y only)
Risk Description
Pleasure use only, annual mileage under 10,000 km
No chargeable accidents or convictions in last 10 years
New business application to company
Licensed 50 years, class G licence
Adult, age 70, qualifies for retiree's discount
2000 Ford Focus LX 4DR (VICC Code 9020)

Company Premium ($)
S &Y Insurance Company 927
Scottish & York Insurance Company Limited 1,002
Lombard General Insurance Company of Canada 1,085
Personal Insurance Company 1,117
Lombard Insurance Company 1,122
Zenith Insurance Company 1,131
Certas Direct Insurance Company 1,142
Trafalgar Insurance Company 1,147
Pilot Insurance Company 1,154
Unifund Assurance Company 1,156
Aviva Insurance Company of Canada 1,199
Royal & Sun Alliance Insurance Company 1,222
Waterloo Insurance Company 1,227
Chubb Insurance Company of Canada (incl. Sumitomo Marine & 1,249
Fire Insurance Company Limited)
Elite Insurance Company 1,263
Western Assurance Company 1,276
Economical Mutual Insurance Company 1,303
Federation Insurance Company of Canada 1,303
Allstate Insurance Company of Canada 1,310
Dominion of Canada General Insurance Company 1,342
RBC General Insurance Company 1,342
Wawanesa Mutual Insurance Company 1,354
ING Novex Insurance Company of Canada 1,367
Co-operators General Insurance Company 1,378
York Fire & Casualty Insurance Company 1,379
State Farm Mutual Automobile Insurance Company (S/NS) 1,393
Ascentus Insurance Ltd. 1,396
Motors Insurance Corporation 1,401
ING Insurance Company of Canada 1,414
Traders General Insurance Company 1,429
CUMIS General Insurance Company 1,434
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Company Premium ($)
Farmers' Mutual Insurance Company (Lindsay) 1,459
Pembridge Insurance Company 1,463
Guarantee Company of North America 1,505
AXA Pacific Insurance Company 1,525
Farm Mutual Reinsurance Plan Inc. 1,543
AXA Insurance (Canada) 1,578
Nordic Insurance Company of Canada 1,583
Lloyd's Underwriters 1,585
Portage La Prairie Mutual Insurance Company 1,626
TD General Insurance Company 1,681
Gore Mutual Insurance Company 1,706
Primmum Insurance Company 1,713
Federated Insurance Company of Canada 1,725
Citadel General Assurance Company 1,728
CAA Insurance Company (Ontario) 1,730
Optimum Insurance Company Inc. 1,876
Security National Insurance Company 1,905
Coachman Insurance Company (NS) 2,072
Belair Insurance Company Inc. 2,246
TD Home and Auto Insurance Company 2,254
Perth Insurance Company (NS) 2,335
COSECO Insurance Company 2,527
Pafco Insurance Company (NS) 2,559
Kingsway General Insurance Company (NS) 3,337
Echelon General Insurance Company (NS) 4,586

Annex to CIAI Comments to CCIR Consultation Paper, 2006-03-27
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L’ACCAP est
reconnaissante de
I’occasion qui lui est
donnée de présenter
ses observations.

23 millions de
Canadiens sont
couverts par des
assurances de
personnes.

l. INTRODUCTION

L'Association canadienne des compagnies d’assurances de
personnes (ACCAP) est heureuse de présenter ses observations
sur le document intitulé Gestion des conflits d’intéréts :
document de consultation sur I'amélioration et I’lharmonisation
des pratiques exemplaires (le « document de consultation ») du
Comité de révision des pratiques de I'industrie (CRPI) du
Conseil canadien des responsables de la réglementation
d'assurance (CCRRA) et des Organismes de réglementation des

services d’assurance au Canada (CISRO).

Etablie en 1894, I'ACCAP est une association a adhésion libre
dont les sociétés membres détiennent 99 p. 100 des assurances
de personnes en vigueur au Canada; travaillent pour le compte
de ses membres plus de 115 000 Canadiens. L’'industrie
protege 23 millions de personnes au Canada ainsi que

19 millions de souscripteurs a I’étranger, leur fournissant de
I'assurance vie, des rentes, des REER, des FERR, ainsi que des
assurances invalidité et maladie complémentaire. En outre, elle

administre les deux tiers des régimes de retraite au Canada.

Notre mémoire se présente ainsi :

. a la partie Il sont présentées des observations sur
I'approche globale en matiere de réglementation des
pratiques commerciales proposée dans le document de

consultation;

. a la partie 111 sont formulées des observations sur les trois
principes proposés aux fins de la gestion des conflits
d’intéréts et sur des approches possibles visant la mise en

application de ces principes;

. a la partie IV sont énoncées nos conclusions et les
prochaines étapes recommandées en vue de la poursuite
du travail de collaboration de I'industrie et des

responsables de la réglementation.





L’industrie appuie
le modéle de
réglementation
des pratiques
commerciales
suggéré dans le
document de
consultation.

1. APPROCHE GLOBALE

Dans le but de renforcer les pratiques exemplaires en matiére
de gestion des conflits d’intéréts, le document de consultation
propose un modeéle global de réglementation des pratiques

commerciales présentant trois caractéristiques :

i. il est fondé sur des principes, plutét que sur des régles

prescriptives, et met I'accent sur des pratiques exemplaires

a adopter;

ii. il est évolutif en ce sens que des régles plus prescriptives
seraient élaborées seulement si la surveillance du marché
effectuée par la suite révélait que des mesures

supplémentaires étaient nécessaires;

iii. les résultats pourraient étre obtenus au moyen d’initiatives
de I'industrie ou de dispositions réglementaires, ou les

deux.

L’'industrie appuie ce modéle et félicite le CRPI d’avoir proposé
une approche bien pensée qui, de par sa nature, fait participer
activement tous les intervenants et crée un environnement
incitant a agir pour obtenir des résultats plutét que de suivre

tout bonnement des régles.

L’'industrie des assurances de personnes a adopté il y a
longtemps une approche semblable, comme en témoignent la
base solide établie de longue date que constituent ses normes,
sa collaboration avec d’autres intervenants de I'industrie en vue
de I’élaboration et de I'adoption de ces normes, et les relations
constructives qu’elle entretient depuis longtemps avec les

responsables de la réglementation.





L’industrie serait
heureuse de prendre
part au travail
d’harmonisation
relatif au principe de
priorité des intéréts
du client.

I1l. PRINCIPES PROPOSES

Il est recommandé dans le document de consultation
d’appliquer trois principes dans la gestion des conflits d’intéréts
et des risques de conflits d’'intéréts pouvant découler de

conseils ou d’opérations d’assurance.

1. Priorité des intéréts du client : Un intermédiaire doit faire

passer les intéréts des titulaires de police et des clients

éventuels devant les siens.

2. Divulgation d’un conflit d’intéréts ou d’un risque de conflit

d’intéréts : Les consommateurs doivent étre informés de
tout conflit d’intéréts ou risque de conflit d’'intéréts lié a une

recommandation ou a une opération.

3. Recommandation d’un produit adéquat : Le produit

recommandé doit répondre aux besoins du consommateur.

Nous traitons ci-dessous de chacun de ces principes.

A. Priorité des intéréts du client

Le document de consultation fait remarquer que certains
territoires de compétence et divers codes de conduite sectoriels
reconnaissent déja ce principe, et recommande d’uniformiser le

libellé des dispositions en cause.

L'industrie, qui préconise depuis longtemps d’harmoniser autant
que possible les dispositions relatives aux pratiques
commerciales, appuie entierement le principe proposé. En
outre, les assureurs de personnes se réjouissent a l'idée de
prendre part au travail d’harmonisation proposé et seraient
heureux qu’un effort conjoint des responsables de la
réglementation et de I'industrie soit déployé en vue de la

réalisation de cet objectif.





La procédure de
I'industrie relative a
la communication de
renseignements
concernant les
conseillers
recommande de
renseigner les
consommateurs sur
les conflits d’intéréts
et les risques de
conflit d’intéréts.

B. Divulgation d’un conflit d’intéréts ou d’un risque

de conflit d’intéréts

Soulighant qu’une divulgation « permet aux consommateurs de
participer plus activement a la prise de décisions relatives a
I'achat d’assurance », le document de consultation
recommande que les courtiers et agents mettent a la
disposition des consommateurs des renseignements formulés
clairement et simplement, qui peuvent aider a gérer les conflits

d’intéréts et précisent notamment :

e les assureurs représentés;

¢ les formes de rémunération;

e les autres relations qui créent un conflit d'intéréts ou un
risque de conflit d’'intéréts ou qui pourraient le faire, y
compris le lien de propriété, les préts et autres liens
financiers, ainsi que les avantages non pécuniaires;

e |'étendue des recherches effectuées par le courtier ou
I'agent pour trouver un prix concurrentiel et un produit

adéquat.

L'industrie avalise le principe voulant qu’il faille fournir aux
consommateurs des renseignements sur les conflits d’'intéréts
et risques de conflits d’intéréts. En fait, ce principe sous-tend la
procédure de l'industrie relative a la communication de
renseignements concernant les conseillers (dont un exemplaire
se trouve a I’Annexe A). Dans cette procédure, il est

recommandé aux conseillers de préciser par écrit :

le nom des assureurs qu’ils représentent;

2. la nature de leurs liens avec ces assureurs (intéréts dans
des sociétés, p. ex.);

3. la facon dont ils sont rémunérés;
s’ils ont droit a une rémunération supplémentaire pécuniaire
ou autre (bonis, incitatifs a la vente, p. ex.);

5. tout autre conflit d’'intéréts possible;





L’adoption de la
procédure relative a
la communication de
renseignements
concernant les
conseillers est de
plus en plus
fréquente.

L’aspect recherches
effectuées sur le
marché devrait étre
traité en rapport avec
le principe de

« recommandation
d’un produit

adéquat ».

Tous les
renseignements a
communiquer par les
sociétés, sauf un,
figurent déja dans la
procédure relative a la
communication de
renseignements
concernant les
conseillers.

6. le droit du consommateur de demander des renseignements

supplémentaires.

L’'industrie continue de voir a la mise en ceuvre de cette
procédure d’'un océan a l'autre. L’action coordonnée des
assureurs de personnes, des agents généraux, d’Advocis et des
Courtiers indépendants en sécurité financiere du Canada se
poursuit et donne de trés bons résultats. Un nombre toujours
plus grand de conseillers sont au courant de cette initiative
volontaire (un sondage mené récemment par une grande
société d’assurances aupres de quelque 450 courtiers a révélé
que 78 p. 100 d’entre eux connaissaient l'initiative) et son

adoption est de plus en plus fréquente.

L'un des quatre exemples de renseignements a communiquer
aux consommateurs énoncés dans le document de consultation,
a savoir I'’étendue des recherches effectuées, n’est pas
précisément mentionné dans la procédure de I'industrie. Alors
que les trois autres exemples ont trait aux liens entre I'agent et
les sociétés d’assurances et aux conflits d’intéréts pouvant en
découler, cet exemple porte sur le produit recommandé.
L’énumération des sociétés représentées indique bien slr déja
I’étendue du marché de I'agent. Toutefois, si le CRPI avait en
téte quelque chose de plus précis concernant cet exemple, il
semblerait plus approprié d'étudier I'aspect recherches
effectuées sur le marché en rapport avec le principe de

« recommandation d’'un produit adéquat ».

Il est également recommandé dans le document de consultation
que les assureurs rendent publics (sur leur site Web, p. ex.)
des renseignements clairs et concis sur leurs relations avec les
intermédiaires et plusieurs exemples y sont donnés. La plupart
de ces exemples (liens de propriété et autres liens financiers,
formes de rémunération, avantages non pécuniaires, bonis et
commissions conditionnelles, p. ex.) figurent déja dans la

procédure de I'industrie relative a la communication de





L’industrie se
penchera sur la
question de savoir si
la communication de
renseignements par
les sociétés aiderait
les consommateurs
a prendre des
décisions.

L’industrie est d’avis
qu’il doit y avoir
correspondance
entre les conseils
donnés et les
besoins des clients.

Une approche
reflétant la réalité
propre aux
assurances de
personnes s’impose.

renseignements concernant les conseillers, selon laquelle ces
renseignements doivent étre fournis par écrit et de facon
concise directement au consommateur. L’'industrie examinera
plus avant la question de savoir si le fait pour les assureurs de
rendre publics des renseignements supplémentaires sur leurs
relations avec les intermédiaires pourrait aider le
consommateur a prendre des décisions éclairées et
communiquera ses vues au CRPI a ce sujet au cours de la

période a venir.

C. Recommandation d’un produit adéquat

Le document de consultation note que la recommandation d’un
produit adéquat est une meilleure indication de I'efficacité de la
gestion des conflits d’intéréts et recommande que
I'intermédiaire s’assure de comprendre les besoins de ses
clients et que les produits recommandés répondent a ces

besoins.

L'industrie souscrit au principe voulant qu’il y ait
correspondance entre les conseils donnés et les besoins du
client. Toutefois, elle est d’avis que le terme « suitability »
utilisé en anglais correspond a une notion bien précise et
propre au domaine des valeurs mobiliéres et qu’il sera
nécessaire de mettre au point une approche qui tienne compte
des caractéristiques des produits d’assurances de personnes et

des marchés s’y rattachant.

L’'industrie a d’ailleurs entamé des consultations avec d’autres
intervenants du secteur en vue de mettre au point une telle
approche qui, tant sur le plan terminologique qu’opérationnel,
refléterait mieux la réalité propre au milieu des assurances. Les
observations de l'industrie sur cette question seront présentées

au CRPI aux fins de discussions au cours de la période a venir.





Il n’est plus
nécessaire de
définir la notion

d’« indépendance »
ni de restreindre les
avantages liés au
rendement.

D. Autres questions

Le document de discussion fait remarquer que la mise en
application des trois principes proposés fera qu’il ne sera pas
nécessaire de donner suite a deux des propositions contenues
dans le document de consultation de juin 2005, a savoir définir
la notion d’« indépendance » des agents et restreindre ou
interdire les avantages liés au rendement et les autres
avantages financiers. L’industrie est tout a fait d’accord avec ce

constat.





IV. CONCLUSIONS ET PROCHAINES ETAPES

L’industrie des assurances de personnes est heureuse de
I'occasion que lui fournit le document de consultation de
poursuivre le dialogue constructif engagé avec le CCRRA et les
CISRO par I'entremise du Comité de révision des pratiques de

I'industrie.

L'industrie félicite le CRPI de proposer un modele global de
réglementation des pratiques commerciales qui soit évolutif et
fondé sur des principes, et qui permette d’atteindre les
résultats souhaités au moyen d’initiatives de I'industrie ou de

dispositions réglementaires, ou les deux.

En outre, I'industrie appuie les principes proposés et fait

observer ce qui suit.

1. Priorité des intéréts du client — L’industrie, qui
préconise depuis longtemps d’harmoniser autant que
possible les dispositions relatives aux pratiques
commerciales, serait heureuse de prendre part a un effort
conjoint avec les responsables de la réglementation en
vue de poursuivre I’harmonisation de la réglementation et

des codes sectoriels en la matiére.

2. Divulgation d’un conflit d’intéréts ou d’un risque de
conflit d’intéréts — L’industrie continue de voir a la mise
en ceuvre de sa procédure relative a la communication de
renseignements concernant les conseillers, qui prévoit la
divulgation des conflits d’intéréts et comprend divers
exemples énoncés dans le document de consultation. En
ce qui concerne la suggestion d’inclure dans cette
divulgation des renseignements sur les recherches
effectuées sur le marché, l'industrie est d’avis qu’il serait
peut-étre préférable d’étudier cet aspect en rapport avec

le principe de « recommandation d’'un produit adéquat ».





En ce qui concerne la suggestion que les assureurs
donnent des renseignements clairs et concis sur leurs
relations avec les intermédiaires sur leur site Web,
I'industrie fait remarquer que la plupart des exemples
énoncés figurent déja dans la procédure relative a la
communication de renseignements concernant les
conseillers, mais s’engage néanmoins a examiner plus
avant la question de savoir si le fait pour les assureurs de
rendre publics des renseignements supplémentaires
pourrait aider les consommateurs a prendre des décisions

éclairées.

Recommandation d’un produit adéquat — L’'industrie
souscrit au principe voulant qu’il y ait correspondance
entre les conseils donnés et les besoins du client, mais fait
remarquer que le terme « suitability » utilisé en anglais
correspond a une notion bien précise et propre au
domaine des valeurs mobiliéres et que, par conséquent, il
conviendrait d’envisager une approche propre a lI'industrie
des assurances. L’'industrie a déja entamé des
consultations avec d’autres intervenants du secteur en
vue de mettre au point une telle approche gu’elle
présentera au CRPI aux fins de discussions au cours de la

période a venir.
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Document de référence
COMMUNICATION DE RENSEIGNEMENTS CONCERNANT LES
CONSEILLERS

Lorsqu’un consommateur envisage de souscrire un produit d’assurance vie ou d’assurance
maladie, il est important qu'’il détienne des renseignements pertinents sur le produit, sur la fagon
dont celui-ci répond a ses besoins, sur la société offrant le produit, et sur le conseiller et les
liens d’'affaires de ce dernier. Le tableau qui suit indique les renseignements concernant le

conseiller qui doivent étre fournis par écrit au client préalablement a la transaction de vente.

Le tableau présente des observations et un libellé type a I'égard des six éléments clés a
communiquer. Il renferme également des notes (en caractéres gras) sur les exigences
réglementaires en matiere de communication de renseignements, ainsi que des suggestions
tirées du document intitulé Principes et pratiques relatifs a la vente de produits et services dans
le secteur financier qu'a récemment publié le Forum conjoint des autorités de réglementation du
marché financier. L’objectif, dans tous les cas, est de faire en sorte que les consommateurs

disposent de renseignements pertinents et utiles.

Le libellé suggéré pour chaque élément a communiquer est donné a titre d’exemple; il constitue
un bon point de départ, mais chaque conseiller peut bien sir I'adapter a sa situation, a condition
de continuer de satisfaire aux exigences minimales. Des modéles de déclarations montrant

comment les libellés types peuvent étre utilisés figurent & I'’Annexe 1.

Le présent document a été élaboré en collaboration avec plusieurs organismes
d’'intermédiaires, dont Advacis, les Courtiers indépendants en sécurité financiére du Canada et

la Canadian Association of Independent Life Brokerage Agencies.
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Elément & communiquer

1. Société(s) que représente le
conseiller

Facteurs a considérer

Les sociétés aupres desquelles le conseiller place
un important volume d’affaires doivent étre
nommeées.

Les renseignements doivent rendre compte des
affaires placées par le conseiller (p. ex., une liste
de 25 sociétés avec lesquelles le conseiller est lié
par contrat peut ne pas étre significative si ce
dernier place la plupart des affaires auprés de
trois sociétés seulement; il pourrait étre plus utile
de fournir des renseignements sur les sociétés
avec lesquelles le conseiller traite réguliérement,
tout en rendant disponible la liste de toutes les
sociétés concernées).

Les renseignements peuvent é&tre fournis en
fonction des catégories de produits.

Les renseignements ne doivent pas étre trop
complexes.

Si le conseiller choisit de communiquer des
renseignements sur les sociétés auprés desquelles
il a placé des affaires au cours d’une période
donnée (les 12 derniers mois, p. ex.), il ne doit
pas nommer les sociétés avec lesquelles il a
depuis cessé d’étre lié par contrat.

* * * * *

En Ontario, la réglementation exige que le
conseiller divulgue par écrit les noms de tous
les assureurs et fournisseurs de produits ou de
services financiers qu’il représente [Reégl. de
I’Ont. 347, par. 15(1) et 15(2)].

En Colombie-Britannique, la réglementation

Libellé type

Je représente <nombre> assureurs, mais je fais souscrire la
majorité des contrats vie auprés des sociétés A, B et C, des
contrats collectifs auprés des sociétés C et D et des contrats
d’assurance invalidité auprés des sociétés E et F. Je
représente également <courtier en fonds communs de
placement> et <banque>. Je place des affaires par
I’entremise de I’agence <abc>.

ou

Je détiens un contrat exclusif avec <assureur> et offre des
produits disponibles par son intermédiaire et par
I’intermédiaire d’autres sociétés ayant conclu une entente de
distribution avec <assureur>, dont <noms des autres
assureurs>. Je représente également <courtier en fonds
communs de placement> et <banque>.

ou

Au cours de I’année écoulée, j’ai vendu des produits
d’assurances ou des produits financiers établis par les

ou

Au cours de I’année écoulée, au moins 20 % des produits
d’assurances ou des produits financiers que j’ai vendus ont
été établis par les sociétés suivantes : ...............

Et j’ai aussi, au cours de cette période, vendu des produits
d’assurances ou des produits financiers établis par les
SOCiétés suivantes : ...............

ou
Au cours des 12 derniers mois, la majorité des produits

d’assurances ou des produits financiers que j’ai vendus ont
été établis par les sociétés suivantes : ...............
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Elément & communiquer

Facteurs a considérer

exige que le conseiller divulgue le nom de
I’institution financiére fournissant le produit
ou le service financier que le consommateur a
choisi [Régl. de la C.-B. 573/2004, alinéa

3(D@)]-

Au Queébec, le représentant doit divulguer le
nom des assureurs dont il est autorisé a offrir
les produits [L.R.Q. c. D-9.2, art. 31] et,
lorsqu’il offre un produit en particulier, il doit
indiquer le nom du cabinet pour lequel il agit
[art. 14].

Le Forum conjoint suggére que le conseiller
divulgue le nom des organismes qui le
rémunérent directement.

Libellé type

Au Québec, ajouter :
En ce qui concerne ce produit, je place le contrat aupres de
<cabinet>.

2. Nature des liens avec la (les)
société(s) représentée(s)
[nommeée(s) en 1 ci-dessus]

Que doit savoir le consommateur sur les liens
qu’entretient le conseiller pour déterminer s’il
existe des facteurs pouvant influer sur les
conseils donnés?

Le conseiller traite-t-il exclusivement avec une
société? (Voir le libellé suggéré au n® 1.)

A votre connaissance, une société d’assurances
détient-elle dans votre agence un quelconque
intérét? Dans I’affirmative, indiquez I’intérét
détenu. Inversement, détenez-vous un
quelconque intérét dans une société
d’assurances? Dans I’affirmative, indiquez
I’intérét que vous détenez, s’il dépasse un seuil
de 10 %.

Existe-t-il d’autres aspects des liens d’affaires qui
pourraient aider le consommateur a comprendre

Si aucune des parties ne détient d’intérét dans la propriété de
I’autre :

a) Ne rien mentionner;
ou
b) préciser : Aucun assureur ne détient d’intérét dans

mes affaires et je ne détiens aucun intérét dans la
propriété d’aucun assureur.

Si I’'une des parties détient un intérét dans la propriété de
I’autre :

<Assureur)> détient un intérét de <xx%> dans mes
affaires.

ou
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Elément & communiquer

Facteurs a considérer

tout parti pris susceptible d’influer sur les
conseils donnés?

* * * * *

Au Québec, le représentant doit divulguer tout
lien d’affaires (tout intérét direct ou indirect
détenu par un assureur dans la propriété du
cabinet) [L.R.Q. c. D-9.2, art. 26].

Au Québec, le représentant qui agit pour le
compte d’un assureur avec lequel il est lié par
contrat d’exclusivité doit divulguer ce fait
[L.R.Q.c. D-9.2, art. 32].

En Colombie-Britannique, la réglementation
exige que soient divulgués les liens d’affaires
entre I’institution financiére et I’agent
proposant le service ou le produit [Regl. de la
C.-B. 573/2004, alinéa 3(1)(b)].

Le Forum conjoint suggere que le conseiller
divulgue la nature de sa relation avec la
société dont le produit est envisagé et toute
relation entre les sociétés qui prennent
directement part a une transaction.

Libellé type

Je détiens un intérét de <xx %> dans la propriété de
<assureur>.

3. Rémunération du conseiller

De quels renseignements le consommateur a-t-il
besoin pour comprendre la nature générale des
liens d’affaires entre le conseiller et I’assureur du
point de vue de la rémunération?

Les renseignements communiqueés doivent
permettre au consommateur de comprendre en
gros comment le conseiller est remunéré.

Une fois cette transaction effectuée, je recevrai de (assureur)
ou (agence) une rémunération sous forme de commission ou

autre.

ou

Si vous choisissez de souscrire un produit par mon
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Elément & communiquer

Facteurs a considérer

Des chiffres précis en dollars n’ont pas a étre
fournis.

Si un conseiller place des affaires par I’entremise
d’un agent général et qu’il recevra une
rémunération a la fois de I’assureur et de I’agent
général, il doit le préciser.

Des renseignements de cette nature doivent
également étre communiqués dans le cas de la
souscription de contrats de type RASNA.

* * * * *

En Colombie-Britannique, la réglementation
exige qu’il soit précisé si la commission ou la
rémunération sera versée par I’institution
financiére a I’agent proposant le service ou le
produit [Regl. de la C.-B. 573/2004, alinéa

3(1)(©)].

Au Québec, un représentant qui exige des
émoluments d’une personne avec laquelle il
transige doit lui dévoiler le fait qu’il recevra
d’autre part une rémunération pour les
produits qu’il lui vend [L.R.Q. c. D-9.2,

art. 17].

Le Forum conjoint suggere que soient
divulgués le mode de rémunération, tous les
droits payables par le client et les sources de
rémunération directe.

Libellé type

intermédiaire, je serai rémunéré par la société qui offre le
produit. Je touche une commission au moment de la
souscription et peux recevoir une commission de
renouvellement (ou d’encaissement) si vous maintenez cette
police en vigueur.

4. Si le conseiller peut avoir droit a
une rémunération supplé-

Cet aspect compleéte celui traité au n°3 et vise a
préciser si une rémunération supplémentaire peut

Je pourrais aussi avoir droit & une rémunération
supplémentaire, comme des bonis, ou a des avantages non
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Elément & communiquer

mentaire (pécuniaire ou autre,
comme des incitatifs sous forme
de voyages) fondée sur d’autres
facteurs (le volume des affaires
placées au cours d’une période
donnée, p. ex.)

Facteurs a considérer

étre versée et si d’autres incitatifs peuvent étre
accordés.

Bien que cela ne constitue pas une exigence de
divulgation, il est a noter que, au Québec, les
incitatifs sous forme de participation a des
conférences sont autorisés seulement si ces
derniéres ont pour but la formation.

* * * * *

Au Québec, le représentant ne peut participer
a des concours ou des promotions comportant
des avantages non pécuniaires qui pourraient
I’inciter a effectuer une vente qui ne
répondrait pas aux besoins particuliers de ses
clients [R.Q. c. D-9.2, r. 1.3, section 111 5].

Outre ce qui précede, au Québec, un
représentant peut se faire payer les codts de sa
participation a une conférence ou un
séminaire si le but premier de la conférence ou
du séminaire est la formation [R.Q. c. D-9.2,

r. 1.3, section 111 5].

Le Forum conjoint suggere que soient
divulgués tous les autres avantages découlant
de programmes d’incitatifs a la vente
rattachés a la transaction.

Libellé type

pécuniaires, tels des incitatifs sous forme de voyages, se

fondant sur divers facteurs comme le volume des affaires que

je place ou qui sont maintenues en vigueur aupres d’une
société donnée au cours d’une période déterminée.

5. Conflits d’intéréts

De quels renseignements le consommateur a-t-il
besoin pour déterminer si un conflit d’intéréts
risque d’influer sur les conseils donnés?

A noter que la nécessité de divulguer les conflits
d’intéréts s’applique de facon permanente, en ce

En I’absence de conflit d’intéréts :
a) Ne rien mentionner;

ou
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Elément & communiquer Facteurs a considérer Libellé type

qui a trait & chaque recommandation ou b) Etant donné que j’ai le devoir de vous divulguer, en
transaction (et non seulement a I’égard des votre qualité de client, tout conflit d’intéréts, je
nouveaux clients). confirme qu’il n’existe aucun conflit d’intéréts
concernant la transaction proposée que vous envisagez

e Pour déterminer s’il est possible qu’il y ait et que, dans son ensemble, ma recommandation tient
apparence de conflit et si des renseignements compte de mon analyse et de mon évaluation de vos
doivent étre fournis, le conseiller doit se poser les besoins et de votre sécurite sur le plan financier et
questions suivantes : gu’elle se fonde sur celles-ci.

e Les conseils donnés ou le produit offert
auraient-ils été autres si la situation ou
I’incitatif susceptible de donner lieu au conflit
d’intéréts n’avaient pas existé?

S’il existe un conflit concernant une autre activité :

Mon activité/ma profession de peut étre
percue comme pouvant entrainer un conflit d’intéréts en
ce qui concerne les recommandations que je vous fais.
Toutefois, je confirme que dans son ensemble ma
recommandation tient compte de mon analyse et de mon
évaluation de vos besoins et de votre sécurité sur le plan
financier et qu’elle se fonde sur celles-ci.

e Semblerait-il a une tierce partie raisonnable,
avertie et ayant en main tous les faits que vous
avez agi dans le meilleur intérét de votre
client?

e Certains conflits percus pourraient avoir trait aux
liens d’affaires avec la société (a savoir si I’une
des parties détient un intérét dans la propriété de
I’autre) ou a la rémunération méme, ces deux
aspects ayant déja été traités aux n® 2 et 3.

S’il existe un conflit, autre qu’un conflit découlant d’une
entente en matiére de rémunération ou relative a d’autres
activités (comme une entente concernant un prét) :

La situation suivante peut étre percue comme étant
susceptible d’entrainer un conflit d’intéréts en ce qui
concerne les recommandations que je vous fais. Toutefois,
je confirme que dans son ensemble ma recommandation
tient compte de mon analyse et de mon évaluation de vos
besoins et de votre securité sur le plan financier et qu’elle
se fonde sur celles-ci.

e Les préts accordés par un assureur peuvent aussi
étre percus comme entrainant des conflits
d’intéréts. Un prét doit étre défini comme étant
une entente contractuelle prévoyant des taux
d’intérét et un calendrier de remboursement.

e Les débits de commissions n’entrainent pas
automatiquement un conflit d’intéréts. En cas de
débit de commission, le conseiller devrait se poser
les deux questions mentionnées plus haut pour
déterminer s’il existe un conflit, réel ou percu, a

Document de référence 7 de 16
Communication de renseignements concernant les conseillers





Elément & communiquer

Facteurs a considérer

I’égard duquel des renseignements doivent étre
fournis.

Serait aussi inclus un conflit percu relativement a
des activités non autorisées ou a d’autres
circonstances (procuration, préts a des clients ou
emprunts aupres de ceux-ci, réle d’exécuteur
testamentaire du client, p. ex.)

* * * * *

En Ontario, tout conflit d’intérét doit étre
divulgué par écrit [Régl. de I’Ont. 347, art. 16].

Au Manitoba, si les conseillers se trouvent dans
une situation de conflit d’intéréts, ils doivent
éviter le conflit ou se retirer de la transaction,
indépendamment des renseignements a fournir
[lignes directrices sur les conflits d’intéréts du
Conseil d’assurance du Manitoba].

En Alberta, le conflit d’intéréts concerne
uniquement les activités non autorisées et toute
situation de conflit doit étre évitée,
indépendamment des renseignements a fournir
[Régl. de I’Alb. 122/2001, alinéas. 5(1)(g) et

5(2)(N]1.

En Colombie-Britannique, le fait que les agents
se mettent en situation de conflit d’intéréts
avec un client n’est pas conforme a I’éthique
professionnelle, @ moins que le client n’ait — de
préférence par écrit — accepté ce conflit apres
que tous les renseignements pertinents lui ont
été communiqués [Code of Conduct for
Insurance Agents, Salespersons and Adjusters,
1999, p. 15, du conseil des assurances de la
Colombie-Britannique].

Libellé type

En Colombie-Britannique :
Je soussigné, < nom du client>, déclare avoir été informé
et comprendre les conséquences du conflit d’intéréts
existant ou éventuel touchant mon conseiller <nom du
conseiller> et concernant les transactions recommandées.
J’accepte de continuer de faire affaire avec mon
conseiller.

Signature du client date
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Elément & communiquer

6. Droit du consommateur de
demander des renseignements
supplémentaires

Facteurs a considérer

Libellé type

Si vous souhaitez obtenir des renseignements supplémentaires
sur mes qualifications ou sur la nature de mes liens d’affaires,
je me ferai un plaisir de satisfaire a votre demande.

Autres renseignements que vous
pourriez vouloir inclure :

e permis détenu(s)

e signature de I’agent

e signature du client

Je détiens un permis m’autorisant a exercer la profession
d’agent vie et maladie dans la province suivante :

Je détiens également un permis d’exercer dans les domaines
suivants :
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Annexe 1

MODELES DE DECLARATIONS

Dans les pages qui suivent figurent quatre modeles de déclarations, qui
montrent comment peuvent étre utilisés les «libellés types» suggérés dans
le document de référence sur la communication de renseignements
concernant les conseillers.

Modeles a I'intention des agents indépendants

Les modeéles n*® 1 et 2 pourraient étre utilisés par les agents indépendants
exercant en dehors de la Colombie-Britannique et de I'Ontario. Les agents
exercant dans ces deux provinces auraient a modifier la liste des sociétés
de sorte que toutes les sociétés qu’ils représentent y soient indiquées.

En ce qui a trait & deux des éléments a communiquer, les agents ont la
possibilité de ne rien mentionner s’ils n’ont aucun renseignement a
communiquer. Dans le modéle n° 1, 'agent donne des précisions sur ses
liens d’affaires et les conflits d’intéréts bien qu’il n’ait rien a communiquer a
cet égard. Dans le modeéle n° 2, 'agent ne mentionne rien.

Modeles a I'intention des agents de carriéere

Le modele n° 3 pourrait étre utilisé par un agent de carriére placant des
affaires pour le compte d’'une société qui offre des produits d’autres
assureurs afin de compléter ses catégories d’affaires.

Le modele n° 4 pourrait étre utilisé par un agent de carriére qui vend les
produits d’une seule société. Dans ce modele, 'agent ne donne pas de
précision sur ses liens d’affaires.

Autres modeles

Etant donné que les déclarations varieront en fonction de la situation
propre a chaque conseliller, il 'y a pas de «meilleure» fagon d'utiliser le
document de référence. Advocis (www.advocis.ca) et les Courtiers
indépendants en sécurité financiere du Canada (www.ifbc.ca) ont affiché
des modeles de déclarations sur leurs sites Web.
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DECLARATION DU CONSEILLER — MODELE N° 1
Agent indépendant en dehors de la C.-B. et de I’Ontario

Sociétés que je représente

Je représente plusieurs assureurs, mais je place la majorité de mes affaires de la fagcon
suivante :

Assurance vie individuelle Assurance invalidité
Société vie Aaa Société vie Bbb
Société vie Bbb Société vie Fff

Société vie Ccc

Assurance collective Fonds communs de placement
Société vie Bbb Société Ggg
Société vie Eee

Liens avec la (les) société(s) que je représente

Aucun assureur ne détient d’intérét dans mes affaires et je ne détiens d’'intérét dans les affaires
d’aucune société d’assurances.

Rémunération

Si vous choisissez de souscrire un produit par mon intermédiaire, je recevrai une commission
de la société qui offre ce produit.

Il se pourrait que je touche une commission de renouvellement (ou d’encaissement) si vous
maintenez cette police en vigueur.

Je pourrais aussi avoir droit a une rémunération supplémentaire, comme des bonis, ou a des
avantages non pécuniaires, tels des incitatifs sous forme de voyages, se fondant sur divers
facteurs comme le volume des affaires que je place ou qui sont maintenues en vigueur auprés
d’une société donnée au cours d’'une période déterminée.

Conflit d’intéréts

Je prends au sérieux la possibilité d’'un conflit d’intéréts. Je vous aviserai de I'existence de tout
conflit d’intéréts dont je me rends compte en ce qui concerne les recommandations que je vous
fais. Ma recommandation, dans son ensemble, tient compte de mon analyse de vos besoins en
matiere de sécurité financiére et se fonde sur celle-ci.

Renseignements supplémentaires

Si vous souhaitez obtenir des renseignements supplémentaires sur mes qualifications ou sur la
nature de mes liens d’affaires, je me ferai un plaisir de satisfaire a votre demande.
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Attestation du client

Je, <nom du client>, confirme avoir pris connaissance des renseignements ci-inclus et en
comprendre les conséquences, notamment de ceux ayant trait a tout conflit d'intéréts existant
ou éventuel de <nom du conseiller> concernant les recommandations qu'il m’a faites.
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DECLARATION DU CONSEILLER — MODELE N° 2
Agent indépendant en dehors de la C.-B. et de I’Ontario

Sociétés que je représente

Je représente plusieurs assureurs, mais je place la majorité de mes affaires de la fagon
suivante :

Assurance vie individuelle Assurance invalidité
Société vie Aaa Société vie Bbb
Société vie Bbb Société vie Fff

Société vie Ccc

Assurance collective Fonds communs de placement
Société vie Bbb Société Ggg
Société vie Eee

Rémunération

Si vous choisissez de souscrire un produit par mon intermédiaire, je recevrai une commission
de la société qui offre ce produit.

Il se pourrait que je touche une commission de renouvellement (ou d’encaissement) si vous
maintenez cette police en vigueur.

Je pourrais aussi avoir droit a une rémunération supplémentaire, comme des bonis, ou a des
avantages non pécuniaires, tels des incitatifs sous forme de voyages, se fondant sur divers
facteurs comme le volume des affaires que je place ou qui sont maintenues en vigueur auprés
d’une société donnée au cours d’'une période déterminée.

Renseignements supplémentaires

Si vous souhaitez obtenir des renseignements supplémentaires sur mes qualifications ou sur la
nature de mes liens d’affaires, je me ferai un plaisir de satisfaire a votre demande.

Attestation du client
Je, <nom du client>, confirme avoir pris connaissance des renseignements ci-inclus et en

comprendre les conséquences, notamment de ceux ayant trait a tout conflit d'intéréts existant
ou éventuel de <nom du conseiller> concernant les recommandations qu’il m’a faites.
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DECLARATION DU CONSEILLER — MODELE N° 3
Agent de carriére

Sociétés que je représente
J'offre la gamme compléte de produits d’assurance et de placement de la société vie Aaa.

En outre, en vue de satisfaire aux besoins particuliers de mes clients, j'offre certains produits
des sociétés suivantes qui sont commercialisés par la société vie Aaa :

Assurance vie individuelle Assurance invalidité
Société vie Bbb Société vie Ccc
Société vie Ccc Société vie Ggg

Société vie Ddd

Assurance collective Fonds communs de placement
Société vie Ccc Société Hhh
Société vie Fff

Liens avec la (les) société(s) que je représente

Aucun assureur ne détient d'intérét dans mes affaires et je ne détiens d'intérét dans les affaires
d’aucune société d’assurances.

Rémunération

Si vous choisissez de souscrire un produit par mon intermédiaire, je recevrai une commission
de la société qui offre ce produit.

Il se pourrait que je touche une commission de renouvellement (ou d’encaissement) si vous
maintenez cette police en vigueur.

Je pourrais aussi avoir droit a une rémunération supplémentaire, comme des bonis, ou a des
avantages non pécuniaires, tels des incitatifs sous forme de voyages, se fondant sur divers
facteurs comme le volume des affaires que je place ou qui sont maintenues en vigueur au cours
d’'une période déterminée.

Conflit d’intéréts

Je prends au sérieux la possibilité d’un conflit d’'intéréts. Je vous aviserai de I'existence de tout
conflit d'intéréts dont je me rends compte en ce qui concerne les recommandations que je vous
fais. Ma recommandation, dans son ensemble, tient compte de mon analyse de vos besoins en
matiére de sécurité financiere et se fonde sur celle-ci.

Renseignements supplémentaires

Si vous souhaitez obtenir des renseignements supplémentaires sur mes qualifications ou sur la
nature de mes liens d’affaires, je me ferai un plaisir de satisfaire a votre demande.
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Attestation du client

Je, <nom du client>, confirme avoir pris connaissance des renseignements ci-inclus et en
comprendre les conséquences, notamment de ceux ayant trait a tout conflit d'intéréts existant
ou éventuel de <nom du conseiller> concernant les recommandations qu'il m’a faites.
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DECLARATION DU CONSEILLER — MODELE N° 4
Agent de carriere

Sociétés que je représente
J'offre la gamme compléte de produits d’assurance et de placement de la société vie Aaa.
Rémunération

Si vous choisissez de souscrire un produit par mon intermédiaire, je recevrai une commission
de la société vie Aaa.

Il se pourrait que je touche une commission de renouvellement (ou d’encaissement) si vous
maintenez cette police en vigueur.

Je pourrais aussi avoir droit a une rémunération supplémentaire, comme des bonis, ou a des
avantages non pécuniaires, tels des incitatifs sous forme de voyages, se fondant sur divers
facteurs comme le volume des affaires que je place ou qui sont maintenues en vigueur au cours
d’une période déterminée.

Conflit d’intéréts
Je prends au sérieux la possibilité d'un conflit d’intéréts. Je vous aviserai de I'existence de tout
conflit d’intéréts dont je me rends compte en ce qui concerne les recommandations que je vous

fais. Ma recommandation, dans son ensemble, tient compte de mon analyse de vos besoins en
matiere de sécurité financiere et se fonde sur celle-ci.

Renseignements supplémentaires

Si vous souhaitez obtenir des renseignements supplémentaires sur mes qualifications ou sur la
nature de mes liens d’affaires, je me ferai un plaisir de satisfaire a votre demande.

Attestation du client

Je, <nom du client>, confirme avoir pris connaissance des renseignements ci-inclus et en
comprendre les conséquences, notamment de ceux ayant trait a tout conflit d’'intéréts existant
ou éventuel de <nom du conseiller> concernant les recommandations qu’il m’a faites.
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CLHIA appreciates
this opportunity to
comment

23 million
Canadians are
protected by life and
health insurance

I. INTRODUCTION

The Canadian Life and Health Insurance Association (CLHIA) is
pleased to provide input as requested by the Consultation
Paper, Managing Conflicts of Interest: A Consultation Paper on
Enhancing and Harmonizing Best Practices (referred to as the
Paper hereafter), put forward by the Industry Practices Review
Committee (IPRC) of the Canadian Council of Insurance
Regulators (CCIR) and the Canadian Insurance Services
Regulatory Organization (CISRO).

Established in 1894, CLHIA is a voluntary association with
member companies which account for 99 per cent of Canada’s
life and health insurance business and provide employment to
over 115,000 Canadians. The industry protects 23 million
Canadians, as well as 19 million policyholders in other countries
around the world, with products such as life insurance,
annuities, RRSPs, RRIFs, disability insurance and
supplementary health insurance. It also administers two-thirds
of Canada’s pension plans.

The structure of this submission is as follows:

o Chapter II provides input on the overall broad approach to
market conduct regulation proposed in the Paper;

e  Chapter III provides input on the three principles
proposed for managing conflicts of interest and on
possible approaches to implementation of these principles;

o Chapter IV summarizes the conclusions and recommended
next steps for continued collaborative efforts by the
industry and regulators.





The industry
supports the Paper’s
model for market
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II. OVERALL APPROACH

In developing its recommendations to strengthen best practices
in managing conflicts of interest, the Paper articulates an
overall model for market conduct regulation with three key
features:

i. principles-based and focused on desired marketplace
outcomes, rather than a prescriptive and rules-based;

ii. progressive in the sense that more prescriptive rules would
be developed only if subsequent monitoring of the
marketplace indicated that further steps were needed; and

ili. outcomes could be achieved through industry initiatives,
regulations or a combination of both.

The industry strongly supports this model and commends the
IPRC for putting forward a thoughtful approach that, by its very
nature, engages all stakeholders and fosters an environment of
“doing the right thing” and not just “doing things right”.

The life and health insurance industry has long been committed
to a similar approach, as evidenced by the solid and long-
established foundation of industry standards, the constructive
collaboration with other industry stakeholders in the
development and adoption of these standards, and the long-
standing constructive relationships with regulators.
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in harmonization
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III. PROPOSED PRINCIPLES

The Paper puts forward three principles as means to manage
actual or potential conflicts of interest associated with insurance
advice or transactions:

1. Priority of the client’s interest: An intermediary must place
the interests of policyholders and prospective purchasers of
insurance ahead of his or her own interests.

2. Disclosure of conflict or potential conflicts of interest:
Consumers must receive disclosure of any actual or

potential conflict of interest that is associated with a
transaction or recommendation.

3. Product suitability: The recommended product must be
suitable for the needs of the consumer.

The following sections of this chapter address in turn each of
the proposed principles.

A. Priority of the client’s interests

The Paper notes that this principle is already captured by some
jurisdictions and various industry codes of conduct and
specifically recommends that the wording of such provisions be
harmonized.

The industry has long advocated harmonization of market
conduct provisions wherever and whenever possible and fully
supports this proposed principle. Moreover, life and health
insurers look forward to contributing to the proposed
harmonization efforts and would be pleased to assist in future
regulator/industry efforts to pursue this goal.
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B. Disclosure of actual or potential conflicts of interest

Noting that disclosure “empowers consumers to take a more
active role in making decisions about their insurance purchase”,
the Paper recommends that the broker or agent make available
brief, relevant information to the consumer that can assist in
managing conflicts of interest, including:

e insurers represented;

e methods of compensation;

o other relationships that may create actual or potential
conflicts of interest including ownership, loans and other
financial links and non-monetary benefits;

e extent of search by broker or agent for a competitive price
and suitable product.

The industry strongly supports the principle that consumers
should be provided with information about actual or potential
conflicts of interest. Indeed, this principle forms the bedrock of
the industry’s Advisor Disclosure protocol (a copy of which is
attached as Annex A). It advises that advisors provide written
disclosure regarding :

insurers represented;

2. nature of relationship with those insurers (e.g., ownership
links);

3. how they are compensated;
if they may be eligible for additional compensation, of a
monetary or non-monetary basis (e.g., bonuses, sales
incentives);
any other possible conflicts of interest; and

6. the right of the consumer to ask for more information.

The industry continues to be committed to implementation of
this protocol across Canada. Coordinated efforts by life and
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Marketplace search
should be studied
under product
suitability principle

All but one
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level disclosures
already in Advisor
Disclosure

Industry will assess
whether company-
level information
would make
meaningful
contribution to
consumer decisions

health insurers, managing general agents, Advocis and the
Independent Financial Brokers of Canada continue, and are
yielding significant results. Awareness among advisors of this
voluntary initiative is growing (a recent survey by a major
insurer of about 450 brokers found that 78% were familiar with
the initiative) and adoption is becoming more commonplace.

One of the Paper’s four examples of disclosures is not explicitly
mentioned in the industry’s Advisor Disclosure protocol,
namely, the extent of marketplace search. The other examples
relate to the relationship between the agent and insurance
companies and the linkages and possible conflicts of interest
that may arise therein, whereas the marketplace search is
specific to the product being recommended. Of course, the
listing of companies represented already reflects the scope of
the agent’s marketplace. However, if the IPRC was
contemplating something more specific in citing this example,
marketplace search would appear more appropriate for

consideration under the product suitability principle.

The Paper also recommends that insurers make publicly
available (e.g. on their websites) clear and concise information
about their relationships with intermediaries and provides
several possible examples that could be included. Most of the
examples given (e.g., ownership and other financial links,
methods of compensation, and non-monetary benefits, bonuses
and contingent commissions) are already captured in the
industry’s Advisor Disclosure protocol which requires that
advisors provide this information, in a concise written format,
directly to the consumer. The industry will further consider
whether additional information on company-intermediary
relationships provided publicly by the insurer could be
meaningful and relevant to the consumer in making an
informed decision, and will be providing a further response to
the IPRC over the period ahead.
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C. Product Suitability

The Paper comments that product suitability is a more direct
measure of success in managing conflicts of interest and
recommends that the intermediary ascertain the client’s needs
and ensure that the recommended product is suitable to fulfill
those needs.

The industry strongly supports the principle that where advice
is given, it needs to be appropriate to the needs of the client.
However, the industry believes that the nomenclature of
“suitability” is encumbered by so much which is specific and
exclusive to the securities environment that it will be both
necessary and appropriate to develop a distinctive approach
that accomodates the unique characteristics of life and health
insurance products and markets.

The industry has already initiated a consultative process with
other industry stakeholders to seek to develop such an
approach which, both in its nomenclature and its operational
details, would properly reflect the specific realities of the
insurance environment. Industry perspectives on this matter
will be brought forward for discussion with the IPRC over the
period ahead.

D. Other Matters

The Paper notes that implementation of the three proposed
principles will make it unnecessary to take action on two other
proposals raised in the June 2005 paper namely, defining
“independence” of agents and restricting or prohibiting
performance-linked benefits and other financial links. The
industry strongly concurs with that assessment.





IV. CONCLUSIONS AND NEXT STEPS

The life and health insurance industry welcomes the
opportunity provided by this Paper to continue a constructive
dialogue with CCIR and CISRO through the Industry Practices
Review Committee.

The industry commends the IPRC for putting forward an overall
model for market conduct regulation that is principles-based
and progressive, and in which outcomes could be achieved
through industry initiatives, regulations or a combination of
both.

Further, the industry supports the specific proposed principles
and notes:

1. Priority of the client’s interest: The industry has long
advocated harmonization of market conduct provisions
wherever and whenever possible and would be pleased to
assist in future regulator/industry efforts to pursue
harmonization efforts of regulations and industry codes in
this respect.

2. Disclosure of actual or potential conflicts of interest:
The industry continues to be committed to implementation
of its Advisor Disclosure protocol which embodies
disclosure of conflicts of interest along with various
examples provided in the Paper. With respect to the
suggestion that marketplace search be included in this
disclosure, the industry believes that this might be better
positioned for consideration under the product suitability
principle. With respect to the suggestion that insurers
make clear and concise information about their
relationships with intermediaries available on their
websites, the industry notes that most of the examples
cited are already captured under the Advisor Disclosure





protocol, but commits to further consideration of whether
additional information provided publicly by the insurer
could be meaningful and relevant to the consumer in

making an informed decision.

Product Suitability: The industry strongly supports the
principle that advice given needs to be appropriate to the
needs of the client, but notes that the nomenclature of
“suitability” is encumbered by so much which is specific
and exclusive to the securities environment that a
distinctive approach should be considered for the
insurance industry. The industry has already initiated a
consultative process with other industry stakeholders to
develop such a distinctive approach which it will be
bringing forward for discussion with the IPRC over the
period ahead.





ANNEX A

Canadian Life Association canadienne

and Health Insurance des compagnies d’assurances

Association Inc. de personnes inc.
Reference Document: August 2005
ADVISOR DISCLOSURE

When a consumer is considering the purchase of a life or health insurance product, it is
important that they have good information about the product, how it meets their needs, the
company offering the product, and the advisor and the advisor's business relationships. This
chart focuses on disclosure about the advisor which should be given in writing to the client prior
to the sales transaction.

The chart provides commentary and suggested wording for the six key disclosure items that
should be included. It also provides notes (in bold) about regulatory disclosure requirements as
well as suggestions from the Joint Forum of Financial Market Regulators’ recently released
“Principles and Practices for the Sale of Products and Services in the Financial Sector”. The
objective, in all cases, is to provide consumers with good and meaningful disclosure.

The suggested wording for each disclosure requirement is intended for illustration purposes and
to provide a good starting point. Each advisor can, of course, tailor it to suit their own situation
while still meeting the minimum disclosure requirements. Samples showing how this wording
can be used are attached in Appendix 1.

This document was developed in cooperation with several intermediary organizations, including
Advocis, the Independent Financial Brokers of Canada and the Canadian Association of
Independent Life Brokerage Agencies.

Reference Document: 10f13
Advisor Disclosure





€lioc

2INS0[osI( IoSIAPY
JUBWINDO(] 90UdI9JOY

_ “<utdtf>
Y8noayy ssautsng ay1 Sutovyd wp [ ‘1onpodd s1yy oy 19adsad yiiHy
;apnput Daqang ur

ay] Aq panssi a4om plos aavy [ oyl sponpoad [p1ouvulf 4o
aoupansui oy fo Ariofbw ayy ‘sypuowt apuao 71 1svd iy up

A0

e rsatpdulod Suimogjof ayr Aq pansst sponpoad
[orouptf 40 aoupinsuy pjos ‘potiad joyl up ‘os|p savYy [ puy
4ok aes cas aes cot sen cae aus ..%NN:QHNEQQ

Buimoypof ayy Aq panssi a4am pjos aavy [ iy sponpo.id
[oroupuLf 10 2ouDNSUL 3Y] fO 240Ul 40 94507 “UD2A 1sod Yy uf

40

e satupduos Suimolpof ayp Aq panssi sponposd
[proupulf 410 2oupansuy pjos aavy [ 104 1svd 2y Uty

40

"< YuUvqg >

PUD <A2[Dap Spuny [pmnu > Juasa4dad OS|p [ <Si24nsut

A2Y]0 JO SAUDU > SUIPRIIUL *<ADANSUL > YIIA PIIDIDOSSD
sa1uvdutos 43y10 Y3nodyy pup wayl Y3nodyl a|quiivap sponpoad
JUIS24dD4 PUD <ABANSUL> YIIN JODIUOD dAISRIOXD UD 2ADY |

A0

AoUaID <oqv > YIIN PoIDIIOSSD

WD [ <yupq > pup <iappap spunf joninu > juasaidad

ospp [ “s1onpoud Ap1qusip 40f »f pup i pup ‘dnodry 1of

d pup ) ‘syonposd souvinsut afi] 40f ) puv ‘q ‘v yim ssauisnq
At fo Api0fout ay1 20v]d [ Inq ‘S424nSUL O <4 X> Juasaadad |

Suipaop 9pduieg

[(®M)€s PooT/ELS 39U D4 udsoyd
SEY JIUWNSUOI IY) JLY) INAIIS Jo sponpoad

Jerdueury ay) Suipiacad uonmyysul [ErUCUL AY)
JO swRu 3y} ISOPSIP SI0SIApE Jey) saambax Hg

DS “(DST's ‘L€ 39M°0] s1uasaadaa Josiape
1) JeIY} SIINAIIS 0 sponpoad jeuBUYy Jo

s1apiaoad pug sI2ansul [[€ Jo Jweu YY) SunLIm
U1 3SOISIP SIOSIAPE Jeyy) saanbag ougyuQ

¥ 0% ® ¥ X

"JORIJUOO B 9ARY 0] PISBa0

J0UIS sBY JOSIAPER 9] YOIyM (Im satuedwioo
Moys jou pnoys ‘(sypuowr 71 1sed oy “8°9) swin
Jo porrad e 10A0 Yy ssouisng paoed sey Josiape
a1 ey sojuediod 9so[IsIp 01 SUISO0YO J]

xo1dwoo A[3A1S529%9 9 JOU PINOYS
‘sout] 1onpoid uofe aq p[no)d

‘(syuosoadal JOSTAPE ) SIaInsul

[Te Jo aInsojosip ainbax sagon() pue ouLI)

1By} 9)0U {jnjosn aIow 2 AeW ‘v[qe[ieAe Sunsi|
[0y oy3 Sunjewr o[iym ‘Aprendax pasn sorueduwoo
950y} U0 SISNO0J Jelf) 2INSo[osIp satuedwioo

¢ AJuo yim paoerd s1 ssaursng jsow J1 [nySurueatu
9q j0U AT YIIM PIOBNUOD ST JOSIAPE oY) 1By}
satuedwoo ¢z Jo Sunsip v ‘oourisur Joy) juowreoerd
ssaursnq Jo a1y0id s J0SIApE 2} 109§k PINoYS

‘ssoupsnq JueolJIugis sooe[d JosiApe
oY) yowym pIa saruedwos asoyy AJRuapi pinoys

SUOLIBIIPISUO D)

spuasaadou
Jos1Ape oY) jeyy (sanAuedwo))

Wy 2.4ns0ISI(q






€ljog

21Ns0jasI( JOSIAPY
:Juswinoo( adualajey

<ADANSUL> U] 1SI42TUI AIYSIIUNO <95XX> D 2ADY [
do
ssou1snq Auwi vl 3s242)ul diysiaUMO <94XX> U SOY <(S)424n5U] >
suononts diysioumo um st 21ayp [y
‘Auvduios
20UDNSUL AUD UL 1S242]Ul UD PIOY [ OP 40U ‘SSIUISHG
Awt u1 152421U1 diyS42UMO UD SPJoY 421Ul oN (q)
Jo
‘uaqis Avgs (v)

:$J81X2 uoynmis diysiaumo ou Jy

$A01ApR

109]Je P[noo Jey saselq Aue Jo Surpuelsiopun

s Jownsuod 2y 03 sueuLdF are jey) diysuoneas
SSoUIsnq 2y} JO SI0108] JY)0 AUk IR SI9Y) oIy

%01 JO pjoysary

B 9A0QE §15210)uT dIYSIOUMO INOK 3SO[ISIpP ‘OS

JI ¢Auedwoo soueinsul ue ur sysaiur digsioumo
Aue oAey nok op ‘AJSATIBUISYY 9SOJOSIP ‘O

JI ¢Jo areme are nok ey ASusFe Inok ul $1SaI9)ul
diysiaumo Aue aaey Auedurod 9ouRINSUL UB S30(

*(1# u1 Surpiom ojdures paysaddns sos) ;Aueduwoo
ouo YIIM AJOAISN[OXS [B9p JOSIAPE aY) S20(

{URAIS 201ApR oY1 9ouanjjul ABW 1By} SI0JOR]
Qe 219y} J1 puejsiopun o} diysuone|al s JosiApe
9y} IN0gE MOUY 0} PISU JOWNSUOD Y} SOOP JBYM

(dA0qe ‘T# Ul pajou
se) pajuasaadaa (sar)Auedurod
yum diysuonefau jo duanjeN 7

suipaopy dpduieg

~10SIApP® 3V} 0) uoneRuUNuL suipiaoad
A[399.HIp SUON)EZIUESZI0 JO SOWRU IY) Ipiaoad
SIOSIAPE JBY) S}SI83NS WIN.I0f Juiof Y[,

*[$1°5] paruasaadas Suraq uriy 3y ISO[ISIp

0} ‘yonpoud Jemanued e jo 13jjo ue Sunjew
uaym ‘pue [[¢'s ‘T°6-A'> OS] 1350 0}
paziioyine ik £3y) syonpoad asoym saa.ansul
JO sowreu ISO[ISIP 0) sjudse saambax 2agang

SUOLJR.IIPISUO))

wdy| AINsopISsI(q






€Liovy

2INs09sI( JOSIAPY
JUaWIND0( 39UdI90Y

2040/

u1 Aotjod yoyy daay nod fi UOISSIUUIOD (3D1443S 40) [DMIUDL

D 2412934 Apwl pup ‘aJvs JO 2ull} 3Y] 10 UOISSIMUOD SIJDS D

4q ﬁ.&catm&tcu wp [ “jonpod oy siafjo oy duvduios ayi 4q
piod aq o [ ‘ow yBno.ay 1onpoad v asvyound o1 asooys nod fj

40
(Aoua3p) 40 (124nsut) Aq aut 03

pivd aq JjIM Yo1YM UOUDIFURWSA L3YIO 4O UOISSTUUIOD JO ADM
Aq paypsounma. aq i [ ‘Uoyovsuvy styz Jo uoyajduioo uodp)

*PISO[OSIP 9q PINOYS ST} “YOIA Y} pue I2Insur
ue y30q woy uonesuaduwiod SUIAI02I 3q [[IM pue

VO ue y3noxy ssoursnq Juroe|d st JosIApe ue J]
"painbai jou sjunowre Je[jop oyroadg

‘pred s1 10S1ApE MOY JO Surpue)sIapun oIseq YIm
JIOUINSU0D 9p1A0ad P[NOYS 2INSO[OSIP JO [9A9] YL

;uonesuadwoo

0] 309dsa1 YIIM JOINSUT PUB JOSIAPE USIMISq
digsuonje[al ssauisnq oIseq 9y} puejsiopun

0] JWNSUOD Y} JOJ PSpadu ST UONBUWLIOFUT JBYM

paresuadurod SI J0SIAPE ) MOH °€

Suipaopy dweg

*UOI)IESUE.I} ¥ Ul PIAJOAUL

Ap2aap suLiy suowe sdiysuonep. Aue

pug paIapIsuod suraq si jonpoad asoym uriy
YY) pue JISIY /WY UIIMIIq diysuonepaa 3y
ASOISIP J0SIAPE ) JBY) §)sd33ns sa0)en3oYy
JNIRIA [BIOURUL] JO WINIO0] JUlof YL,

"[(@(De's ‘PooT/ELS 398 D] 1onpoad 1o
1AIIS 3Y) Ip1road 0} SulIdjjo Juase ay) pue

uonmMusul [gueUly 3Y) uaImdq digsuonepaa
) asoIsIp sjudde jey) saanbaa -y g

"[z€'s ‘T°6-@2°0"S Al pasopasip aq 3snw
JeY) ‘I2INSUI J[SUIS B YIIM JIRIIUOD JAISN[IXI
Aq punoq s1 juagde ue ji yey) sa1mbaa 39qang)

"[92's ‘T6-@ 2" OS] (way oy

Jo diysIaumo 3y) Ul JSAIUL JIIIP 10 JIIIPUl
Aue spjoy Jaansur ue j1) sdiysuonea. ssauisng
Aue 3so[asIp spuade yey]) saanbaa 29gang)

SUOLIBIIPISUO))

waj| 2.1nsopsi(q






€Ljog

2INS0[0sIq I0SIAPY
JUBWIND0(] 92UdIDJOY

potiad awiy) uaa13 v Jurinp

Aupduod somotravd v yim 2ov)d I 1oys sseursng Jo douaisisiod
A0 2WNJOA 211 SO YONS SI019Df snotiva uo Sutpuadap
‘SEAHUIIUL [9ADA] SD YONS ‘SIYoUaq LADIZUOU-UOU A0 ‘SISNUOQ
sv yons ‘uonpsuaduiod fouonippy 40f 21q13112 2q ospp dout |

[s 11 A

‘€T T6-A2" O] 1ud1d 1) Jo spadu dYIdAds
) s393w jonpoud 3y ssaqun yonpoad e [[as
01 AI)UIIUI UE Sk suoiowoad .10 §)53)uU0d ul
sunedionaed wory siosiape spuasdxd dagang)

¥ % x ¥ %

'snooJ SuTUTRI} B YIIM 9S0Y) O} SOATIUOOUT
JOUSIOJUOD SIOMSAT 32GaN() JeYf) 910U PInoys
noA ‘yuawainbaix 2ansoosip © jou ysnoyyry

"SOATIUQIUT JOYI0
pue uoyesuadwios feuonippe sfqssod Jo 108y
oy} Jnoqe ansodsip spraoad 0} ¢ UO SPIING SIYL,

(dwn jo poraad aygroads ur paderd

SSOUISN( JO JWNjoA “§'3) s10)d€)

J3Yy)0 uo paseq (SIANUdUY

[2ARI) SE YIns ‘A1g)ouom-uou 10

ysed) uonesuddwod [euonippe
10J QISP 3q Aewr J0SIAPE Y] JT b

durpaopy srdureyg

‘uonesuadurod ,JI2.41p,, JO SIIINOS PUE “YUII[D
Aq d1qeLed 529) Aue ‘uoneIdUNUIAL JO POYIIW
Y} JO 2INSO[ISIP §35938NS WNJO ] JUIof Y L,

[L1s ‘T6-a>"O'sl

pIos sponpoad 3Y) 10} UONHBIIUNUIIL

AL OS[E [[1M AIY) JBY] JOE¥] I} ISO[ISIP
Isnm A3Y) ‘paansul 3y} woay uonesudduiod
JAIIIAM [[IM JOSIAPE Ue JI Jey) sadinbaa saqang)

[EXDe's ‘vooT/ELS
39y D] yonpoad Jo 3214435 23 apraoad

0} SuLIdgyo JUIFeE AY) 0) UOHIMIYSUI [BIDUBUL I}
£q pred 2q 03 s1 uonyesudd WO 10 UOISSIWIMIOD
Iy Jo dansopasip saambax Hg

‘sofes
2d£1-QSV 10J AIBSSO0aU OS[E ST AINSO[OSIp SIY L

SUOIIRIIPISUO))

wIdy 2.Inso[Is1(]






€Liog

2Inso|asI] J0SIAPY
JUBWIN0(] 92UB19}0Y

(Spuauasup.sin
uvoy ‘§-a) suoyvdnide 4ayjo 4o spuAMIIUDLID
uonvsuaduiods y3noayy uvyy 42410 1011fuod v st 242y3 fT

"$paau A114n928 pup
jp1oupulf Aok o 1uauSSassy puv sasdjoun Aul uo pasvq st
PUD UOLIDAIPISHOD OJUl SaYD] UOHDPUIUUIOIDA [[DL2A0 A1l

DY WLALfiod [ U2aaMOf] 1ok 01 Suonppuauuoda4 Au oy
Joadsad ynm saoput fo 1o11fuod oyuatod v aq of paataddad
aq Avw sp uoissafoadmonisod Ay

:uonndnode dayjouv op parvja4 pa1fuod v st adayz Jf

" Spaau AJ1inoas
pup prouvulf o Jo Jusaussassp puv sisqioupv {uw uo
paspq §1 pup HOUDAIPISUOD OIU] S3YD] UOHDPUIULUIODD A
1Ip4240 At oyl pup Suriapisuos a4p nod iy
uonovsupy sajps pasodoad ayj 0] spav3ad ul }sa431u}
J0 1o17ft00 ou 51 241 oY1 WAoo [ U)o Awt SO

nod ynm 1sa423u1 J0 10174400 Auv asoposip oy np Aw up  (q

do
quaqis dogs (v

o1fuod ou s1 a1ayp fy

‘(§4# pUB Z# UI) paJ2A0D U3 Apeai[e aABY
Yoy Jo qjoq ‘uonesuadwod Jo 108] AISA oy} 10
(s1s1%@ 1sa107ut dIysioumo ue Ji 'o'1) sdiysuone[ar
Kuedwod 8q pP[nod s1IJuod paArediad awog

LIUST[O INOA JO 1SI0JUl 153q 9} Ul pojor
noA Jey) soe] 2y [fe 3 Sunjoo] Ayred paygy
pauojul ‘ajqeuoseal & o} Jeadde i pinopyy, e

LISTXD 10U PIp 1S240)Ul
Jo 101guo02 enuatod oy 01 osuI SulAlg
SAT}UOOUI JO UOLBNM)IS S J1 JUSIDJJIP U9Sq
oAey pa1ojjo jonpoid 10 20TApE INOK P[NOA,

:JOPISUOD PINOYS JOSIAPE 9} “2INSOJOSIP
axnbax ppnom yorgm 1sIxs 1Sl 101Juod
paateosad & 10U JO JayloyM FuTuIIaIap Ul

*(siseq Suiuado-junoosoe ue

uo 3sn( JoU pueR) UOCTIOBSUEI) JO UOHRPUIUIOIS
[oea 01 10adsar Y “siseq SutoSuo ue uo sarjdde
159I91UT JO SIOI[JUOD ASO[OSIP 0] PAau 9 JBtj) 10N

{UaAI13 Suraq 291ApE o} Surousnjur aq
Aewl 1521911 JO J01[JUOO B 10U IO JOYIYM SSISSE
0} P39U JSWNSUOD 3} SSOP UOIBUWLIOJUE JBYM

1S3193ul JO SPIPUO)) °S

surpaopy djdureg

‘UOI}IBSURL]} ) 0} PIAE[AL
swieidoad 2AUIIUL SI[BS UIO.LJ SHJIUIQ JIY)O
AUg Jo 2anSO[ISIP §15933nSs WNI0g JUIOf YL,

[s 111 Al

‘ST T6-@ O] Surureay si asodand urew sy
PIpPIA0Id UOIIUIAUOD 10 IIUIPUOD & SUIPUI)E
JO §1502 31]) 10J PISINQUIIAI I 0) JOSIAPE

Ug SMO[[€ 39qang) ‘9A0qE 3]} 0} JIYRINng

SUOIIEIIPISUO))

wd3| AANSOISI(]





€Lio/

2INs0}0sIq 10SIAPY
:JUBWIND0(] 99UDIBJOY

atop 24mpudis U1

“A0S1ApY At YiiA SSupap A Yjrm InunUo? 0f 3243p

[ 'PapUaUUI009.4 SUOIIIDSUD.A] 3Y] OF UOUD]24 Ul <AOSIAPD

J0 awvu > 4051apv At Y1IM PaIDID0SSD 152421Ul JO 10110

[pyuajod 40 ‘sa4aput fo 1011fu0o ayy o suorwordut ay3

puvisiapun pup Jo pauioful usaq aavy ‘<awvu uaipo > T
*0d 404

‘Spaau 41141025 pup [010uDUlf ANOA JO JUIUISSISSD
pUv Sa5A0UD At UO PIaSDY S1 PUD UOLIDABPISUOD OlU] SdYD]
UONDPUIUUOID.4 [[D4240 At J0Y] Wiitfit00 | ‘4daamof] ‘nod
01 suoppUaUI022.4 AUt 0f 192dSa4 Ynm sasapui Jo 1o11fuoo

[ouuarod v aq op paatasdad aq Aput uolpnils Suimoqjof ay

Buipaopp apduieg

[3)(Ds pue (BXT)S s “1007/221
U V] 24nSOIsIp Jo ssA|pae3al ‘pIapioAe

3q Jsnu uonEN)Is PIJuod 3y} pue suonednido
pajiquyoxd uo Kjuo paseq SI JIPFUOI — B[V

*[sourjapins) ysaxayuy

JO PIJuo)) [1uno)) ueansuy eqojrueA]
*2ANSO[ISIP JO SSIPIeSI ‘uonIesues)

91} WOLJ SIA[ISWIY} JAOWAI A0 JI[JUOD
3]) ploA® JSNW £3Y) UIY} UOTJENJIS )SAIUI
JO 1I1JU0d € Ul 3IE SIOSIAPE JI - BqOJIUBIAl

[91°s ‘L€ 89Y°Q] 35a.193ul Jo §)o1ju0d ue
JO 3UNSO[ISIP UIILIM IpiAcad Jsnu -- OLIBIUQ

¥ ¥ ¥ ¥ ¥

“(*912 ‘[ s JudI[O

JO J0IN0aX9 ‘SJUSI[O W0} pue 0} suBO[ ‘AouIone
Jo 1omod ‘orduwrexs 10J) SSOURISWINOIIO [BUOTIBNIIS
Jojo Jo suorjednooo payqiyoad Yirm pejeroosse

101[JU09 paAIoIad 2q pInom papnjoul Os[y

"a1nsojosip Suinbai 10173u00

PoAIS0Id JO JO1[JUOD B SI 219 JOYIOYM SSISSE

0} 9A0qE pajou suopsanb om} oy} SSAJOSUIAY] sk
0] pasu pInom A3y} “yoeq-a3Ieyo e sey JosIApe
Y1 JI "IS9IAUI JO JOI[JUOD B AMINISU0O K[[eonewt
-0JNE JOU Op SUOISSIWIWO0D JO Syoeq-03Iey)

9[npayos JuswAiedal B pue sojel

1S9JOJUL SOPN[OUT YOIYM JUsWoFULRLIE [BNIOBIIUOCD
® SB POUIJOp oG P[NOYS UBO] ' "JOI[JU0D paAjaosad
a1qissod Joyjoue oI JoINSUI U UIO) SURO]

SUONBIIPISUO))

way| 2INs0IsIq





€Ljos

21nsojosIq JosInpyY
JuswiN20Q 92ualajey

:Sppayf Surmoqof ayy ut pa4ais18a4/pasuaoi] osip wp |

Jo aouraoud
oYl ut Jua3v 2oupINSUl YIpaY pup 3fi] v SD PISUIN] wv |

JuSIfo Jo aInjeudIs e
juae jo aumeudis e
PIoY (s)osuady] e
:9PN[OUL 0} YSIM
1YF1w noA 1By} UOTIRULIOLUT JOYIQ

‘noA 1s185v 01 pasvayd aq pmom
I ‘sdiysuonnjaa ssauisng Qw fo sampu sy 40 suouvalfijonb
Aw  mogy  uoupwiofur puonppp simnbas nod  pnoys

UOBULIOJUI JI0W
10J Y[Se 0} JYSII sty JIWnsuo)) ‘9

Surp.aopp opdureg

Iy

*[s1°d ‘6661 ‘s1a3snlpy pue
suosaadsafes ‘s3uady ddueansuy 10§ 3onpuoc))
30 3poD Dd Jo Puno)) dueansuf| Sunrm u

Afqesayaad 3a1[Juos 3Y) Jo 2ANSO[ISIp [[NJ J33J¢
IJuod 3 Jo paaoadde sey JudId 3y ssopun
JUIIID B YIIA J5913)Ul JO JII[JUOD € Ul SIA[ISUIIN])
ade[d 03 syuade aoj [ednypoun sI 31 - DY

SUONLIIPISUO))

QeI 24NS01ISI(]






Appendix 1
SAMPLE DISCLOSURE STATEMENTS

Following are four sample disclosure statements showing how the “sample
wording” in the Advisor Disclosure Reference Document can be used.

Independent Agent Samples

Samples #1 and #2 could be used by independent agents outside BC and
Ontario. Agents working in BC and Ontario would need to adapt the listing
of companies to show all the companies they represent.

For two components of disclosure, agents have the option of remaining
silent if there is nothing to disclose. Sample #1 shows the agent explicitly
referring to business relationships and conflicts of interests even though
there is nothing to disclose. Sample #2 shows the agent remaining silent.

Career Agent Samples

Sample #3 could be used by a career agent working for a company that
provides product from other insurers to complement its lines.

Sample #4 could be used by a career agent who only handles product from
one company. This sample also shows the agent remaining silent on
relationships.

Other Samples

Since disclosure statements will vary depending on the circumstances of
the advisor, there is no best approach to using the Reference Document.
Both Advocis (www.advocis.ca) and the Independent Financial Brokers of
Canada (www.ifbc.ca) have sample disclosure statements posted on their
websites.

Reference Document: 90of13
Advisor Disclosure





SAMPLE ADVISOR DISCLOSURE #1
Independent Agent outside BC and Ontario

Companies | represent

| represent several insurers, but | place the majority of my business as foliows:

Individual Life Insurance Disability Insurance
Aaa Life Company Bbb Life Company
Bbb Life Company Fff Life Company
Ccc Life Company

Group Insurance Mutual Funds
Bbb Life Company Ggg Company
Eee Life Company

Relationship with Company(ies) | represent

No insurance company holds an ownership interest in my business, nor do | hold an interest in
any insurance company.

Compensation

If you choose to purchase a product through me, | will be paid a sales commission by the
company that provides the product you purchase.

| may receive a renewal (or service) commission if you keep that policy in force.

| may also be eligible for additional compensation, such as bonuses, or non-monetary benefits,
such as travel incentives, depending on various factors such as the volume or persistency of
business that | place with a particular company during a given time period.

Conflict of interest

| take the potential of a conflict of interest seriously. | will notify you if there is a conflict of
interest of which | become aware in regards to my recommendations to you. My overall
recommendation will take into consideration, and will be based on my analysis of your financial
security needs.

More information

Should you require additional information about my qualifications or the nature of my business
relationships, | would be pleased to assist you.

Acknowledgement

I, <client’'s name> have been informed of, and understand the implications of, this disclosure
including any conflict of interest or potential conflict of interest associated with <advisor's name>
in relation to any recommendations made.
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SAMPLE ADVISOR DISCLOSURE #2
Independent Agent outside BC and Ontario

Companies | represent

| represent several insurers, but | place the majority of my business as follows:

Individual Life Insurance Disability Insurance
Aaa Life Company Bbb Life Company
Bbb Life Company Fff Life Company
Ccc Life Company

Group Insurance Mutual Funds
Bbb Life Company Ggg Company
Eee Life Company

Compensation

If you choose to purchase a product through me, | will be paid a sales commission by the company
that provides the product you purchase.

I may receive a renewal (or service) commission if you keep that policy in force.

| may also be eligible for additional compensation, such as bonuses, or non-monetary benefits, such
as travel incentives, depending on various factors such as the volume or persistency of business
that | place with a particular company during a given time period.

More information

Should you require additional information about my qualifications or the nature of my business
relationships, | would be pleased to assist you.

Acknowledgement

I, <client’'s name> have been informed of, and understand the implications of, this disclosure
including any conflict of interest or potential conflict of interest associated with <advisor's name> in
relation to any recommendations made.

Reference Document: 11 0f 13
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SAMPLE ADVISOR DISCLOSURE #3
Career Agent

Companies | represent
| offer a full range of insurance and investment products from Aaa Life Company.

In addition, to assist in meeting specific needs, certain products from the following companies are
available to me through Aaa Life as follows:

Individual Life Insurance Disability Insurance
Bbb Life Company Ccc Life Company
Ccc Life Company Ggg Life Company
Ddd Life Company

Group Insurance Mutual Funds
Ccc Life Company Hhh Company
Fff Life Company

Relationship with company(ies) | represent

No insurance company holds an ownership interest in my business, nor do | hold an interest in any
insurance company.

Compensation

If you choose to purchase a product through me, | will be paid a sales commission by the company
that provides the product you purchase.

| may receive a renewal (or service) commission if you keep that policy in force.

| may also be eligible for additional compensation, such as bonuses, or non-monetary benefits, such
as travel incentives, depending on various factors such as the volume or persistency of business
that | place during a given time period.

Conflict of interest

| take the potential of a conflict of interest seriously. | will notify you if there is a conflict of interest of
which | become aware in regards to my recommendations to you. My overall recommendation will
take into consideration, and will be based on my analysis of your financial security needs.

More information

Should you require additional information about my qualifications or the nature of my business
relationships, | would be pleased to assist you.

Acknowledgement

I, <client's name> have been informed of, and understand the implications of, this disclosure
including any conflict of interest or potential conflict of interest associated with <advisor's name> in
relation to any recommendations made.
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SAMPLE ADVISOR DISCLOSURE #4
Career Agent

Companies | represent
| offer a full range of insurance and investment products from Aaa Life Company.
Compensation

If you choose to purchase a product through me, | will be paid a sales commission by Aaa Life
Company.

| may receive a renewal (or service) commission if you keep that policy in force.

I may also be eligible for additional compensation, such as bonuses, or non-monetary benefits, such
as travel incentives, depending on various factors such as the volume or persistency of business
that | place during a given time period.

Confilict of interest

| take the potential of a conflict of interest seriously. | will notify you if there is a conflict of interest of
which | become aware in regards to my recommendations to you. My overall recommendation will

take into consideration, and will be based on my analysis of your financial security needs.

More information

Should you require additional information about my qualifications or the nature of my business
relationships, | would be pleased to assist you.

Acknowledgement

I, <client’'s name> have been informed of, and understand the implications of, this disclosure
including any conflict of interest or potential conflict of interest associated with <advisor's name> in
relation to any recommendations made.

Reference Document: 130f 13
Advisor Disclosure










CI'HE CANADIAN BAR ASSOCIATION

CL'ASSOCIATION DU BARREAU CANADIEN
The Voice of

the Legal Profession

La voix de la
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March 31, 2006

Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, P.O. Box 85
Toronto, ON M2N 6L9

Dear Ms Shevlin:

Re:  Managing Conflicts of Interest:
A Discussion Paper on Enhancing and Harmonizing Best Practices

I write to you on behalf of the Insurance Section of the Canadian Bar Association (CBA Section).
Thank you for the opportunity to respond to the above-noted consultation paper by the Industry
Practices Review Committee (IPRC) of the Canadian Council of Insurance Regulators (CCIR) and
the Canadian Insurance Services Regulatory Organizations (CISRO). The consultation paper
indicates that the IPRC intends to recommend principles for the regulators to consider in managing
actual or potential conflicts of interest associated with insurance advice or transactions. The CBA
Section supports these general principles. However, we believe that the intended operation of these
principles must be explained in greater detail so that industry participants, consumers and
eventually the courts have a common understanding of what is expected.

The three principles are:

1. Priority of client’s interest;
2. Disclosure of conflict or potential conflict of interest; and
3. Product suitability.

Priority of Client’s Interest

The CBA Section agrees that the priority of the client’s interest is paramount. As we stated in our
“Submission on: Relationships between Insurers and Sales Intermediaries Consultation Paper”
dated September 2005 (the Sales Intermediaries Submission), this priority should be recognized
using consistent language (if possible).

500 - 865 Carling, Ottawa, ONTARIO Canada K1S 5S8
Tel/Tél. : (613) 237-2925 Toll free/Sans frais : 1-800-267-8860 Fax/Télécop. : (613) 237-0185
Home Page/Page d’accueil : www.cba.org E-Mail/Courriel : info@cba.org





Disclosure of Conflict or Potential Conflict of Interest

The Sales Intermediaries Submission states our belief that industry associations have made a
concerted effort to self-regulate, and that the current level of compliance is very high. As thisis a
recent initiative, the CBA Section suggests that the regulators continue to monitor the level of
compliance and consumer comments. As we discussed previously, there are a number of
advantages in using a self-regulated approach, particularly when the compliance rate is high.

The IPRC has recommended guidelines to determine whether disclosure of information is
necessary. One of the guidelines indicates that agents and brokers should disclose the name of any
insurer(s) with which a “significant” volume of business is placed. From the March 8 conference
call between Gordon Murphy on behalf of the CBA Section and Grant Swanson and others from
CCIR/CISRO , we understand that IPRC has certain thresholds or guidelines in mind and it does not
appear to be the intent of the regulators to impose an extremely broad approach to disclosure under
this guideline. Our only comment on this initiative is that it would be prudent for the regulators to
publicly state some threshold.

It is the CBA Section’s belief that any publication by the CCIR setting out standards or guidelines
(even if non-binding) could become the industry norm and would be a reference point for the courts
in order to determine liability in civil matters. Therefore, if CCIR has an expectation that
“significant” volume of business means that the broker sends 50% of the business to one insurer, we
suggest that the guideline state that. Otherwise, there is a risk that a court may conclude that
“significant” volume of business means 10%. Such a finding would be completely contrary to
CCIR’s intention.

Another guideline states, “All insurers should disclose on their websites or make publicly available
clear and concise information about their relationships with intermediaries,” and provides examples
of the information required. The CBA Section’s concern is that the information potentially falling
under this guideline would be extensive, intrusive and potentially jeopardize privacy expectations.
We understand the IPRC envisions insurers providing a general disclosure statement that would be
helpful to consumers, but would not violate privacy rules or lead to anti-competitive behaviour. For
example, an insurer would be in compliance with the requirement to disclose loan arrangements if it
simply disclosed the existence of a company policy to extend loans to eligible brokers who sell its
policies. Once again, the CBA Section recommends that the IPRC give examples of the general
website disclosure statements for insurers so that industry participants, consumers and eventually
the courts have a common understanding of what is expected.

Product Suitability

The CBA Section believes that this principle should not be based on a hindsight evaluation of what
product would have produced the best outcome for the consumer. This is problematic on long-term
contracts where many factors can influence the benefits of a product. As a result of the conference
call discussion, we understand that this is not the intent and the IPRC believes that the proper time
to determine the wisdom of the recommendation is at the point of sale. Again, our position is that
such clarification should be included in the statement of principle.





In addition, it was unclear to the CBA Section whether the requirement to “obtain and confirm
information about [the client’s] needs,” and in particular, to “conduct fact finding appropriate to the
circumstances and assessment of the client’s insurance needs” meant that the IPRC expected
advisors to communicate with clients on an annual basis to determine if the insurance product was
still suitable for the client’s needs. We understand that this is not the intent, and that the IRPC
believes the consumer still has responsibility to review their insurance needs each year and should
communicate with their advisor if those needs have changed.

Thus, there are limitations on the insurance advisor’s duty to ensure a product is suitable. There
may be circumstances where an agent’s recommendation was appropriate at the time it was made,
but is no longer appropriate because of changing needs that are not disclosed by the client. The
consultation paper is ambiguous in its recognition of these limitations. It states that the
“intermediary...when making a recommendation, must reasonably ensure that any product or
service offered is suitable to fulfill those needs,” but then goes on to make the unqualified statement
that, “An agent or broker’s product recommendation should meet the client’s needs.” In our view,
IPRC should articulate some examples of the limitations on the principle of product suitability
including where there are changes in an existing client’s needs that are not disclosed to the agent or
broker.

It is essential that the responsibilities upon insurance advisors be clear, particularly where there are
differing expectations in other professional contexts. For example, mutual fund advisors are
expected to communicate with clients on an annual basis to determine whether the investments
remain appropriate and whether investment goals have changed. There is potential for courts to
confuse differing regulatory regimes and, without clarification, to apply one set of rules to another
regime.

Thank you once again for the opportunity to consult on this issue. We look forward to reviewing
IPRC’s final recommendations and report.

Sincerely,
(Original signed by Kerri Froc on behalf of Monika Zauhar)

Monika Zauhar
Chair, National Insurance Law Section
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March 24, 2006

Ms. Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, P.O. Box 85
17t Floor

Toronto, Ontario

M2N 6L9

Subject :  Answer-IPRC (CISRO) Consultation on managing conflicts of interest

Dear Ms. Shevlin :

The Chambre de la sécurité financiére (Chamber) apprised itself of the three recommendations proposed
by the Industry Practices Review Committee (Committee) and is overall satisfied (see comments below).

Our assessment of the recommendations, especially those regarding the priority of the client's interest and
recommending a product that adequately meets a client’s need (first and third recommendations), is also
based on the fact that the Chamber's Code of Ethics includes clear provisions! equalling or exceeding the
Committee’s recommendations. Incidentally, these recommendations are part of the general obligations
and duties of the representatives to act with honesty, loyalty, competence and professional integrity.2

As regards the third recommendation which states that the recommended product must satisfy the
consumer’s needs, the Chamber’'s Code of Ethics stipulates that a representative must, before making a
recommendation to his or her client, seek to have full knowledge of the facts.® Moreover, the Regulation
respecting the pursuit of activities as a representative states that a representative in insurance of persons,
before completing an insurance application with a purchaser or an insured, must analyze his or her
insurance needs, the policies or contracts he or she holds, the features thereof, the name of the issuing
insurer and all other necessary elements such as his or her income, financial situation, number of
dependents, and personal and family obligations. In addition, the representative must record all such
information in writing. As we stipulated in our brief to the Committee in August 2005, the sale of financial
products and services must always be done through a duly certified representative, who has the required
training, knowledge and skills. Thus, we obviously agree with this recommendation and we deem it
paramount.

1 Sections 7, 11, 12, 13, 14, 15, 18, 19, 20 and 21 of the Code of Ethics of the Chambre de la sécurité financiére, R.S.Q ¢. D-9.2,r.1.01
2 Section 16 of the Act respecting the distribution of financial products and services, R.S.Q., ¢. D-9.2

3 Section 15 of the Code of Ethics of the Chambre de la sécurité financiére R.S.Q ¢. D-9.2,1.1.0

4 Section 6 of the Regulation respecting the pursuit of activities as a representative, R.S.Q. ¢. D-9.2,r. 1.3





As regards the Committee’s second recommendation pertaining to the disclosure of actual or potential
conflicts of interest, we share the view of the Committee that the disclosure formats must be simple, clear
and relevant to the purchase decision. This is done primarily to avoid making the situation complex for
consumers. As we stated in August 2005 during the second phase of the consultation, we must make sure
that the information presented to a consumer is relevant and simple and that a concise summary of the
representative’s status, his or her business relationships and compensation is also provided.

The information that insurers should disclose on their web site about their relationships with intermediaries
should also be readily understandable by the general public.

Lastly, specifically in answer to question 1, we are of the view that, overall, the recommendations translate
the basic best practices as regards managing conflicts of interest. We also believe that the points raised as
part of the steps taken by the Committee must be a constant consideration of the various stakeholders
such as the regulatory organizations and the industry since we benefit from making sure that adequate
measures are put in place to protect consumers and properly inform them, while striving to harmonize the
rules among the different authorities and financial services, if applicable.

In answer to question 3, we are constantly asked to improve communications with representatives about
the provisions of our Code of Ethics and the various other obligations they must meet so that they can
continue to be competent professionals, concerned with maintaining high quality standards to keep their
clients’ confidence and serve them properly. It goes without saying that the Chamber’s role will be to
oversee and update the rules governing compulsory professional development.

Our representations at the CISRO meeting in the spring 2006 will address these issues.

Respectfully,

Luc Labelle, M. Sc., C.Adm.
Executive Vice-President

LL/vb






ONSUMERS COUNCIL OF CANADA

RECEIVED
Suite 100 March 17, 2006
35 Madison Avenue MAR 2 7 2006

Toronto, ON M5R 252 Mr. T‘?m Hamptgn, Chair ]
Canada Canadian Council of Insurance Regulators Secretariat LICENSING & MARKET CONDUCT
5160 Yonge Street, P.O. Box 85 DIVISION

Tel: 416-961-3487 Toronto, Ontario
Fax: 416-975-8819 M2N 6L9

mal@consumerscouncl.com

WWW.consumerscouncil.com

Dear Mr. Hampton:

The Consumers Council of Canada (CCC) would like to congratulate the CCIR/CISRO
Industry Practices Review Committee for its progress to date in its efforts to enhance
consumer awareness and protection in the insurance marketplace. We have been impressed
with the degree of voluntary compliance to date in the industry regarding disclosing which
companies brokers represent and how they are compensated.

Having reviewed your most recent paper setting out principles of business practice, the
Council does however have some remaining concerns and questions.
First on the principles themselves:

Priority of Clieﬁts > Interest - We would like to see this revised as follows:

A broker or agent must provide candid, honest and fulsome advise to clients or consumers.
From a consumer perspective, an omission can prove as deceptive as an untruth. For
example, it is clear that most policy holders affected by hurricane Katrina believed they
would be covered in the event of a hurricane. Frankly most of us would have difficulty
determining whether our property was damaged by wind or water in such a situation and
would assume we would be covered given the causal relationship between the two.

Disclosure of Conflict or Potential Conflict of Interest - The Council believes the principle
covers our concerns in this area.

Product Suitability - There is a major component here that is missing and that is to ensure
the client has a full understanding of the product itself. For example, in the paper there is no
mention of the sale of segregated funds. The Council has looked at a number of pieces of
material on these funds that are distributed by brokers and finds the focus is largely on the
benefits they offer. There is no very clear explanation of just how annuity legislation limits
investments, the opportunity costs of holding such funds, how “tradeable” they are, what
factors affect their unit value, etc. Frankly, given the information we have seen, one would
not know exactly what one was buying. It is not clear whether segregated funds are policies,
contracts or both.






The principle generally does cover how a broker would determine a client’s need and why a
certain product was chosen, but again, what are the disadvantages versus other “policies” or
“contracts” or both?

Other Matters Raised During Consultation - The Council supports the notion that
independence be defined. It does not however believe all performance-linked benefits need
be prohibited so long as they are clearly and prominently disclosed. We do however believe
there are performance benefits such as free trips, gifts, etc, that are inappropriate and should
be prohibited.

Roles in Achieving the Stated Goals of the Paper - The Council is of the view that
regulation is not necessarily better than an industry-managed set of standards. Critical
issues are:

* the resources made available for promoting consumer awareness, monitoring of
compliance with the standards, enforcement or outing of those not in compliance
and penalties or censure for the incalcitrant.

* the need for harmonization of business standards, across the country.

* if standards are not in regulation, a contractual relationship between the overseer
and the brokerage. (ie. brokers would agree to abide by the standards, and the
names of the brokers who signed on would be made publicly available)

* The need for a set of standard “know your client forms”. We use the plural
assuming a somewhat different form might be needed for those buying segregated
funds and those buying auto insurance. Standardized forms in and of themselves
can be an excellent educational tool and prompt consumer questions.

The Council would like to see compliance with the standards linked to a no-cost redress
system.

The Council believes too that an effort needs to be made to help consumers better
understand risk assessment. How one is rated and why. Perhaps a booklet available online
and in print would be helpful in this regard.

The Council is of the view that industry associations along with consumer representatives
could take the lead in developing common forms and educational tools.

Thank you for the opportunity to comment on your paper.

Sincerely,

S—

cc Grant Swanson, Executive Director, Licensing & Market Conduct Division, FSCO
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"david barker" <dbarker@cucbc.com>

Comments on Managing Conflicts of Interest

The following are my personal views and not necessarily those of my employer. They are based
on 30 plus years of experience in the insurance and risk management industry.

Re: Recommendation 1.

Although | generally agree with the the principle, | think you need to be careful that you don't set
up what amounts to a fiduciary relationship -- something that will invite a multitude of legal
actions. Perhaps it is enough if the interests of the intermediary and those of the purchaser of
insurance are alligned, so they both get a good result. It would be wrong to place the client's
interests below those of the agent.

For example, if two insurers provide exactly the same product, are equally secure and have equal
service and premium but one of them happens to pay a higher commission, | see nothing wrong
with the agent recommending the insurer that pays him/her the higher commission. It would be
wrong for the agent to recommend an inferior product/insurer because it paid a higher
commission, or to fail to tell the client about a better product/insurer because it paid a lower
commission.

In your fourth bulleted point you use the term "utmost good faith" -- a great term that is very
meaningful in a legal sense, especially with respect to insurance contracts. | don't think the term
should be used in your list of examples -- expecially when the principle already uses words that
suggest there could be a fiduciary relationship between the agent and client -- because doing so
just compounds the potential for client/broker legal disputes.

Re: Recommendation 2.

| agree with the principle that conflicts of interest are to be disclosed, but I'm having trouble with
the concept of "potential” conflicts. If the word "potential” is removed, there is no need for the
word "actual”. (If it's not clear what a potential conflict of interest is, that's a problem if | am
required to disclose it). There is no way to provide brief and revevant disclosure about something
that has not yet happened but which may possibly happen at some future time if certain events
occur in a particular sequence.

Although I don't think any of the following lead necessarily to conflict of iterest, I think it is
reasonable to require disclosure of the relationship between the broker and the insurer, including
the fact that commissions are paid for placing business, any significant ownership interest(s), any
significant debtor/creditor relationship and if a significant percentage of brokerage business
volume is placed with this insurer.

| think it would_not be reasonable to require insurers to disclose on a website, or in other public
documents, specific information about any relationships with any intermediary. General
information from insurers about possible loans to intermediaries, about methods of compensation
by line of business or product, or about non-monetary benefits, bonus or contingent profit
commission would not generally be helpful to consumers, in my opinion.

Re: Recommendation 3.
The principle is a good one, if a bit "sweeping". It may be practical for the personal lines part of
the business. As stated, suitability depends on the needs, facts, and expectations of the client.





With respect to the commercial part of the business, it is much harder for a broker to understand
the needs of the client, and it is often the case that clients don't know what their needs or
expectations are. Neither is it unusual for clients to withhold facts that the client doesn't think are
relevant. It is also not unusual for a commercial client to split business between two brokers - by
line of business -- making it difficult for either broker to understand the needs of the whole
business, and creating the possibility of coverage gaps.

David Barker, FCIP, FRM, ACUIC
Director, Risk Management & Insurance
Credit Union Central of British Columbia
1441 Creekside Drive

Vancouver, BC, Canada

V6J 457
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March 24, 2006

CCIR Secretariat
5160 Yonge Street
P.O. Box 85
Toronto, ON
M2N 6L9

Attention: Carol Shevlin, Policy Manager (A)

Dear Ms. Shevlin:

Thank you for providing us with an opportunity to comment on the
Consultation Paper entitled “Managing Conflicts of Interest: A
Consultation Paper on Enhancing and Harmonizing Best Practices”.

In general, we agree with the recommendations as set out in the paper
with the following comments. At page 5, under the heading “Product
Suitability”, the paper states that the intermediary “must reasonably
ensure that any product or service offered is suitable to fulfill those
(clients) needs.” Whereas we agree that the intermediary must always
place the consumer’s interests paramount, the standard set by the use
of the word “ensure” may be inappropriate and unreasonable.

At page 6 of the paper, under the heading “Other matters raised in the
2005 consultation”, the paper raises the matter of whether or not
independence should be defined and whether performance-linked
benefits and other financial links should be prohibited. It continues to
state that the IPRC believes that the three recommendations set out in
the paper may effectively address these matters for certain reasons,
among them:

Actual or potential conflicts of interest
from using the term “independent” are
more effectively managed by disclosing
the names of insurers the broker or agent





THE DOMINION OF GANADA GENERAL INSURANCE COMPANY

represents, any concentration of business
with specific insurers, and any financial
links with those insurers.

Actual or potential conflicts of interest
from performance-linked benefits and
financial links are more effectively
managed by product suitability
requirements, disclosure of
concentration of business with specific
insurers, and disclosure of compensation
information.

In addition to the identification of any companies with which the
intermediary has a relationship, and any performance-linked benefits
and financial links, we submit that it is imperative that the actual
ownership interest of any company or other entity in the brokerage or
other intermediary be disclosed in order for any disclosure to be at all
meaningful.

I trust the foregoing is satisfactory and I would be pleased to discuss
these matters further if it would be helpful

Yours truly,

\j{ ¢~ Vivian BercoviCi
Vice President, General Counsel and
Corporate Secretary






1095 West Pender Street, Suite 1300,
ROKER,S Vancouver, B.C. V6E 2Mé6

Telephone (604) 606-8000

SSOCIATION St Fo (604 850437
Fax (604) 683-7831

OF BRITISH COLUMBIA

Kevin Mclintyre, cIP
2005/6 President
Email kevin@underwriters.bc.ca

March 22, 2006

Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, Ontario M2N 6L9

Re: Managing Conflicts of Interest, Your Consultation Paper of February 2006
Dear Ms. Shevlin,
We have reviewed your consultation paper Managing Conflicts of Interest and submit these comments:

The Insurance Practices Review Committee acknowledges that their recommended principles are already, by
and large, in place across Canada. That being the case, we submit that your proposed recommendations are
already being achieved through a combination of industry initiatives and/or regional regulations, and that no
further regulations are necessary.

As regards your first recommendation, “priority of the client’s interest” this principle is codified in the
Insurance Council of B.C.’s Code of Conduct, established in common law, taught in licensing courses, and
upheld by insurance brokers’ associations across Canada and other groups. Any individual licensee who does
not comply risks errors-and-omissions claims, litigation and disciplinary action.

We view your second and third recommendations as sub-sets of the first one. A licensee acting within the
mandate of priority of the client’s interest will provide the consumer with proper disclosure of any actual or
potential conflict of interest, and will only recommend products that are suitable for the needs of that consumer.
As such, we view the first recommendation as stating what’s already in place in B.C., and the other two as
redundant.

...Ipage two






IBABC to the Industry Practices Review Committee, 24 March 2006 page two

Your paper raises some points as to what level of disclosure is ‘proper’, and suggests that disclosure should
include:
= Insurers represented and the name of any insurer(s) with which a significant volume of business is
placed,
= Extent of the search by a broker or agent for a competitive price and suitable product within the
markets available to that agent or broker,
= Methods of compensation,
= Other relationships such as ownership, loans and other financial links and non-monetary benefits
between the intermediary and the insurer.

In response, we refer you to the paper Consultation on Commercial Practices in the Damage Insurance
Brokerage Sector in Quebec submitted to the Autorite des marches financiers (AMF) by the Regroupement des
cabinets de courtage d’assurance du Quebec (RCCAQ), 8 September 2005. In it, the RCCAQ suggests that
while concentration of business has allowed insurers to pass along economies of scale to consumers, it has also
affected the framework of the industry, and that it is this fundamental shift in corporate landscape that is at the
heart of the disclosure issues mentioned above, not the conduct of insurance intermediaries. As such, the fix for
any perceived problem (and we submit there isn’t one) should not be on intermediary conduct as it will not
yield any additional consumer benefit:

“Concentration of business is not the result of a concerted action by a group of brokers who have
decided to reduce the number of insurers with whom they do business. Rather it is essentially the result
of purely economic factors influenced by the world economy, the globalization of markets and the
increased rate of technology. ...

“This concentration of business by insurers could not help but have important repercussions on the
brokerage network. While the AMF’s registers indicate that some 180 insurers hold a license to pursue
damage insurance activities in Quebec, fewer than 10 of these insurers are able to offer Quebec
brokerage firms a sufficient range of personal lines insurance products and services to allow them to
serve their clientele adequately.”

British Columbia has seen a similar concentration. In BC Broker magazine’s 1989 biennial survey, brokers
provided ratings for 30 insurers with whom they did a substantial volume of business. In 2005, with one-third
more population in the province than there was in 1989, brokers rated only 13 companies — less than half that of
1989 — with whom they did the bulk of their business. With fewer markets, the brokers’ role has increasingly
become one in which they negotiate advantageous terms for their clients from a select group of insurers rather
than distribute their clientele among many insurers. How the broker is able to afford to keep the doors open to
provide this service is not germane to the discussion about which policy best suits a particular client’s needs.

...Ipage three





IBABC to the Industry Practices Review Committee, 24 March 2006 page three

We submit that the conduct of the typical broker as regards disclosure and priority of the client’s interest is not
an issue. Traditional brokers are, in the main, committed professionals who have roots in their communities and
who build long-term, personal relationships so that their clients can call, ask for the broker by name and notify
of a material change of risk or ask a question. These people advocate for their clients, are among the first
responders in an emergency and work with clients and insurers to assure satisfactory indemnification after a
loss. Those few individuals who do not meet this standard are dealt with adequately by provincial regulators.

Increasingly, regulatory concerns will arise from the emerging, non-traditional sellers: direct writers and
financial institutions. Some of the market conduct issues here include:
= The use of inducements such as rebates, bundling and tied selling,
= The inappropriate use of consent to share personal information across all product lines, including
insurance,
= The practices of data-mining and credit-scoring,
= The marketing focus on price over suitability, which may lead to coverage gaps and sales of insurance
products that are not suitable to consumers’ needs, and
= A ‘buyer beware’ approach to the fine print in insurance contracts that leaves insureds to deal with call
centres, often located overseas, when they have a question or a claim.

In the U.S., salespeople in financial institutions must meet a more stringent level of regulation. In Canada, this is
not yet the case. As financial institutions strive to gain marketshare in insurance, perhaps the grey area between
provincial and federal regulations should be the focus of regulatory review, because that is where market
conduct problems are most likely to occur.

This leads me to comment, in closing, on the harmonization aspect of your recommendations. We are aware
that harmonization can mean increased efficiencies for insurers and by brokers who do business in more than
one province. However, that should be balanced with these points:

a) Provinces will ultimately be held accountable for the regulations in their jurisdictions, and they will
want to maintain their flexibility and power to be responsive to regional issues.

b) Diversity has its benefits, too. Individual provinces can serve as laboratories for reform for each other
so that jurisdictions can benefit from each other’s experience.

c) Some provinces — and B.C. may be an example here — may be averse to harmonization if it adds
regulation, as it could be seen as running counter to government’s stated direction of decreasing
regulation and red tape.

Thank you for the opportunity to comment.

Yours sincerely,

s MG/M{“

Kevin Mclntyre, CIP
2005/6 President
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About IBAC

The Insurance Brokers Association of Canada (IBAC) is the national trade association
representing over 29,000 property and casualty (P&C) insurance brokers through its 11
member associations.

Although our provincial member associations may be submitting their own submissions
in this matter, we are presenting our professions position from a national perspective.

Preliminary
IBAC would firstly like to acknowledge and applaud the process being followed by the

Industry Practices Review Committee in dealing with the issues brought forth in this
consultation process. We are appreciative of the consultative nature adopted by the
Committee, and believe that an open and frank exchange of opinions and positions is the
most inclusive way of reaching a beneficial consensus.

The Committee preliminarily has three recommendations, and that following a thorough
fact-gathering review sees no evidence for making recommendations in two other
matters. IBAC will present its position on the entire report dealing first with the
actionable points and then how these will affect the non-actionable topics.

We’d like to stress the underlying manner of adoption being proposed by the IPRC. We
fully support the fact that should any recommendation be adopted, that they be done so
on a voluntary basis, using a principle-based approach, and on a provincial jurisdictional
basis.

For reasons that will become apparent, IBAC would like to deal with the
recommendations in the following order: the first recommendation, the third, and then the
second.

1. Recommendation #1

Priority of the client’s interest

IBAC is of the view that this principle is already well entrenched, and respected
throughout the profession. From educational materials to council by-laws to codes of
conduct, the principle of placing the clients interests ahead of the intermediaries is the
cornerstone of the profession, and is what historically has differentiated the profession
from other providers of professional services.

We would propose that it may be challenging to come up with common wording
throughout a province that would properly articulate this concept for both the wealth
management industry and the risk management industry.





2. Recommendation #3

Product suitability

Following extensive consultations with our membership, along with other stakeholders,
we must raise some of the concerns we have regarding this recommendation. We do not
believe that subjecting these parameters to intermediaries is in the best interest of
consumers. We further believe that this question should be dealt with based on a double-
sided approach.

The first facet being that the intermediary must provide the client with professional
expertise regarding the information required for the client to be able to make an informed
decision. In other words, the broker must provide the client information about the
features of an insurance product. This is both the principle established by the first
recommendation, and the result of executing the first recommendation.

The second facet is that we strongly believe in the consumers’ primordial right to decide
on the suitability of the product, and the consumers’ eventual purchase of the product
they feel is most suitable. In short, product suitability lies ultimately with the consumer,
not the intermediary.

The market is the greatest regulatory force on behalf of consumers. Should the consumer
decide that the product is not suitable for their needs, they have an opportunity on a
yearly basis of changing either the provider or the intermediary. Consumer choice is the
foundation of a liberal economy such as ours.

3. Recommendation #2

Disclosure of conflict or potential conflict of interest

Following the first two recommendations of priority of the client and product suitability
is how to deal with the possibility of the existence of conflicts of interest. The broker has
placed the interests of the consumer first in his advice, the consumer has chosen the
product most suitable, and in some cases there may exist a conflict of interest that may
arise. How to deal with this?

We’d like to differentiate the two types of conflicts raised by the IPRC: actual and
potential. We are of the view that it is practically impossible to define what “potential”
conflicts are. The adjective “potential” implies some circumstance or event that changes
over time; specifically in the future. It is simply unrealistic and implausible to predict
future events or circumstances which at that time should be disclosed. Therefore because
this term is un-defineable, it would make no sense in having any type of disclosure
regime for this.

With regards to actual conflicts of interests, we’d like to offer one example where this
may occur. Conflicting interests in an insurance contract occur when the provider of an





insurance product is directly or indirectly a party to the contract. Ex: a mortgage provider
who’s listed has having an interest in the contract if they were also the provider of the
insurance.

In terms of aggregation of insurance consumers as a buying group, it is difficult to assess
whether large volumes are an advantage or disadvantage to the individual consumer.
Similarly, it is difficult to recognize whether the placement of small volumes are an
advantage or disadvantage to the individual consumer.

Therefore we strongly believe that upon request, the consumer should be given
information that is relevant to their circumstances. We’d like to reiterate the portion of
our submission filed in August 2005 with the IRPC that are excerpts from the guidelines
“Principles and Practices” developed by IBAC and its member organizations with respect
to the sale 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:

e all fees payable by the client,

e 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

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

We believe that voluntary adoption of this regime is practical from the perspective of the
intermediary, as well as beneficial and empowering for the consumer.





Other matters raised in the 2005 consultation

Two other issues were raised in the 2005 consultation: 1) defining independence, and 2)
the prohibition of performance-linked benefits.

IBAC takes the position regarding the first issue, that there is no useful or pragmatic
purpose in defining such a qualification for an industry as varied as insurance
distribution. Concerns have been raised about the true independence of insurance
intermediaries. We believe that that due to the wide fragmentation of the modes of
delivery of insurance products (brokers, captive agents, direct writers, credit unions, on-
line), it would be impossible to get consensus that would be satisfactory to all players in
the industry, nor beneficial to consumers.

As for the second issue of performance-linked benefits, we are of the view that these
types of benefits do not disadvantage and are not financially detrimental to consumers of
insurance products. On the contrary, they provide even more incentive for brokers to
prudently represent the best interests of their clients. They only reinforce the importance
of the first (priority of the client), and the third (product suitability) comments we have
presented.

Consultation Questions

1. IBAC does not believe that the principles outlined in this paper reflect best practises in
managing potential conflicts of interest because this is something one cannot define.

2. As with the adoption of any new practises, there is an inherent challenge in applying
these to the day-to-day marketplace. However, a voluntary jurisdictional-specific
principle-based approach is one that we believe, generally speaking, would best allow for
the pragmatic and seamless implementation of any principle.

3. Each provincial association must ensure that they work closely with their regulators to
ensure practical suggestions in the voluntary implementation of any new principle. Once
agreement has been reached, then there are opportunities for communicating to their
members the effect this may have for them.
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INSURANCE BROKERS ASSOCIATION OF MANITOBA

205 - 530 KENASTON BLVD.

WINNIPEG, MB R3N 124

Phone: (204) 488-1857

March 24, 2006 Fax: (204) 489-0316
1-800-204-5649

www.ibam.mb.ca

Carol Shevlin

Policy Manager (A)

CCIR Secretariat

17FI - 5160 Younge Street, Box 85
Toronto, ON M2N 6L9

Via Email: ccir-ccrra@FSCO.GOV.ON.CA

Dear Ms. Shevlin:
RE: Managing Conflicts of Interest — Consultation Paper of February 2006

Your collective consultation papers, culminating in your presentation of February 2006, reveal that you
intend ultimately to recommend to CCIR and CISRO three principles “for regulators to consider and
industry associations to support as appropriate means to manage actual or potential conflicts of interest
associated with insurance advice or transactions”. You present this possibility subject to the within
consultation process notwithstanding that such principles are, as you say, “to a large extent, already in
place across Canada”.

In spite of a consultation process that has been both appreciated and utilized, our Association has not
been convinced by the Industry Practices Review Committee to the effect that either further regulation
or amendment to existing regulation is necessary. In fact, the opposite is more likely the case.
Currently, industry practice, bylaws of insurance brokers associations across Canada, educational and
licensing processes and current law, are together more than enough to produce consequentially
positive and productive market outcomes for Canadian insurance consumers.

In essence, the insurance industry specifically and Canadians in general are already over regulated. A
professional, legal, and moral market will inevitably protect consumers more than would in this instance
additional regulations. Given that the current market is properly and sufficiently addressing priority of
client interest, disclosure to consumer and product suitability, IPRC’s attempt to strengthen and/or
harmonize existing requirements by advancing your recommended principles through additional
regulation would, respectfully, seem redundant.

Yours truly,

INSURANCE BROKERS ASSOCIATION OF MANITOBA

Dave Schioler

David Schioler
Chief Executive Officer

Insurance
%Bmm
. Association of
Your Best Insurance is an Insurance Broker Manitoba
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Insurance Brokers Association of New Brunswick
Association des courtiers d’assurances du Nouveau-Brunswick

Suite 3, 590 Brunswick St., PO Box 1523, Fredericton, NB E3B 5G2 Tel: 506-450-2898 Fax: 506-450-1494 ibanb@ibanb.org www.ibanb.org

March 23, 2006

Ms. Carol Shelvin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, Ontario M2N 6L9

Dear Ms. Shelvin:

The Insurance Brokers Association of New Brunswick (IBANB) represents property and casualty
(p&c) insurance brokers in New Brunswick. Membership in the association is voluntary and is
comprised of approximately 90% of the p&c brokers in the province. We neither speak on behalf of
p&c agents nor those agents and brokers dealing with life and health products.

CCIR/CSIRO in their initial paper Relationships between Insurers and Sales Intermediaries indicated
that ““no evidence of any illegal insurance related activity was found” in Canada. It is our opinion the
statement remains true. Consumers are well served by property and casualty brokers within our
province.

On behalf of our members we have reviewed the current Industry Practices Review Committee paper
Managing Conflicts of Interest: A Consultation Paper on Enhancing and Harmonizing Best Practices.
In putting forth their three principle-based recommendations, the IPRC acknowledges:

“These principles strengthen and harmonize requirements that are, to a large extent,
already in place across Canada. If regulators’ monitoring of the marketplace identify problems
in the future that require additional action, further steps can be taken...”

By their own admission, they have not established a need for additional regulation to be imposed on the
industry. We concur wholeheartedly.

Recommendation 1: Priority of the client’s interest

Priority of the client’s interest is addressed in our Insurance Act within the definition of a broker. The
Act states that a broker:

*“...acts or aids in any manner in negotiating contracts of insurance or placing risks or effecting
insurance, or in negotiating the continuance or renewal of such contracts for a person other
than himself”





The Act leaves no doubt the broker’s first allegiance and concern is for their clients - a person other
than himself - no mention is made of an insurer. On the other hand, in defining an agent the Act
acknowledges their first duty is owed to the insurer.

In addition to the Insurance Act, the IBANB by-laws set out requirements that our member brokers
adhere to in our Code of Ethics. Member brokers will:

1) ““acknowledge certain obligations, first to the insuring public,....

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

Recommendations 2 and 3: Disclosure of conflict or potential conflict of interest and Product
Suitability

Because brokers adhere to recommendation 1 — priority of client’s interest, it follows that
recommendations 2 and 3 are redundant. Operating with utmost good faith and within the confines of
recommendation 1, it is evident that disclosure of conflicts and product suitability are handled and
consumer’s best interests are protected.

The broker distribution channel currently demonstrates the highest level of professionalism within the
industry. In addition to offering consumers choice of products, a broker acts as an advocate for the
consumer in the event of a loss.

Brokers’ Concerns

Our concerns should any of the principles be implemented are:
- Will all intermediaries be subject to the same requirements?
- Who will police them?
- How will the policing be handled?

If it is deemed prudent to implement additional regulations, we seek assurance that all distribution
channels whether they be resident or non-resident intermediaries are subject to the same rules and
regulations. Enforcement and sanctions must be applied to all in a uniform manner to ensure a level
playing field is maintained. For example, should additional regulations be implemented in regards to
disclosure, they must require agents to inform consumers that they provide products of one market
only. Likewise out of province intermediaries must be required to disclose their location of operation
and level of compensation.





Conclusions

In closing we reiterate the conclusions listed in our July 2005 response, with the addition of the need to
maintain a level playing field, to the CCIR and CISRO consultation paper - Relationships between
Insurers and Sales Intermediaries.

- The Industry Review Committee has found ““no evidence of any illegal insurance activity
was found.”

- 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 province should address any problems real or perceived 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 intermediary 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. Other intermediaries must be required to do the same.

- Allevel playing field must be maintained for all intermediaries who distribute insurance
products.

Recommendations

Once again we reiterate our recommendations from our earlier response. We advocate the following
changes to our existing regulations in New Brunswick to provide consumer protection and enhance
consumer confidence:

- Implementation of a Code of Ethics for all intermediaries.

- Mandatory E&O insurance for all intermediaries

- Mandatory continuing education for all intermediaries.

- Maintenance of a level playing field by stringent policing and enforcement of rules and

regulations for all intermediaries.

The IBANB agrees that priority of client’s interest is paramount in all insurance transactions. When all
intermediaries adhere to this principle and the recommendations listed above have been implemented,
consumers in New Brunswick will be well served. We look forward to working with our
Superintendent of Insurance to bring about changes that will enhance consumer protection.

Sincerely,

:

Linda Dawe, FCIP, CAIB
Chief Executive Officer

cc: Roderick MacKenzie
Superintendent of Insurance, New Brunswick
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March 23, 2006

Ms. Carol Shevlin,
CCIR Secretariat

Dear Ms. Shevlin,
Re: Your paper: Managing Conflicts of Interest

Thank you for consulting. In general, we found that your new paper did not advance the
discussion much beyond the initial CCIR report of last summer. The views that we expressed in
our response to that paper have not changed.

Our brief comments on your new paper are as follows:
1) Priority of the client’s interest: This is not news to brokers. If prospective brokers don’t
already know this when they enter the profession, they learn about it in chapter one of the first
volume of any licensing or professional development text(s). While such has not been codified in
Nova Scotia, there has never been need for it. Priority of the client’s interest is part of our
association’s Code of Ethics. We remain opposed to regulation for the sake of it.

2) Disclosure and 3) Product Suitability: We refer you to the excellent paper being submitted in
this consultation round by the Insurance Brokers Association of British Columbia (IBABC). We
share the view that these issues are subsets of “priority of the client’s interest.” The IBABC
paper very much reflects our views on this as well as on harmonization.

We see no need for further regulations in this area in Nova Scotia. Consumers are not
demanding new regulations; they do not see an issue. We produced a brochure on this over a
year ago. Consumer interest was close to zero then and it remains so despite some media stories
over the past two years. None of our three political parties is interested in the issue.

We do, however, see that disclosure and transparency have potential value for brokers
and consumers alike if they can be used to differentiate brokers in the minds of consumers from
direct writers and others. But there is such a low level of consumer interest in this that significant
financial resources would have to be invested in a marketing campaign before consumers would
grasp the point well enough to enable additional market share for brokers to be noticeable. In
other words, this issue is not among our clients’ priority interests. We think it might eventually
be a useful marketing tool, however, although an expensive one. As such, we believe it is our
responsibility to promote transparency and disclosure, not government’s.

Sincerely,
Stephen Greene
Executive Director

IBANS

Unit 9C, 2 Lakeside Park Dr.
Halifax, Nova Scotia

B3T 1L7

Tel: 902.876.0526

Fax: 902.876.0527

annet_te@ibans.com Your Best Insurance
www.ibans.com Is An Insurance Broker

steve@ibans.com
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INTRODUCTION

The Insurance Brokers Association of Ontario (IBAO) is pleased to present this
submission in response to the Canadian Counsel of Insurance Regulators (CCIR) and
the Canadian Insurance Services Regulatory Organizations (CISRO) Discussion Paper on
Managing Conflicts of Interest: A Consultation Paper on Enhancing and Harmonizing
Best Practices.

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 these deliberations.

Respectfully submitted March 27, 2006.

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,

é@J\ P@CM‘K’”

Beth Pearson, CIP, CAIB
President





THE ROLE OF THE INSURANCE BROKERS ASSOCIATION OF ONTARIO

The Insurance Brokers Association of Ontario (IBAO) represents in excess of 10,087
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.

¢ 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 1l
(unrestricted) License.

We continually ensure that our 10,087 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”





THE ROLE OF THE INDEPENDENT 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.





MANAGING CONFLICTS OF INTEREST:

A CONSULTATION PAPER ON ENHANCING AND HARMONIZING

BEST PRACTICES

Response to Consultation Paper “Managing Conflicts of Interest” released by the Canadian
Council of Insurance Regulators, respectfully submitted by the Insurance Brokers Association of
Ontario.

To open the response, the Insurance Brokers Association of Ontario (IBAO) would like to thank
the Canadian Council of Insurance Regulators for the opportunity to respond to the consultation
paper regarding these three recommendations.

Like our national association, the Insurance Brokers Association of Canada (IBAC), we believe
the consultative approach is the best way to create and implement any suggested changes to
regulations or legislation that affect the industry and insurance intermediaries’ practices and/or
consumer protections necessary.

The paper proposes three recommendations. We will respond to each point as it is presented.

1. Priority of the client’s interest: An intermediary must place the interests of
policyholders and prospective purchasers of insurance ahead of his or her own
interests.

It is the understanding of IBAO that the idea for this proposal is to simplify the legislative
requirements on brokers nationally by harmonizing the existing regulations’ wordings across
the country. We have no doubt that every association responding to this consultation paper
will advise you that insurance brokers are already meeting this guideline, and have instilled
this principle into professional conduct practices since their first day as a broker. Every
educational textbook addressing the broker’'s role, from initial licensing qualification
textbooks to the highest designation programs, repeat the brokers’ mantra that the client's
interests are paramount. Insurance brokers promote this fact themselves through their own
associations’ codes of conduct, and in their advertising to the insurance buying public to
differentiate themselves from other insurance intermediaries. Those provinces that may not
have this legislated will advise that there is no need for such legislation, as this basic
understanding is the cornerstone of the profession they are practicing. Ontario is no
exception. Our brokers hold the client’s interest above any other.

As this is the case, IBAO would recommend that creating a wording to apply nationally for
insurance brokers to accept is moot. Brokers already accept this duty as part of their job
description. Time may be better served working with the direct writers to create legislation
to help insurance agents to better balance their responsibility to the consumers and
insurance buying public with the interests of the companies they represent.





2. Disclosure of conflict or potential conflict of interest: Consumers must receive
disclosure of any actual or potential conflict of interest that is associated with a
transaction or recommendation.

Currently, brokers in Ontario voluntarily provide a transparency document to their clients at
the point of sale outlining the insurers represented within the broker’s office; the commission
range by product line as well as recognition of any contingent commission arrangements.
Brokers believe transparency is ultimately good for the consumer, and therefore voluntarily
introduced this document.

The consultation paper lists seven (7) points the IPRC feels could alleviate any potential
conflict of interest. We disagree strongly with one of these.

e insurers represented and the name of any insurer(s) with a significant volume of
business placed

IBAO does not support the disclosure of volumes with markets in a broker’s office. We do
not see how this benefits the consumer, and feel strongly that it could compromise a
broker’s relationship with other insurers represented. Disclosing this information to the
consumer means disclosing volume distribution to all of the broker's markets, which could
severely impact these business relationships, and in turn, damage the consumer’s
relationship with the insurer.

It could be argued that large volumes with one insurer could:
(a) be the result of the insurer having an excellent product
(b) give the broker more ‘influence with the insurer' and hence, is better for the
consumer
(c) be the result of the provider having only one or two markets

Disclosing market volumes presents no advantage to the insurance-buying consumer and,
in our opinion, will simply create confusion. Since the recommendation in point one is
always stringently followed, there would be no conflict of interest highlighted through market
distribution, especially considering the consumer will no doubt be aware at that point what
companies the broker represents, the finer points of the product comparisons between the
companies and the prices for the most suitable products for the customer’'s particular
insurance needs. In Ontario, the consumer will also be aware of the commission ranges the
broker would receive from those insurers whose products are presented. In our opinion,
consumers are already sufficiently well informed to avoid any suspected conflict of interest in
the placing of their business.





3. Product suitability: The recommended product must be suitable for the needs of the
consumer.

The insurance broker’s role can be better understood as a buyer of insurance on behalf of a
consumer as opposed to a seller of insurance. Their advice is always in the consumer’s
best interest, as is suggested by your recommendation one. A broker’'s understanding of a
suitable product is not necessarily the same as a consumer’s, and since this discrepancy
exists, the responsibility of ensuring the suitability must rest with the consumer. The broker
is a guide to the products, offering information and advice about the products from which the
consumer is to make a decision.

The insurance consumer must ultimately make the decision as to whether an insurance
product adequately protects them. To legislate this would open the doors for endless
litigation against insurance brokers who, in the past for example, had recommended a
liability limit that the insured chose to ignore and purchase a lower limit. In any instance
where the insured was underinsured, in Ontario they would have a case to launch an Errors
& Omissions claim against a broker, citing support from the insurance regulations.

While we fully support all measures to protect the public, the decision about the products
they purchase must remain their own.

In closing, we believe that in Ontario, the spirit of all these recommendations is already
supported by brokers through the existing RIB Act by-laws, the IBAO member's Code of
Ethics and the voluntarily assumed Transparency document requirements by Ontario
brokers. Consumer protection is a very important topic to all insurance brokers, and as
such, we strive to provide as much information as possible to the public about the industry
and the broker’s role within it.

What is absent is a uniform application of all regulations put forth to all insurance
intermediaries, regardless of geographical location, that are permitted to sell insurance in
Ontario. If all intermediaries in this province were held to the same levels of professionalism
and transparency as the insurance brokers, the insurance buying consumer would then truly
be able to make an educated decision about the insurance purchases they make and better
understand the relationship that exists between the intermediary and the insurer.

IBAO would like to see a level playing field of regulatory requirements for all individuals
holding any class of license that permits them to sell property and casualty insurance. As a
result of the work CCIR has done reviewing current practices for independent
intermediaries, brokers are now regulated when it comes to transparency and disclosure,
and there needs to be the same investigative and suggestive work done to ensure
compliance of captive intermediaries.

Since the introduction of the industry protocol in the fall of 2004, no progress has been
made to ensure that the protocols that were suggested are being implemented on the front
line. No requirements exist for continuing education, residence in a particular province or
disclosure of compensation structures for these individuals.





IBAO believes that before any further regulations are imposed upon the industry,
harmonizing the regulatory framework on behalf of consumers should be our first priority.
Our understanding of the intent of the work by the CCIR is to better serve the public and
increase their understanding of the respective roles of insurance intermediaries. We need
to ensure consumers are making informed choices when purchasing insurance. For
consumers using the broker as an intermediary, the current guidelines work well. For any
consumer using an agent, direct writer or offshore call center, the level of required
disclosure needs to be enforced so consumers are not disadvantaged when making a
buying decision.






INSURANCE BUREAU
BUREAU _ D'ASSURANCE
oF CANADA ~ bu CANADA

"

Managing Conflicts of Interest

IBC Response on the February 2006 IPRC Consultation Paper

March 31, 2006





TABLE OF CONTENTS

EXECUTIVE SUMMARY ..ottt tae e e aaae e e 3
FOUNDATION FOR ACTION ... ..ottt et nane e 5
Need for government rEQUIALION ............cviiiiiiiieice et re s ae e e enaesnens 5
BaAIAINCE ...ttt bt Rt bR Rt bttt R bbb n et enen 5
L@Ta R ] 1= =1 £ ] PSSR 5
[ F= T T a1 =T I o] o 0= Vo o R SSRSS 5
PragmatiC SOIULIONS .......c.viieicieieisie et ettt e st e e neenae e et e saeseesaesneereeneeneeneens 5
L0 L] PO R PR RRTR 5
(O] 011 (] PSSR SR 5
Inherent limits to SOIVENCY MONITOTING.......cuiiiiiiiiieiee e e 6
Disclosure Of INFOMALION .........c.couiiiii e bbbttt nn 6
TANGIDIE MEASUIES ...ttt bbb et e e b b et e bt et e e e e 6
INTRODUCGTION. ...ttt e e e et e e e s st e e e e s b e e e e s saaae e e e saareeeeaas 7
Code of Consumer Rights and ResponSiDIlITIES ..........cccoiiiiiiiiii e 8
Standards of Sound Marketplace PractiCe..........ooiiiiiiiiiiiiriece e 8
RESPONSE TO QUESTION #L.....ooiiii ettt sane e enane e 11
IPRC Recommendation #1: Priority of the Client’s INtEreSt..........cccevevieivcieiiecie e 11
IPRC Recommendation #2: Disclosure of all conflicts or potential conflicts of interest.................... 12
IPRC Recommendation #3: The recommended product must be suitable for the needs of the consumer
............................................................................................................................................................ 12
RESPONSE TO QUESTION H2.....oooiii ettt nae e enaan e 14
IPRC Recommendation #1: Priority of the Client’s INtEreSt..........cccvveiieiiciviieeie e 14
IPRC Recommendation #2: Disclosure of all conflicts or potential conflicts of interest.................... 14
IPRC Recommendation #3: The recommended product must be suitable for the needs of the consumer
............................................................................................................................................................ 15
RESPONSE TO QUESTION #3... .ottt enrae e 16
IPRC Recommendation #1: Priority of the Client’s INtErest..........ccocooiiiiiiinicie e 17
IPRC Recommendation #2: Disclosure of all conflicts or potential conflicts of interest.................... 17
IPRC Recommendation #3: The recommended product must be suitable for the needs of the consumer
............................................................................................................................................................ 17
CONCLUSION L.t e e e et e e e s eara e e e enaraeeeaas 18

Insurance Bureau of Canada 2





Executive Summary

Canada’s home, car and business insurers accept the challenge to manage conflicts of
interest. To accomplish this, IBC sees voluntary industry initiatives taking a paramount
role and we appreciate the recognition that our members’ voluntary initiatives have
received in this consultation paper. We also see a key role for industry associations in
facilitating the achievement of these desired outcomes.

This paper focuses on addressing the three questions brought forth in the consultation
paper:

1. Do you feel that the principles or outcomes outlined in this paper reflect
appropriate best practices in managing potential conflict of interest?

IBC applauds the efforts of the IPRC in making principles-based recommendations that
focus on market conduct outcomes for property and casualty insurance. Insurers agree
with these principles as they strengthen and improve confidence in the insurance
industry. In the discussion below we detail how these principles closely align with the
industry’s recently released Standards of Sound Marketplace Practice (Standards).

2. Are there practical problems associated with the implementation of the
recommendations outlined in this consultation paper?

There are significant issues involved with moving from these principles to
implementation. Our industry is distinct from other financial services as mentioned in our
previous submission. The Property and Casualty (P&C) insurance industry is a highly
competitive industry, offering a pure risk protection product, which does not conform to
the wealth management types of services provided by the banking and life insurance
industries. Our customers range from business and commercial clients to individual
customers each with their own needs and we use a variety of different business channels
to offer our products.

By using principles-based approaches along with reliance upon industry standards,
problems normally associated with implementation of one-size fits all approaches can be
avoided.

3. What role could industry associations play in supporting their members in
implementing these principles?

IBC has taken an active leadership role in addressing concerns about conflicts of interest.
Our industry has already shown its commitment to transparency and disclosure by
voluntarily improving disclosure on insurers’ websites regarding ownership and financial
ties with sales intermediaries. IBC and its members are committed to achieving better
policy outcomes for consumers and believe that these initiatives support this goal.
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In addition to the disclosures described in our previous submission to IPRC on this topic,
our industry also recently released industry Standards of Sound Marketplace Practice
(Standards) for voluntary take-up by insurers. This initiative will bring our industry’s
corporate governance infrastructure to bear on the issues under consideration by the IPRC
paper. Standards along with the Code of Consumer Rights and Responsibilities will help
to better manage conflict for insurance consumers.

IBC is also prepared to help play a role in promoting consumer education. 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. Together, the industry
associations and the regulator can provide customers with educational material about
P&C insurance products and questions they should be asking their sales intermediary.
These initiatives can be complemented by the efforts of individual insurers and those of
brokers and agents and their associations.
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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.

IBC Regulatory Policy Principles

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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Introduction

Insurance Bureau of Canada (IBC) welcomes the opportunity to comment on the
February 2006 Consultation Paper titled: Managing Conflicts of Interest: A Consultation
Paper on Enhancing and Harmonizing Best Practices issued by the Industry Practices
Review Committee of the Canadian Council of Insurance Regulators (CCIR) and the
Canadian Insurance Services Regulatory Organizations (CISRO). IBC is pleased to offer
feedback on the specific questions posed and to advance the dialogue on effective
insurance regulation.

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 2005, and controlling assets of $99 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.

Our industry has shown its commitment to promote best practices and to working to
resolve the issues addressed in this and previous papers. We appreciate that these
voluntary initiatives have been recognized and acknowledged in this paper. Our members
have introduced voluntary measures to improve transparency and disclosure by utilizing
insurers’ websites to disclose ownership and financial ties with sales intermediaries
among other things.

Further evidence of this commitment can be seen in two important and complementary
initiatives that will benefit insurance consumers: revision of the Code of Consumer
Rights and Responsibilities to provide for greater notice for consumers regarding changes
to their policies; and adoption of the Standards of Sound Marketplace Practice. These
initiatives are described below.
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Code of Consumer Rights and Responsibilities

The Code of Consumer Rights and Responsibilities (the Code) was introduced by IBC in
January 2005 and has been voluntarily adopted by the majority of the insurance industry.
This Code is national in scope. Since its adoption, some commercial insurance consumer
groups approached IBC requesting greater notice of material changes to their policies.
This is an addition to the 2005 Code.

Recently, a specific amendment was made to add the following conditions to our Code:

To ensure customers are properly advised of changes to or cancellation of their
policy with advance notice, the following statement was added.

Under normal circumstances, insurers will advise an insurance
customer or the customer’s intermediary of changes to, or the
cancellation of, a policy, at least 30 days prior to the expiration of the
policy.

To ensure that there is a responsibility attached to this new right, the section outlining the
consumers’ responsibility to share information was amended to include a timeline for
reporting any material changes to the risk.

To maintain your protection against loss, you must promptly inform
your insurance company or broker or agent of any change in your

circumstances at least 45 days prior to the expiration of the policy.

Standards of Sound Marketplace Practice

IBC’s Board of Directors also approved Standards of Sound Marketplace Practices
(Standards) at its last meeting. The development of these Standards has been a major
initiative that has evolved over a period of several years. IBC considers these Standards
as a building block in an emerging new approach to market conduct supervision in
Canada. The Standards will ensure that the industry’s corporate governance infrastructure
is brought to bear in ensuring that insurers are delivering the government’s public policy
objectives.

Every successful risk-based regulatory regime includes some sort of industry standards.
IBC believes that developing voluntary industry standards is an essential step in
improving both relationships with regulators and policymakers and public policy
outcomes for consumers. In essence, the adoption of such Standards will allow
provincial market conduct regulators to place greater trust and reliance on the internal
corporate governance infrastructure already in place within the industry.

The Standards are intended to constitute a set of guideposts for insurers as they establish
their own practices. The Standards provide direction as to the key areas to be addressed
along with specific suggestions for items of attention. Insurers that devise creative,
innovative or cost-effective ways of meeting the marketplace objectives will establish a
competitive advantage that will benefit not only the company, but its customers as well.
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While public policy objectives for marketplace regulation have yet to be formally
adopted, at various times regulators have articulated the following specific goals:

% Development of competitive products tailored to meet the ongoing needs of
consumers;

% Informed and transparent sales transactions;

+«+» Competent and professional insurance representatives that conform to a specified
code of ethics;

+« Fair claims settlement and claims handling; and

% Timely, accessible and responsive complaint handling.

Most insurers already have guidelines and standards in place to ensure appropriate levels
of consumer service in each of these areas outlined above. Nonetheless, industry
standards provide a consistent and comprehensive framework that will help to focus
corporate attention on the specified areas and provide greater confidence that public
policy objectives are being adequately addressed. The Standards of Sound Marketplace
Practice will also be useful to insurers as benchmarks when carrying out self-assessments
and to regulators when assessing insurers’ marketplace policies and procedures.

The Standards may also facilitate communication with consumers about insurers’
practices, which would foster a more informed and empowered insurance consumer. A
recent study by the Conference Board in Canada, entitled “Building Public Trust in
Canadian Organizations™ concluded that organizations wishing to strengthen public trust
needed to focus on enhancing their own trustworthiness. Trustworthy organizations have
their interests aligned with those of important stakeholders, operate with integrity and
have the capacity to fulfill their mandates.

Built into this process, will be an on-going as well as an annual evaluation process to
monitor how industry adoption of the Standards is proceeding. This monitoring process
by independent parties will provide added assurance to regulators that the process is
working.

Consultation Process

IBC has consulted with its members to formulate responses to the three questions that the
IPRC posed in its recent consultation paper. The body of the current document is devoted
to outlining these responses in terms of the three recommendations put forth by the IPRC.

As the IPRC moves forward with implementing the principles outlined in its paper, IBC
requests that the Committee keep in mind that IBC members pursue a variety of business
models and distribution strategies. Some members will be submitting supplementary
comments. IBC supports the efforts of these organizations to explain in more detail the
unique aspects of their business models and urges the Committee to be mindful of the

! Conference Board of Canada, “Building Public Trust in Canadian Organizations”, May 2005
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needs of these organizations and avoid taking steps that would be unduly burdensome to
one or more distribution channels without providing a clear benefit to consumers.
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Response to Question #1 - Do you feel that the principles or
outcomes outlined in this paper reflect appropriate best
practices in managing potential conflict of interest?

IPRC Recommendation #1: Priority of the client’s interest

We interpret the term “client” to mean policyholders or consumers. IBC supports this
principle for all players in the insurance system — not just insurers and sales
intermediaries. Consumers are the primary funders of the insurance system and all other
stakeholders including governments should place the interest of consumers first.

IBC believes that consumers deserve nothing less than transparency from the insurance
industry and its sales representatives. It is incumbent on the industry to earn and
maintain the trust and confidence of consumers. We believe customers should know the
type of intermediary they are dealing with, whether they represent a single company or
multiple companies, and they should be empowered to know what questions to ask their
insurance provider.

IBC’s Board of Directors has adopted a framework for the insurance industry that places

an informed and empowered insurance consumer at the centre of the insurance industry.
A graphic of this framework is as follows:

IBC’s Framework for a healthy
marketplace

Meaningful
choice / Risk-
Based
Underwriting

Timely & fair
claims settlement

Informed and
Empowered
consumers

Maintaining
Balance /
Stability

Low system costs/

Minimal Red tape

The Standards of Sound Marketplace Practice help to advance this practice:
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In particular, the realization of this desired outcome in the marketplace will be supported
by Standards #1 and #3.

Standard #1 Competitive Products Meeting Unique Needs of Consumers requires that
consumers benefit from innovation and competition among insurers to provide viable
insurance products and services that meet the unique needs of consumers. In particular,
customers are to be treated with consistency, fairness and transparency.

Standard # 3 Competent and Professional Insurance Representatives that Conform to a
Specified Code of Ethics requires insurers to have the necessary policies and procedures
that allow the Board and company management to know that competent and professional
insurance representatives conform to a specified code of ethics. The purpose of this
Standard is to ensure that all representatives of the insurance industry behave ethically
and honestly with the public.

We believe that these Standards provide an enhanced alignment between the public
policy goals of CCIR members and the activities of insurers. Company by company they
will ensure that the interests of clients are put first.

IPRC Recommendation #2: Disclosure of all conflicts or potential conflicts of
interest

Insurers’ activities in this area are captured by Standards #2 Informed and Transparent
Sales Transactions. This standard requires that companies have policies and procedures
to ensure that consumers can make informed and transparent sales transactions. The
purpose of this standard is to ensure that consumers are empowered and understand what
they are purchasing, how the product will meet their needs and, in the case of a policy
renewal, understand the factors that may be giving rise to any material change in
premium or coverage levels.

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.

IPRC Recommendation #3: The recommended product must be suitable for the
needs of the consumer

In general, IBC supports the concept of product suitability. However, the industry would
be concerned if the insurance intermediary were to become obligated to recommend the
lowest priced product or to have to conduct a detailed needs assessment, because the
assessment of suitability for an individual consumer involves many other factors apart
from price.
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The term “product suitability” has specific meaning in the financial services industry in
sectors such as the securities industry. For example, the Investment Dealers Association
of Canada’s Regulation 1330.1 requires its members to “use due diligence to learn and
remain informed of the essential facts relative to every customer.” The Regulation also
has a specific requirement on “suitability generally” that states that “each member shall
use due diligence to ensure that the acceptance of any order from a customer is suitable
for such a customer based on factors including the customer’s financial situation,
investment knowledge, investment objectives and risk tolerance.”

IBC recommends that the principle be restated in reverse such that the focus is placed on
ensuring that products that are “inappropriate” are not promoted. This would eliminate
the term “suitable,” which, as indicated above, already has a specific meaning and
function in other areas of the financial services industry.

The realization of this desired outcome in the marketplace will be supported by Standard
#2. This Standard requires that consumers are empowered and understand what they are
purchasing, how the product will meet their needs and, in the case of policy renewals,
understand the factors that may be giving rise to any material change in premium or
coverage levels. Consumers should have a good understanding of what the product will
and will not do for them.
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Response to Question #2 -Are there practical problems
associated with the implementation of the recommendations
outlined in this consultation paper?

With respect to implementation of these recommendations we would like to caution the
IPRC that care be taken to ensure expectations clearly distinguish between personal and
business consumers as well as consider the separate and distinct role and function of the
variety of sales channels available to both sets of consumers. In particular, the
recommendations should also acknowledge the role of captive agents that represent one,
and only one, company from those that represent multiple companies and products. We
do not believe that government policy should benefit one distribution channel over
another. The practicalities of the insurance business renewal cycle should also be
recognized with a view to ensuring that the requirements placed on companies, agents
and sales intermediaries are not costly or administratively prohibitive.

IPRC Recommendation #1: Priority of the client’s interest

IBC and its member companies do not anticipate concerns with implementation of
priority of client’s interest. The concept of placing the client’s interest first is a belief
shared by our members. There are many codes and industry standards currently in
existence to support this principle.

IPRC Recommendation #2: Disclosure of all conflicts or potential conflicts of
interest

We would like to raise concern about the proposed disclosure requirement that includes
the wording “actual or potential conflict”. Potential conflict may be difficult to define.
Disclosure in advance of all renewal transactions is not always practical and is likely to
increase costs significantly to the ultimate detriment of insurance consumers. The
majority of renewals are conducted by automated mail and it is unlikely that consumers
want to revisit the placement of their insurance annually.

1. Based on the Code of Rights and Responsibility, insurers already make disclosures on
their websites and through policyholder mailings on a nation-wide basis. These
disclosures reflect 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. In
particular:

%+ 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.

»  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.

%
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The details of disclosures are best left to individual insurers to develop with their
distribution partners pursuant to the new Standards. Whatever additional disclosures are
required by distributors should be built upon this base.

If a uniform approach is desired, the details of these point-of-sale disclosures should be
worked out in dialogue with representatives from distributors on a province-by-province
basis.

IPRC Recommendation #3: The recommended product must be suitable for the
needs of the consumer

As discussed above, we would raise concerns about possible unanticipated consequences
or impacts about introducing the term product “suitability” to our industry. This is a term
that has existing meaning in our financial services sectors such as investments and could
result in unanticipated consequences for our industry. In particular, there could be
consequences on errors and omissions insurance that could result from using the term
“suitable” depending on how this principle was implemented.
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Response to Question #3 - What role could industry
associations play in supporting their members in implementing
these principles?

IBC and its members believe industry associations can play a key role in assisting both
the industry and the regulators in achieving the principles and outcomes outlined in the

paper.
This is accomplished in two ways

1) Codes and Standards
2) Consumer Education

Codes and Standards

As mentioned throughout this paper, IBC has already spearheaded two major initiatives
to assist its members with implementation of the IPRC principles: the Code of Consumer
Rights and Responsibilities and the Standards and Sound Marketplace Practice.
Voluntary industry solutions are the best way to achieve desired outcomes and 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
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.

Regulators would also have avenues they could use to satisfy themselves that the desired
outcomes are in place. The complaint reporting system recently introduced in Quebec and
Ontario could assist regulators in monitoring complaints related to conflicts or disclosure.
Other measures such as mystery shopping and input from consumer groups has also
assisted regulators in other jurisdictions. IBC has also established an industry norm for
voluntary disclosures of compensation and financial relationships with intermediaries. As
discussed, IBC has also taken the lead to establish norms for voluntary website
disclosures related to compensation and financing.

Consumer Education
IBC has also been undertaking initiatives to improve consumer education and confidence

in the industry and is in the process of redesigning our website to strengthen the
information offered to consumers to assist them with their insurance purchases.
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IPRC Recommendation #1: Priority of the client’s interest

IBC’s Board of Directors has adopted a framework for the insurance industry that places
an informed and empowered insurance consumer at the centre of the insurance industry.

IBC’s Standards and Code of Rights and Responsibility put this into practice. These
Standards ensure companies have the necessary policies and procedures in place to
ensure that customer’s interests are placed first. The purpose of these Standards is to
ensure that products meet customer needs and that customers understand what they are
purchasing. Standard #1 and #3 in particular relate to this principle.

IPRC Recommendation #2: Disclosure of all conflicts or potential conflicts of
interest

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. Websites are available nationally for most insurers.

As discussed, we have Standards in place, particularly Standard #2 that applies to this
principle.

IPRC Recommendation #3: The recommended product must be suitable for the
needs of the consumer

As discussed, IBC’s Standards, particularly Standard #2 go a distance toward ensuring
that consumers are empowered and understand what they are purchasing, how the
product will meet their needs and, in the case of a policy renewal, understand the factors
that may be giving rise to any material change in premium or coverage levels.

IBC is committed to supporting and maintaining a set of standards and codes that respond
to consumers’ needs.

Insurance Bureau of Canada 17





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 IPRC initiative, as well as the initiative to develop a
principles-based approach to supervision. IBC is committed to achieving better policy
outcomes for consumers and believes that these initiatives support this goal.

IBC is supportive of the overall direction and the goals of the IPRC recommendations. In
particular, we recommend that industry-led best practices, codes, standards, transparency
and disclosure continue to form the centerpiece in addressing this issue. If
recommendations are to be implemented, care must be taken to clarify expectations for
personal and business consumers as well as the role and function of the separate and
distinct sales channels available to both sets of consumers. In particular, the
recommendations should acknowledge the role of captive agents that represent one, and
only one, company. We do not believe that government policy should benefit one
distribution channel over another.

In addition to the disclosures described in our previous submission to IPRC on this topic,
our industry recently made changes to improve our consumer Code of Rights and
Responsibilities and introduced industry Standards of Sound Marketplace Practice that
will allow our industry’s corporate governance infrastructure to bear on the issues under
consideration by the IPRC paper. These Standards are currently being rolled-out for
voluntary adoption across IBC’s membership.

IBC recommends reversing the term “suitable” such that the focus is placed on ensuring
that products that are “inappropriate” are not promoted rather than using the using a term
like “suitable” to avoid any pre-conceived definitions already used in other areas of the
financial services industry.

IBC has also been undertaking initiatives to improve consumer education and confidence
in the industry and is in the process of redesigning our website to strengthen the
information offered to consumers to assist them with their insurance purchases.

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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Independent Financial Brokers

Courtiers Indépendants en
Sécurité Financiére

March 24, 2006

Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, P.O. Box 85
Toronto ON M2N 6L9

Sent via email: ccir-ccrra@fsco.gov.on.ca

Dear Ms Shevlin :

Re:  Managing Conflicts of Interest: A Consultation Paper on Enhancing and
Harmonizing Best Practices

Independent Financial Brokers of Canada (IFB) is pleased to provide our response to this
consultation paper on enhancing and harmonizing best practices to manage conflicts of
interest pertinent to the insurance industry.

IFB is a voluntary, not-for-profit association representing approximately 4,000 financial
professionals across Canada. The majority of our members are licensed to sell life and
health insurance products and mutual funds. A smaller number are licensed to sell other
financial products like property and casualty insurance and securities. Many provide
financial planning advice.

IFB is the only association dedicated to representing the concerns of independent
advisors, and has done so for over twenty years. Our members are independent in that
they must be able to offer clients a variety of products from multiple providers and
strongly believe that the distribution of insurance through an independent sales force
provides consumers with the best product to meet their insurance needs and the long-term
customer support required to service such a policy.





In conjunction with our role as a member-oriented association, IFB is also a major
provider of continuing education through its “Summit” programs. These Summits are
held each spring and fall in Vancouver, Calgary and Toronto and attract over 3,000
members and non-members. Many organizations in insurance and financial services are
represented at these Summits, including regulatory agencies. Speakers at advisor
educational sessions frequently represent some of the leading authorities in these fields.
IFB also sponsors an errors and omissions insurance plan for its members.

With this contextual framework in mind, we offer the following remarks on the
recommendations contained in this consultation paper.

IFB supports a principles based approach to regulation.

IFB is pleased the IPRC has adopted a principles based approach to the regulation of
conflicts of interest for the insurance industry. We believe this is an appropriate response
given the positive results of the detailed analyses that have been undertaken by the IPRC,
on behalf of the CCIR and CISRO, over the past year or so.

IFB, along with many of the other major players in Canada’s life and health insurance
industry, has spent a great deal of time and resources reinforcing for agents and brokers
the importance of disclosing potential conflicts of interests to deal with the concerns the
IPRC has raised in relation to enhancing consumer protection and transparency. Most of
these insurers and associations have made template conflict of interest disclosure letters
available to their members and sales intermediaries along with detailed instructions as to
their use. Furthermore, IFB has provided, and will continue to provide, educational
sessions at its Summits specifically devoted to promoting the importance of managing
and disclosing conflicts of interest to clients.

We are pleased that the IPRC has recognized the value of the efforts put forth by IFB and
this industry group and we believe this group can add further value by working toward
solutions to address the issues raised by the recommendations proposed in this paper.

Recommendation #1: Priority of the client’s interest.
IFB agrees that this principle should be paramount in any broker’s or agent’s conduct
with a client and this view is reflected in our Code of Ethics which states first and
foremost that:
“It is paramount that a broker shall place the interest of his/her client ahead of
all other interests.”
This specific wording was adopted in response to recommendations made by the Joint
Forum of Financial Market Regulators in their document entitled Principles and
Practices for the Sale of Financial Services and Products. The purpose of this document
was to standardize the wording used by financial services providers.

We note that the IPRC Principle associated with this recommendation states that
“An intermediary must place the interests of policyholders and prospective purchasers of
insurance ahead of his or her own interests” which goes beyond the Joint Forum
definition in that it is not limited to clients but extends to prospective clients. By





deviating from the Joint Forum wording the IPRC appears to be recommending a higher
standard of care for insurance intermediaries than for other financial services participants
when dealing with the public. We wonder whether this is appropriate and whether it will
create confusion amongst intermediaries (many of whom are licensed to sell insurance
and mutual funds) and consumers. Also, as reflected in our definition, we believe that it
is appropriate to have a higher standard for an existing client (most of whom will have
been known to the broker for years) than for a prospective client who may be largely
unknown.

The IFB Code of Ethics applies equally to all our members across Canada. We agree that
harmonized language should be used wherever possible to avoid having instances where
there may be different standards of conduct for agents and brokers operating in different
jurisdictions. Such situations can lead to enforcement inequities and create confusion for
consumers and intermediaries alike. This may be exacerbated in instances where the
agent or broker is licensed in multiple jurisdictions.

Recommendation #2: Disclosure of conflict or potential conflict of interest.

As noted at the outset of this response, IFB has had a template conflict of interest
disclosure letter available on our website since December 2004. In our instructions, we
advise members to download it and adapt it to fit their particular conflict of interest, or
potential conflict of interest, situation and to regularly review and update it. We also use
our quarterly newsletter, The Independent, to reinforce the importance of using a written
disclosure tool with clients not only in Ontario where it is required, but also across
Canada as a good business practice. Agents and brokers have been receiving similar
messages from life and health insurers and other associations. As a further measure of
our support, IFB is highlighting the issue at our Spring Summits in B.C., Alberta and
Ontario.

We are encouraged by the reduction in telephone and email queries we receive now, as
compared to when our members were first becoming aware of the disclosure
requirements and attribute this to their adoption of these procedures. We have also
witnessed a reduction in negative reaction since brokers no longer feel threatened by
having to disclose to clients the actual compensation they receive.

We note that the disclosure methodology proposed in this consultation paper is modeled
on the wording required by Ontario under Regulation 347/04. 1FB agrees that consumers
across Canada should receive a similar level of disclosure, thereby enabling them to
decide if they want to proceed with the transaction or recommendation. However, some
provinces currently have legislation that prohibits an agent or broker from acting for a
client in situations where a conflict of interest exists. IFB believes this is too restrictive
in today’s increasingly borderless financial marketplace. In our view, the fact that a
conflict of interest, or potential conflict of interest, exists should not mean a consumer
cannot continue to conduct business with that particular broker. Many financial advisers,
like our members, have relationships with clients spanning many years, which would be
unduly terminated under such a restrictive rule. Therefore, IFB urges the regulators to
remove barriers to business based solely on the existence of a conflict of interest and





replace them with disclosure requirements. This lets the consumer judge whether he or
she wishes to proceed. We do not see that these disclosure requirements have to be
entrenched in legislation — they form part of fiduciary responsibility to a client.

IFB agrees that disclosure should be meaningful to the consumer and relevant to the
transaction he or she is considering. Much of the discussion in previous consultation
papers has been focused on what constitutes relevant disclosure at the point of sale. We
have cautioned before that putting too much emphasis on disclosure relevant only to the
sale, for example on the cost of the product or on the compensation received by the
broker, may in fact deter a consumer from purchasing a product more suited to him or her
in favour of a ‘cheaper’ alternative. This could have serious financial consequences for
the consumer and possibly other family members in the long term. We must not lose
sight of the fact that life and disability products are often complicated in nature and do
not lend themselves to simple price comparisons.

The IPRC recommends that insurers should provide clear and concise information about
their relationships with intermediaries and make this information publicly available to
consumers. While IFB agrees that there may be value for some consumers, it was clear
to us from the results of a survey we conducted with our members, that many clients who
are in the market for life or disability insurance are more interested in the value of the
product to them personally, than in the relationship between the broker and the insurer.
Our members, being independent, are unlikely to have financially binding ties with
insurers in any event.

However, IFB does agree that agents and brokers should disclose to consumers the
companies they do business with. Consumers should be aware of situations where an
agent or broker is limited as to the number of insurers s/he can represent and the extent to
which this limits the agent’s ability to truly search the market for suitable products.
Insurers who employ a ‘captive’ or career sales force should disclose this limitation to
consumers as well.

Recommendation #3: Product suitability.

The IPRC is recommending that agents and brokers ensure the insurance product
purchased by a client is suitable and that in doing so the broker must conduct (i) an initial
assessment of a client’s insurance needs, (i1) this assessment should reflect the client’s
personal and financial situation and (iii) that the actual product recommended must meet
the client’s needs as determined by this assessment.

IFB agrees with the IPRC that recommending an insurance product is an integral part of
the broker’s or agent’s advice to their client. Indeed, an independent broker’s livelihood
depends on ensuring their client’s satisfaction and this is especially true over the longer
term. A satisfied client is a source of future business. An unhappy one not only
represents lost business but can be a potential source of a regulatory complaint or a claim
under the broker’s E&O insurance plan.





It must be remembered, however, that there are certain responsibilities which should be
borne by the client in this process as well. For example, some clients may have a pre-
conceived notion of the product they want, which may conflict with the broker’s advice,
but insist the transaction proceed. Similarly, while a broker should make a concerted
effort to be assured that any client and/or transaction associated with that client is
legitimate, there will be instances in which the broker is intentionally mislead and should
not be held accountable. Finally, any evaluation of the broker’s thoroughness in
researching suitable products or assessing the client’s needs should be limited to the time
of the transaction or advice. In other words, the broker should not be held accountable
for circumstances which s/he could not have reasonably known at the time the transaction
took place or advice was given.

The IFB Code of Ethics requires our members to “make a diligent effort to learn the
client’s needs, objectives and circumstances, and to then offer products or services to
fulfill them”. In addition, “a broker must not recommend the replacement of any
insurance policy unless s/he believes that such a replacement is in the best interest of the
client”.

IFB members through their adherence to our Code of Ethics are already held to a
professional standard which requires that a thorough needs assessment must be
completed for clients. However, to assist in standardizing this procedure, IFB would be
willing to support the IPRC objectives by working toward a template document which
our members could adapt to suit each client’s needs — much like our disclosure letter.

The range and complexity of life and disability insurance products makes some of the
IPRC suggestions on product suitability complicated to satisfy immediately. IFB is
prepared to work with others in the industry to assist agents and brokers in compliance
matters and to work through how best to manage these complexities so that consumers
and regulatory authorities alike can continue to feel confident in the high level of service
provided by life insurance brokers, like our members.

In conclusion, IFB looks forward to participating in the future development of guidelines
and procedures relevant to these important issues. We believe that we, along with others
in the life and health insurance industry, can provide significant assistance to the [IPRC in
advancing the principles and recommendations identified in this consultation paper and
urge this Committee to allow time for this process to develop. In addition, [FB can add
further value by incorporating relevant educational sessions at our various Summits,
where we can reach a large number of member and non-member agents and brokers and
through articles in our newsletter.

Finally, we encourage the IPRC to assess the implications of any procedures, rules or
regulations related to managing conflicts of interest and product suitability separately for
the P&C insurance sector and life/health insurance sector as they offer very different
products, terms and pricing mechanisms.





IFB thanks the IPRC for the opportunity to provide our comments and trusts you will find
them useful. Should you require further information or have questions, please feel free to
contact me directly.

Yours truly,

John Whaley
Executive Director

Email: jaw@ifbc.ca
Telephone: (905) 279-2727






/ L‘ INSTITUT DES FONDS D’'INVESTISSEMENT DU CANADA

LE CONSEIL DES FONDS DINVESTISSEMENT DU QUEBEC

1010, RUE SHERBROOKE O., BUREAU 1800, MONTREAL, QC, H3A 2R7
TEL 514 935-7025 TELECOPIEUR 574 985-5113 ifici@belinet.ca

BY MAIL & E-MAIL: ccir-ccrra@fsco.gov.on.ca

Montreal, March 23, 2006

Ms. Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17th Floor

Toronto, Ontario M2N 6L9

Dear Ms. Shevlin:

Re: Managing Conflicts of Interest: A Consultation Paper on Enhancing and Harmonizing Best
Practices

The Quebec Investment Funds Council (QIFC) represents mutual fund managers and dealers of
the investment funds industry that do business in Quebec who administrate assets currently
representing $75 billion. The QIFC is the Regional Council of The Investment Funds Institute
of Canada (“IFIC”), the Member association for the Canadian investment funds industry.
Member firms include Canadian mutual fund managers administering over $554 billion in
assets on behalf of Canadian investors, mutual fund distributors and related professional and
supporting firms.

We have reviewed with interest the document entitled “Managing Conflicts of Interest: A
Consultation Paper on Enhancing and Harmonizing Best Practices” (the “Consultation Paper”).
We have also reviewed the disclosure guidance for advisors produced by the Canadian Life &
health Insurance Association, Advocis, the Independent Financial Brokers of Canada and the
Canadian Association of Independent Life Brokerage Agencies.

Situations that place the interests of the advisor in conflict with those of the client have the
potential to damage not only the individual advisor-client relationship, but to tarnish the
reputation of an industry as a whole. In the context of financial services, trust - as between the
client and the advisor and all of the other industry participants upon whom the client directly or
indirectly depends for advice and services - is paramount to the maintenance of a positive
relationship.
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In Canada’s mutual fund industry, regulators and industry participants worked together to
establish regulatory provisions like National Instrument 81-105 “Mutual Fund Sales
Practices” in force since May of 1998, which prescribes a regulatory framework that
effectively eliminates certain practices, situations and business structures that were viewed as a
breeding ground for conflicts of interest. We commend NI 81 — 105 to you in the hope that
you will find it instructive in identifying particular areas of conflict of interest that may be
analogous to those in the insurance industry.

In our view, the Consultation Paper and advisor guidance represent significant steps forward in
underscoring the importance that the life insurance industry places on putting the interests of
clients first. As with any regulatory initiative, however, compliance will vary in direct
proportion to monitoring, and we trust that the industry will work with the CCIR and other
industry regulators to ensure adequate oversight. This will be particularly important given the
fact that insurance advisors often operate independently and are not, therefore, subject to close
supervision by a “dealer” firm.

Thank you for providing us with the opportunity to comment on this important initiative.
Yours truly,

THE QUEBEC INVESTMENT FUNDS COUNCIL

By:  Original signed by Sylvie Lachapelle, Operations Director-Quebec

For: Pierre Hamel
Chair, The Quebec Investment Funds Council






Independent Insurance Brokers Association of Alberta

1000, 10109-106 St Edmonton AB T5J 3L7 phone (780) 424-3320 or (800) 318-0197 fax (780) 424-7418
email iibaa@iibaa.com web www.iibaa.com and www.albertabroker.com

March 21, 2006

Ms. Carol Shevlin

Policy Manager (A)

Canadian Council of Insurance Regulators Secretariat
5160 Yonge Street, Box 85

17" Floor

Toronto, Ontario

M2N 6L9

Dear Ms. Shevlin:

The Independent Insurance Brokers Association of Alberta (IIBAA) thanks you for the
opportunity to respond to your paper “Managing Conflicts of Interest: A Consultation Paper on
Enhancing and Harmonizing Best Practices.”

The IIBAA is a volunteer business association whose membership is comprised of businesses
(brokerages) who sell home, automobile and business insurance to Albertans.

The IIBAA has been representing the interests of brokerages and consumers for more than 80
years. Our heritage as an association is strong and proud, as is our legacy as independent
businesses. Our association has 310 brokerage members, with approximately 600 offices located
in nearly 170 communities employing 3,500 people, who work in these brokerages across the
province.

We will comment on the components of your paper in order:
Recommendation 1: Priority of the client’s interest

The IIBAA whole-heartedly agrees with this important recommendation, believing that a
client’s interest must always be paramount. However, as noted, this recommendation is a
duplication of what can be found in the Alberta Insurance Council’s Code of Conduct and the
Insurance Brokers Association of Canada’s Principles and Practices for the Sale of Products
and Services by Property and Casualty Insurance Brokers. This last document is an industry-
developed code which meets or exceeds standards set by regulatory and licensing bodies and is
endorsed by the [IBAA as a member of our national association.

The development of a code of conduct by IPRC will serve only to add another set of rules which
parallel or duplicate those which already exist. While we agree with the spirit of this
recommendation, we cannot support the implementation of yet another set of rules with which
our members will be required to comply. This maybe an area that with commitment from the
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Your best insurance is an insurance broker.
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various regulators, insurance councils, and industry associations there can be one harmonized
code.

Recommendation 2: Disclosure of conflict or potential of conflict of interest

We are concerned with the subjectivity of many terms and phrases which appear frequently
within the commentary for this recommendation. These terms and phrases include: “potential,”
“useful to the consumer” and “significant volume.” We believe that these terms and phrases
must be strictly defined and not left open to interpretation, to the detriment of consumers and
our members. Some examples of where definition is required:

1) If a brokerage has contracts with five insurers, would “significant volume” be 21% of its
business with any one insurer? 25%? 33.3%? 50%? 51%? Who determines what is
“significant?”

2) How is “potential conflict of interest” defined with respect to ownership, loans, other
financial links and non-monetary benefits? And what parameters determine if a conflict
of interest exists? If RBC Insurance is owned and operated by the Royal Bank as a free-
standing subsidiary, does this constitute a conflict of interest in the sale of insurance? As
an example: is there a potential for a conflict of interest for the mortgagee of a residential
property being the insurer for the property? Will the same disclosure requirements be
made of insurers - regardless of their methods of retailing their product - by Internet, call
centers, direct sales, agents or brokers?

3) Who determines how much and what information is “useful to the consumer?” This

statement implies that there is a line in the sand... our question is “who draws it?”” And

does it apply to all equally — regardless of method of distribution?

The commentary under recommendation 2 suggests that the “extent of the search by the broker
or agent for a competitive price and suitable product within the markets available to the agents
or broker” should be disclosed. We contend that this adds no value to the transaction for the
client. Brokers recommend insurers based on the client’s own unique circumstances and the
suitability of the insurance product offered by various insurers. This is consistent with the
IPRC’s first and third recommendations. We believe that in this regard, recommendation 2 is in
conflict with the other two recommendations and should be withdrawn.

We support insurers clearly and concisely disclosing their relationships with their agents and
brokers on their websites, providing that this information is in a standard format with respect to
the level of detail provided, and that the information is stated on the insurer’s home page or with
a clear link from the home page so that it is easily accessible and readily located. The level of
details required must be clearly outlined, so that the information found on every insurer’s
website is consistent. It should be broad in nature and not brokerage-specific.





Further, we question what has happened to a brokerage’s right to privacy? In no other industry
would a privately held company be required to disclose its credit arrangements to its customers.
This information, if made public as suggested in recommendation 2, would be used by a
brokerage’s competitors to gain advantage. The disclosure of financial capacity, ability and
lending institutions is information that should be considered to be privileged by privately-held
companies. No other industry is required to provide this level of information regarding private,
financial status of independently-owned businesses.

Should this level of disclosure be required, then we respectfully submit that to have any value to
the consumer there must be disclosure of other factors, including:
e Premium taxes
Health levy
Sales tax
Other fees and assessments

In addition, to level the playing field and to give full disclosure value to insurance consumers,
others who rely on the insurance industry for their livelihood in whole or in part must be
required to disclose their compensation. This would include:

e Trial lawyers

e Health care providers

e Hospitals

e Government agencies

In Alberta, the Alberta Insurance Act currently provides a good measure of consumer protection
in that section 505(2) Additional fees states that “No insurance agent may charge or collect a fee
for providing a service to a person who is or is in the process of acquiring insurance through the
agent unless the person had agreed in writing before the service is provided to pay the fee.” This
is again another example of where existing provincial legislation has been drafted with
consumer protectionism in mind.

In the 1993 case of Stevenson & Hunt Insurance Brokers Limited (Plaintiff) v. Her Majesty the
Queen (Defendant), 3DTC 5125 it was held that “There was no practical way in which the
taxpayer itself [the insurance brokerage], before the end of its 1983 taxation year, could have
reasonably estimated the amount of the contingent profit commissions which it had earned for
that year. To arrive at the appropriate figure, it had to rely on the actual information provided by
the various insurance companies involved after the end of the year.” We therefore respectfully
suggest that if the Federal Court-Trial Division (Court File No. T-461-88) determined that an
insurance broker could not accurately state its income with respect to contingent commissions
until after the fiscal year end had occurred and that since little, if any, changes have been made
since that time with respect to the reporting of contingent commissions that insurance brokers
today cannot state their contingent commissions with any degree of certainty.

Although a contingent profit agreement may exist to disclose this fact adds no material value to
the transaction. The brokerage is unaware at the time of sale if it is entitled to a contingent profit
payment and will not know until the insurer’s year. However, if the brokerage is asked by a
consumer about compensation we would encourage full disclosure.





Recommendation 3: Product suitability

We believe this recommendation to be both redundant and in conflict with legislation and
regulations already in place in Alberta.

Again, similar to the IPRC’s first recommendation, this follows along the lines of the Alberta
Insurance Council’s code of conduct and those in place within the industry, hence making this
recommendation unnecessary. A key to competition and the very survival of insurance
brokerages in the marketplace in which they function is to find a product suitable to their

clients’ unique requirements. In fact, this is a principle upon which “best business practices” are
based.

We are concerned that unless carefully drafted, a recommendation requiring “product
suitability” could put our members in conflict with existing government legislation. The
following are three examples — we could cite more, but believe that these three serve to
substantiate our concerns:

1) In Schedule 3, Base Premium Calculation, Determining Base Premiums 2(1)(b) of the
Automobile Insurance Premiums Regulation it is stated that “the choice of the
policyholder’s coverage under section 627 of the Act, namely: $200,000, $500,000, $1
million or $2 million or such other coverage amounts offered by the insurer...” This
means that even if the broker or agent believes a suitable limit of coverage for the
applicant or client is $1 or $2 million, he or she must sell as low as $200,000 at the
client’s request. This requirement in the regulation negates the broker’s or agent’s best
advice about a suitable limit of coverage.

2) Section 613.1 of the Alberta Insurance Act and the Adverse Contractual Action
Regulation contain clauses which are colloquially referred to as the “Take All Comers
Rule.” Under this legislation, brokers, agents and insurers cannot refuse to provide
coverage for any applicant, regardless of whether or not the products they provide or can
access are suitable for the applicant. For example, a broker may be aware that a
customized package of coverages, more suitable to the applicant’s or client’s needs, is
available elsewhere in the market. Under the Take All Comer’s Rule the broker or agent
is not able to refer the applicant or client to that market and program.

3) Section 545(1) of the Alberta Insurance Act states that no insurance agent [or broker]
may knowingly issue an insurance contract for fire insurance on property... for an
amount that... exceeds the fair value of the property or of the interest of the insured in
the property.” In combination with the “product suitability” requirement, this could put
brokers offside the legislative requirements if they feel new, innovative coverages are
ultimately in their clients’ best interests, such as single-limit or package policies.

As previously stated, we are seriously concerned that the proposed third recommendation would
be in conflict with existing Alberta legislation. We would ask if IPRC and our regulator Alberta
Finance were to proceed with recommendation 3, that we be provided with confirmation that
our members would not be in contravention of the Automobile Insurance Premiums Regulation,





the Alberta Insurance Act, the Adverse Contractual Action Regulation or any other similar
regulation or legislation.

Other matters raised in the 2005 consultation

e Definition of “independence” — we agree that there is no need to define
independence. IPRC recommendations 1 and 3 make this unnecessary, and if brokers
are required to disclose insurers they represents the consumer is more than
adequately protected.

e We believe that recommendations 1 and 3 serve to hold the consumer’s interests
above those of brokerage owners, employees and agents of direct writers — protecting
the consumer from conflicts of interest.

Consultation Questions
1. We believe that we have outlined our issues and concerns in the foregoing commentary.

2. We believe that as governments continue to add legislative requirement to the sales
transaction practical problems associated with the implementation of the
recommendations will come into play for both the insurance distributor and the
consumer. Should all or part of these recommendation proceed, serious consideration
must be given to drafting a “Government Consumer Protection and Taxation Information
Form” for our members to use to ensure their compliance with the various regulations
and legislation currently in place.

3. The Independent Insurance Brokers Association of Alberta will play a very active
leadership role in distributing the information contained in the final IPRC report.
However, the IIBAA wishes to go on record as stating we are not regulators: we are
unable to enforce or ensure compliance.

Again, we wish to thank you for the opportunity to provide our comments. We look forward to
taking part in ongoing consultation.

Yours truly,

Harold G. Baker
Chief Executive Officer






Dear Ms. Shevlin:
(Policy Mgr, Canadian Council of Insurance Regulators Secretariat)

I sent in my initial concerns within the insurance and investment industry on August
2/05, by e-mail. You did acknowledge receipt of my submission by e-mail on August
5th. Thank you for the invitation to also comment on Managing Conflicts of Interest,
which is my reason for response today (before tomorrow's deadline).

My main concern is related to misrepresentative point-of-sale disclosure in group plans. |
still have the same concerns as | expressed in August, and have been slowly gathering
research to support my position that full, plain, and fair disclosure on product offerings is
not being done in group plans by insurance companies. It has gone downhill since the
mid-2004 formulation of the Capital Accumulation Guidelines by the Joint Forum of
Market Regulators.

Managing Conflicts of Interest does not go far enough, in my opinion. To specifically
answer the Consultation Questions:

#1. Yes, the principles outlined in the paper do reflect some best practices (and basic
ethics), but not ALL the best practices that need consideration in this study. The
committee has not given due regard to the best practice of : Fair and reasonable
disclosure of all costs (to the client) associated with an investment offering. Also,
under Recommendation 2 dealing with conflicts of interest: Why are the expense-paid
trips (volume related) not in the list of conflicts that MUST be disclosed? The
mutual fund industry began prohibiting these back in the late 1990s, and the insurance
industry blatantly continues sending people to "the black pearl of Tahiti" (one contest
brochure that came across my desk last year).

#2. No. | don't really foresee practical problems with the practical implementation of the
recommendations outlined in this consultation paper as long as BIG insurance companies
support the spirit in full and require field agents to adhere to the principles.

#3. Sample disclosure letters (some companies have been coming out with them
already). Continue to lobby for ALL best practices, and in my view, apprenticeships in
our industry.

The largest conflict that I find unsettling is the non-harmonization between the
Insurance Act and the Securities Acts with regard to required point of sale
disclosure for segregated funds vs. mutual funds. The mutual fund industry cleaned
up its act 10 years ago and the insurance industry still is fighting hard to maintain a
competitive advantage. | remain very dismayed, as a licensed insurance agent and a
licensed investment advisor both (full securities), that the point-of-sale disclosure in
Capital Accumulation Plans has gone backward since the Joint Forum formulated
new CAP guidelines in May/04, instead of moving to better disclosure for group
plan members. Typically, these are not sophisticated investors. They are given
these documents in the workplace with minimal one-on-one assistance. Most people





answering the 1-800 helplines don't even know what a Management Expense Ratio
(MER) is. I have evidence that BIG insurance, subsequent to the May 2004 CAP
guidelines being formulated, has begun disclosing GROSS historical rates of return
on group plan investment offerings, management fees only (not full MER including
operating costs), and then compares these gross rates of return to benchmarks
which are NET, in point of sale documents, to group plan members. How can this
be viewed as a best practice? Best for insurance company profits, unfair to the
investor. Since the CAP guidelines assign the responsibility for full cost disclosure
to the sponsor (employers of the group plan members), not the supplier company,
the insurance companies are not legally responsible under the CAP guidelines for
the full, true, and plain disclosure. However, if they, the suppliers, do not give full,
true and plain disclosure to the plan sponsors, how can the sponsors in turn disclose
to the plan members? We cannot let this continue. It is just plain wrong.

Thank you for further considering these serious concerns of mine. | am speaking as a
licensed agent and advisor, but also with due regard for the client's priority of interest,
your Recommendation #1. These are my opinions only and should not be regarded as the
corporate opinions of Bieber Securities Inc.

Respectfully yours,

Julie A. Leefe, CFP, R.F.P.

Julie A. Leefe, CFP, R.F.P.
Bieber Securities Inc.

400 St. Mary Ave., Ste. #801
Winnipeg MB R3C 4K5

phone 1-204-946-0297
fax 1-204-956-0747

toll free 1-800-205-9070
direct line 1-204-949-8105
residence 1-204-444-2541






Kenmar
Investor education and protection

CCIR March 1, 2006
Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85

17th Floor

Toronto, Ontario M2N 6L9

E-mail: ccir-ccrra@FSCO.GOV.ON.CA

Dear Ms. Shevlin :

“There's no room in the marketplace, insurance or otherwise, for kickbacks, for
anything short of total, open transparency.” — Richard Shelby, Chairman of the U.S.
Senate Banking Committee

This submission is in response to the CCIR’s request for comment on its Consultation
Paper [Managing Conflicts of Interest: A Consultation Paper on Enhancing and
Harmonizing Best Practices] proposal to improve disclosure of insurance costs and
sales-related conflicts of interest at the point of sale. This letter focuses primarily on
concerns regarding the point-of-sale (POS) disclosure requirement.

By way of introduction, Kenmar is focused on consumer protection. We have a website
www.canadianfundwatch.com, publish the Fund OBSERVER 26 times a year, represent
financial consumer interests at conferences and file submissions like this one to decision
makers in an attempt to represent retail consumer issues. Kenmar has been a long —time
advocate for plain language disclosure . ABC Canada Literacy Foundation
http://www.abc-canada.org/literacy_facts/ confirms and validates this need.

We applaud the CCIR’s efforts in connection with this proposal to improve price
transparency and prevent abusive sales practices in the insurance industry:

"] The CCIR’s adoption of 3 key principles, suitably restated

"IThe CCIR’s decision to disclose commission levels, bonus programs, loans and
ownership links will substantially improve insurance agent behaviour and reduce
excessive pricing.

1 The CCIR’s resolve to monitor and change proposed disclosures and practices as facts
emerge And its decision, reflected in this proposal, to require disclosures to be provided
in a harmonized, easy-to-read format will help to ensure that the resulting disclosure
documents are useful to and used by investors.

1 The CCIR’s position, suggested in this Consultation Paper that simply providing
information on the Internet is not a substitute for direct delivery of key information at the
point of sale reflects an important awareness of the difference between making
information available to investors and bringing it to their attention.

"1 The CCIR’s implied request for comment on the timing of the disclosures reflects a
willingness to consider requiring the disclosures earlier in the sales process so that
financial consumers have adequate time to digest the information.
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The insurance industry like its brethren in real estate, mutual funds and stock brokerage
have all come under attack by an increasingly aware and concerned consumer base. In
Oct. 2004 NY Attorney General Eliot Spitzer sued the U.S.’s leading insurance brokerage
firm MMC, alleging that it steered unsuspecting clients to insurers with whom it had
lucrative undisclosed payoff agreements, so-called contingent commissions and fake
competitive bids to deceive clients. Traditional insurance sales abuses such as excessive
coverage, policy churning, tied selling etc. are well documented. Serious problems also
arose in 2000 with the market timing of Segregated funds (IVIC’s) .Seg fund (essentially
a mutual fund wrapped into an insurance product) sales and disclosure abuses are similar
to those surrounding mutual funds-lack of transparency Despite record profits for
insurance companies, auto insurance rates continue to climb. More recently, referral
arrangements have come under fire as consumers are increasingly exposed to complex
and often unsuitable products. The latest Advocis poll purporting to show that consumers
want to leave the insurance industry free of bank competition is widely regarded as a
despicable use of biased polling and statistical fraud. A CBA poll found that 62 % of
people believe brokers shop only a few companies in the marketplace. There are indeed a
number of critical issues across the industry.

Accordingly, we definitely agree that harmonized language must be used to describe the
priority of the client’s interest in regulation, council by-laws and industry codes.
Consumers find it very difficult to understand what they are buying. Insurance remains an
infrequent, complicated and low interest purchase for the overwhelming majority of
consumers and they find it very difficult to become knowledgeable buyers. Consumers,
especially seniors, retirees and new immigrants, do not understand the product, its pricing
or other aspects of the insuring process.Yet insurance, particularly life insurance , is one
of the most fundamental aspects of contemporary life.

Thus, while we believe the CCIR’s proposal makes strides toward meaningful price
transparency for insurance products, we continue to have significant concerns in several
areas. e.g. the implied requirement that consumer must ask about life insurance
embedded commissions rather than be provided a pre-emptive dollars and cents
disclosure. Informed consent means being informed. Asymmetric information nearly
always leads to the under-informed party getting the short end of the stick. Of primary
importance to us is the requirement that clients are well informed, in writing and orally ,
of their right to request and receive agent compensation information.

We are concerned that a number of the steps the CCIR has proposed to simplify the
disclosures have undermined their ability to serve their intended purpose. With
comparative information removed, the documents do not give consumers any sense of the
extent of the conflict —of- interest at work or how the costs compare to those of other
competitors. Additionally, by allowing certain quantitative information to be relegated to
the website, the proposal risks encouraging increased use of a compensation method that
encourages agents to recommend products that are not in their customers. best interests.
All of these key shortcomings relate to two general problems with the CCIR’s approach
to this issue.
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1. First, the CCIR appears to assume that disclosure requirements must be tailored to
conform to existing compensation practices /distribution channels, even where
those practices are demonstrably harmful to investor interests. As a result, the
quality of disclosure is undermined in order to avoid imposing excessive costs on
agents/brokers.

2. Second, the CCIR has approached this issue as an insurance issue when it is, in
fact, primarily an agent/broker concern involving issues with implications far
beyond the sale of insurance. As a result, consumers will receive information
about only those conflicts- of- interest that bias an agent’s recommendations of
insurance products (and related products covered by the rules) and will not
receive information about similar conflicts that may bias the recommendation of
those products not covered by the rule.

Complexity, Cost and Transparency

The CCIR’s approach to compensation disclosure seems to be based on a
misunderstanding of the relationship between the way in which fees are disclosed and the
way in which broker compensation is set. Fee disclosure rules and fee arrangements are
not independent variables. Rather, they are mutually dependent variables that interact.
The current complex compensation structure for agents is, in that sense, a direct result of
the lack of effective disclosure. Had agents been forced from the outset to disclose their
compensation, they would likely have been considerably less inclined to adopt
compensation practices that were inherently costly to disclose. Now they argue that
disclosures should be weakened in order to perpetuate compensation arrangements that
would not have developed in an environment of full disclosure. In order to eliminate the
current system’s incentive to compensate agents in the least transparent way possible, the
CCIR should adopt simple principles for the timing, content, and format of disclosures
and apply them to all forms of agent/broker compensation.

The goal should be to provide buyers with the information they need, in a form they can
understand, at a time when it is most useful to them. Thus, if buyers need information on
costs and conflicts at the point when a product is recommended (so that they have time to
factor it into their decision making), that and not prevailing sales practices in the
distribution channel should determine the timing of the disclosure. Similarly, if
consumers need information that helps them measure the extent of any conflict- of-
interest, that and not the complexity of existing compensation practices should determine
the content of the disclosures.

Decisions to provide certain information on the Internet [or through a toll-free number],
should be dictated, not by the complexity of the information being disclosed, but by its
importance to the investor. Only information of secondary importance should be
relegated to this secondary position, where it is significantly less likely to be reviewed by
an ordinary consumer.
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Thus, sound principles of disclosure should dictate that investors attention is actively
directed to the most critical information, while only requiring that less critical, albeit
important, information be easily accessible. In the context of the POS disclosures, this
means critically important information should be provided on the document, and that
only less important information should be relegated to Internet-based disclosure. Agent
compensation is at the top of the disclosure list of interest to consumers.

These principles are critically important to the effective functioning of market forces. If
markets are to set prices, then prices must be transparent. Thus, the cost of price
disclosure is a necessary cost of market-driven pricing. When brokers argue that detailed,
written disclosure of the fee arrangements would be too burdensome and costly because
of the complexity of the compensation arrangements, they are in effect arguing that they,
rather than market forces, should determine the structure of compensation arrangements.

Similarly, their argument that differential compensation disclosure would be too costly
and burdensome is an implicit acknowledgment that current compensation schemes could
not survive if required to operate in a truly market-driven (fully disclosed) environment.
But fee arrangements that cannot survive transparency by reason of cost, complexity, or
other factors should indeed be allowed to expire. The industry has been able to
annunciate complex policy limitations and disclaimers, so that fee disclosure should not
be a high hurdle for creative minds.

While insurance firms could be expected to howl about excessive regulation, in reality
any resulting change in compensation practices would be the result of the efficient
operation of market forces, forces that are prevented from acting by the current lack of
disclosure and transparency. By moving important, but complex, information to the
website, however, the CCIR’s proposal suggests that fully transparent pricing should be
required only when it is consistent with the fee arrangements used by brokers.

Imagine adopting this approach in the context of mutual fund fees, where standardized
disclosure has been in place for years. In this hypothetical world, a fund manager might
decide to change its fee structure to charge account fees for five different account sizes
and redemption fees for five different holding periods. Disclosing these fees would be
costly and burdensome, and the information would be difficult to convey clearly. Would
regulator’s therefore allow the fund to omit this information from the fee table and refer
the investor to the insurer’s website for more information? If not, is the answer to this
question no, simply because the rules were in place before the new fee arrangement were
created? Or is the answer no because, as we believe, the hypothetical fund’s request is
simply inconsistent with fundamental principles of fully transparent, market-based
pricing?

If the CCIR believes, as we do, that market forces should determine pricing
arrangements, then it must allow those market forces to work by requiring all
compensation methods to be subject to similar standards of open disclosure. Failure to do
so will ensure that agents continue to develop and rely on new compensation structures
designed to avoid full disclosure.
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Inconsistent Disclosure Across Different Product and Professional Lines

Although the problems that led to the proposal of this rule arose in the context of U.S.
insurance sales abuses, similar costs and conflicts apply to other products recommended
by agents. The CCIR has approached this as an insurance issue, rather than as the
agent/broker issue it really is.

The CLHIA has reportedly argued that there is no proof that incentives and prizes harm
consumers. An incredible assertion given the many scandals, documented reports and the
recent Portus fiasco. The industry will need to re-align its incentive systems so it does not
reward practices which are contrary to the interest of the customer. To ban incentives
would be “ imprudent”, the fear mongering CLHIA says. Insurers distribution systems
could become less effective, resulting in lower levels of coverage [ this might be a good
thing if consumers have been oversold ]. We argue that such performance incentives do
harm investors and are not reflective of a professional relationship. Indeed, such
incentives got so out of control in the mutual fund industry that regulators had to impose
NI81-105 limiting the worst of the abuses (Hawaiian junkets, cruises, prizes and big cash
payments for “producers ). The very fact that the CLHIA openly professes that agents
would work less hard, regardless of their customers best interests, rather than forego their
incentives/contingent commissions and pro-actively disclose conflicts- of- interest is
itself the best argument for why these tighter rules are appropriate. There should be an
explicit ban on insurance company payments or inducements to brokers to steer clients
their way rather than get the best prices, as they are required. Some abusive practices
should be banned outright rather than just mandating their disclosure. Life, home, health
casualty and auto insurance are just too fundamentally important to the lives of Main
Street Canadians to be left prey to unprofessional practices.

Since the primary purpose of the Consultation Paper/proposal is to ensure that financial
consumers get adequate information about sales-related costs and conflicts —of- interest,
and since these costs and conflicts are not unique to insurance, there is no logical reason
why the disclosures should apply to only a sub-set of the products brokers recommend.
The solution, however, is not to water down the current proposal to the point of
meaninglessness by relegating all but the most general information to the website and
eliminating the requirement for affirmative disclosure nor is it to put the current rule
proposal on hold while its requirements can be extended to other product areas. Instead,
we urge the CCIR to make a commitment to proceed immediately with comprehensive
reform of broker-agent cost and conflict of interest disclosure. As part of that
comprehensive reform, the CCIR should consider what information should be provided at
the outset of the relationship, to help the investor make an appropriate selection among
financial professionals, and what should be provided in relation to a specific product
recommendation. In this regard, much work has already been done by the OSC’s Fair
Dealing Model and its second-generation version, the CSA’s National Registration
Project.

In this proposal, for example, the CCIR has suggested that agents be required to
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disclose on their website, certain aspects of conflicts —of- interest. We agree that this is
information that investors should have. But it is the type of information that investors
need, not at the point of sale of a particular product, but at the outset of the relationship
and for all products sold. That is when it can be used to help investors determine whether
they want to work with a particular financial professional/organization.

Specific Concerns about the proposal
In addition to the broad concerns about the CCIR’s general approach to disclosure
policy outlined immediately above, we have a number of specific concerns, as discussed

below.

Content of Disclosures.

The stated purpose of the POS disclosures is to reveal sales-related costs and conflicts-
of- interest. However, the proposed POS disclosures refers only obliquely to
compensation received by the broker and does little to draw the customer’s attention to
conflicts inherent in the compensation arrangements. The disclosures do little to apprise
buyers of the agent’s incentive to favor a particular product that pays the highest
compensation rather than one that is the best investment for the customer. Based on bitter
experience, we do not believe that actual or potential conflicts —of- interest from
performance-linked benefits and financial links can be effectively managed solely by
product suitability requirements, disclosure of concentration of business with specific
insurers, and disclosure of general compensation information. Relying so heavily on
principles based regulation has not provided adequate consumer protection in other
service sectors and no evidence is provided that it will be effective in the insurance
industry.

To understand issues of costs and conflicts of interest, the buyer needs to understand
exactly what they are paying to compensate the broker, what conflicts -of interest may
bias the agent’s recommendations, and the extent of those conflicts. However, the revised
POS disclosures don’t actually convey any of that information as clearly as they should
or could. They don’t clearly convey what is paid to compensate the broker for the
services they provide in selling the product They don’t mention that these sales charges
can vary and that agent have an incentive to sell products that pay higher sales loads and
trailer fees. Furthermore, because all comparative information has been removed, the
documents fail to give any sense of the extent of the conflicts that may bias the agent’s
recommendations.

If buyers are to understand sales-related costs, then all the information on those costs
should be grouped together and clearly labeled as such. In disclosing what the investor
pays for the agent’s services, the document should note, if this is the case, that these
payments include both a one-time payment of a sales load and an ongoing payment of
trailer commissions.
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These costs should then be disclosed. For investors to understand the extent of the
conflicts associated with this compensation arrangement, the documents should also
clearly state: 1) that different products and variants of the same product, if this is the
case) provide different levels of compensation to the broker and 2) that brokers have an
incentive to recommend products that pay higher compensation.

To put the costs in context, the documents should give some sense of the range of charges
imposed by similar products. (For example, the disclosure could indicate whether the
sales load is average, below average, or above average or whether the agent receives the
maximum amount of distribution fees products are permitted to provide.) .

Internet, Oral and Toll-Free Number Disclosure:

Not only does the proposal relegate important information. such as information about
ownership, financial links or arrangements with intermediaries, such as loans to website
[or toll free number ]disclosure it also continues to implicitly contemplate allowing
brokers/agents to provide the POS disclosures orally over the phone. We believe that, as a
general matter, there is no substitute for contemporaneous, written disclosure. As we
have previously noted, the greater the sales compensation or differential compensation
received, the greater will be the agent’s incentive not to disclose this information clearly
and completely. If agents/brokers are allowed to satisty their disclosure obligations
orally, in practice we will see an inverse relationship between the need for disclosure on
the one hand, and the incidence of actual full and clear disclosure on the other.

After all, agents already have a general obligation to inform their customers about key
aspects of the products they recommend. It is the very stunning and publicized failure of
this oral disclosure regime that has prompted calls for a POS document.

A justification offered for permitting oral disclosure is that it is necessary to continue to
allow brokers to both recommend a product and complete the sale in a single sales call.
There is no evidence that this approach to sales benefits investors, since it deprives them
of any opportunity to deliberate the agent/broker’s recommendations carefully with all
the facts before them. And, contrary to the picture agents paint, there is rarely a
compelling need (or likely even a compelling desire) to complete the transaction on such
a short time frame. Furthermore, this approach is being contemplated despite the fact that
there is no basis for believing oral disclosures will be as effective in conveying essential
information to investors as written disclosures would be. We add parenthetically that our
research indicates that investors who reviewed the information on costs and conflicts
were at least as much interested in receiving cost information than conflict information.

It may be that basic conflict- of- interest information is more relevant to the selection of
the financial professional than the evaluation of a particular product recommendation.
Once the investor has chosen to rely on an agent’s recommendations, they are unlikely to
second-guess that decision based on last-minute conflict disclosure. Another reason,
however, may be that the CCIR has not yet done a good enough job of disclosing
conflicts- of- interest in a way that alerts investors to the very real risk that brokers
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subject to those conflicts will recommend products that are not in the buyer’s best
interest.

As we have noted above, in cases such as this, we believe consumers need for clear
disclosures about conflicts of interest should outweigh considerations of brokers.
preferred practices.

While we do not believe important disclosures should be relegated to the Internet, or to
toll-free numbers, we do believe electronic communications methods have the potential
to accommodate both brokers desire for speed and investors need for clear, written
disclosures. In any case where the investor has access to a fax machine or email, the
completed disclosure form could be sent to the investor by fax or as an attachment to or
link in an email message. The broker could then walk the investor through the document,
just as he or she would in a face-to-face meeting. Similarly, if the investor can be on the
phone and on the Internet at the same time, the investor could view the document on-line
while reviewing it with the broker. Given the potential for these communications
methods to allow written disclosure during phone calls, we believe agents should be
required to determine whether any of these alternatives for written disclosure are
available. They should only be allowed to rely on oral disclosures. if at all in what we
believe would be the relatively rare circumstances where no such alternative exists.

In conclusion, while we believe more can and should be done to perfect this proposal, we
nonetheless applaud the CCIR’s obviously genuine efforts to improve disclosure of costs
and conflicts- of- interest associated with the sale of insurance products. Business
interests often unite in powerful opposition to reforms that promote free, efficient
markets and threaten the livelihood of service providers who could not compete
effectively if their compensation arrangements were fully disclosed. Notwithstanding our
constructive critique of the proposal, we appreciate that requiring agents/brokers to
provide their customers with basic information about products at the point of sale is by
itself a watershed event in the history of the regulation of the insurance industry. Our
criticisms are driven, not by a failure to recognize and appreciate that progress, but by a
desire to make the most of this possibly unique opportunity to improve these critical
disclosures.

As regards suitability, a process needs to be defined. One idea: Require brokers to
document each sale with a suitability checklist that evidenced the suitability
determination .We make the observation that for suitability to work, sellers must be
qualified professionals, reward systems must be aligned with suitability criteria, staff
supervision should be effective and information systems implemented to monitor
transactions with appropriate decision engines to detect anomalies, patterns and trends.

We would also like to emphasize that no matter how good a regulation rules are, unless it
is matched by effective and timely enforcement it has minimal value to financial
consumers.
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We encourage the CCIR to concurrently enhance consumer redress systems and consider
ISO Guide 10003 adoption for its dispute resolution services. At the same time, it would
be worth re-examining rescission periods for all sales. An Insurance Buyers Bill of Rights
would also likely be a useful tool.

Parenthetically, we add our support for opening up the sale of insurance by banks and
credit unions in branches. This will do more to bring down the costs of insurance,
particularly auto, property and casualty insurance than disclosure so that it is affordable
by lower income Canadians as indeed Quebec has demonstrated. This monopoly has not
served Canadians well and has a significant social as well as economic cost.

We commend the CCIR for its efforts to improve insurance product disclosure and
promote competition, and thereby create wealth for millions of Canadians. We look
forward to working with the CCIR as it moves toward finalizing the new rules.

Respectfully submitted,

Ken Kivenko P. Eng.

Founder and President, Kenmar
2010 Islington Ave. Suite 2602
Etobicoke ON M9P3S8

416 —244-5803
kenkiv(@sympatico.ca







LLOYDS

24 March 2006

Industry Practices Review Committee
CCIR Secretariat

5160 Yonge Street, P.O. Box 85
Toronto ON

M2N 6L9

Dear Sirs

We are writing in response to the invitation of the Canadian Council of Insurance Regulators
(CCIR) to offer comments on the Industry Practices Review Committee’s consultation paper
“Managing Conflicts of Interest: A Consultation Paper on enhancing and harmonising best
practices”.

Lloyd’s appreciates the opportunity CCIR has offered to comment on these important issues
and we would refer to our letter of 3 August 2005 which addresses certain issues that are
subject of the current consultation paper. In particular, we previously provided detailed
comments upon the proposed to prioritise client’s interests and dealing with conflicts of
interests. We would accordingly refer you to the comments we made in our earlier response.

As before the comments provided in this letter represent the views of the Society of Lloyd's
(“Lloyd’s”) rather than the individual companies that operate in the Lloyd’s market.

As you will be aware Lloyd’s underwriters have been licensed in Canada since 1932 and are
now one of the of the country’s largest commercial property and casualty insurers. Lloyd’s
operates under a unique structure, recognised under provincial legislation.

Dealing with specific recommendations in the current paper we would make the following
comments -

Recommendation 1: Priority of the client’s interests

As we explained in our letter of 3 August 2005 we support any proposal that makes clear that a
broker’s primary obligation is to his principal (i.e. to his client). However, we remain unclear
what practical effect this proposal would have over the law of agency that already imposes
fiduciary obligations on an intermediary acting on behalf of a client.

More importantly, we would reiterate the concerns that we raised in our earlier letter regarding
the position of intermediaries that hold delegated underwriting authority (known as
“coverholders”). As previously explained, a coverholder acts as agent for the members of the

Nicholas Smith - Attorney In Fact in Canada for LIoyd’s Underwriters
1155 Metcalfe, Suite 1540, Montréal, Québec, H3B 2V6 www.lloyds.com T 514 861 8361 F 514 861 0470





particular Lloyd’s syndicates and has authority to enter into contracts of insurance with
prospective policyholders.

Any proposals must therefore take into account the fact that a coverholder owes agency law
duties to the members of the relevant Lloyd’s syndicates and not to the policyholder. A
coverholder cannot prioritise the interests of the policyholder over the interests of the
underwriters for whom it acts as agent. Any proposal that conflicts with this position could have
a significant detrimental effect upon Lloyd’s distribution network for accepting Canadian
business.

However, we believe that proper policyholder protection can be ensured by providing that a
coverholder must disclose to any potential policyholder the fact that it is acting as agent for
underwriters (and not as agent for the prospective policyholder).

Recommendation 2: Disclosure of Conflict of Potential Conflicts of Interest

As we explained in our letter of 3 August 2005 we agree that disclosure is an important method
by which conflicts of interest, or potential conflicts of interests, can be addressed. It is for that
reason that Lloyd’s voluntarily adopted the IBC Code of Consumer Rights and Responsibilities

in respect of Lloyd’s Underwriters’ Canadian business.

In respect of disclosure by insurers we would refer to the previous points we made in our earlier
letter.

In respect of disclosure by intermediaries to their client we broadly support the proposed
disclosure obligations that you suggest. However, we would need to consider more carefully
the exact nature of any disclosure obligations in the light of specific proposals.

I hope that these comments are of assistance to you in finalising your proposals.

Yours sincerely

Lo,

Nicholas Smith
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EXECUTIVE SUMMARY

The Ontario Bar Association (hereinafter referred to as the "OBA™) wishes to respond to the
white paper entitled "Managing Conflicts of Interest: A Consultation Paper on Enhancing and
Harmonizing Best Practices™ dated February 2006.

The OBA general agrees with the three principles for regulators to consider in order to manage
actual potential conflicts of interest associated with insurance advice or transactions:

1. Priority of client’s interest;
1. Disclosure of conflict or potential conflict of interest;
1. Product suitability.

The OBA also supports the concept of the "progressive approach” which involves awaiting
viable industry initiatives in attempting to resolve these issues in a manner which is in the best
interests of the consumer.

CONCERNS
The difficulty in this case will be with respect to the issue of implementation.
The OBA is most concerned with those mass products for home, auto, life and health.

The OBA is concerned with the difficulty of an adequate and meaningful disclosure to the
consumer of all the various actual or perceived conflicts which the intermediary may have in
dealing with this particular consumer.

In addition to the usual written warnings or disclosures on, for example, Applications for
Insurance, other approaches should be considered as follows:

1. Consumer Education

In particular we suggest a provision of a FSCO consumer web site
to explain different types of insurance products and the nature of
the roles of the various intermediaries including their actual or
potential conflicts of interest. In the alternative, or possibly in
addition, we would expect industry groups to provide adequate and
directly- worded consumer education and consumer protection
information to consumers regarding both products and the role of
intermediaries.





-2-
1. Standardization of Product

We believe that regulated productions, such as automobile
insurance, ought to be reviewed on a regular basis to ensure that
standard features are current. For example, the third party liability
minimum limits of $200,000.00 have not been adjusted upwards
since March 15, 1981. Furthermore, consideration ought to be
given to pre-approval or, at least, standardization of various
coverages in homeowners, disability, life and health policies.

CONCLUSION

We still believe it will be extremely difficult for any intermediary to adequately disclose to a
consumer all of the ramifications of perceived or actual conflicts.

We believe that consumer education, both by the industry and by FSCO, is an essential necessity.

We are also of the opinion that ongoing regular reviews of regulated productions such as
automobile insurance and standardization of various clauses in mass consumer products, such as
home ownership, disability, life and health products, to ensure fairness and consistency, would
also be important.

RESPECTFULLY SUBMITTED BY BROWN & KORTE ON BEHALF OF THE
ONTARIO BAR ASSOCIATION.






e

ONTARIO MUTUAL INSURANCE ASSOCIATION

1305 Bishop Street North Tel: (519) 622-9220
P.O. Box 3187 Fax: (519) 622-9227
Cambridge ON N3H 4S6 * Established 1882 « www.omia.com

March 21, 2006

Ms. Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
Toronto, ON M2N 6L9

Dear Ms. Shevlin:

re: Managing Conflicts of Interest:
A Consultation Paper on Enhancing and Harmonizing Best Practices

Thank you for the opportunity to supply input on the CCIR/CISRO paper “Managing
Conflicts of Interest: A Consultation Paper on Enhancing and Harmonizing Best
Practices”.

Generally, we are in agreement with the approach that has been taken, given your goal of
enhancing and harmonizing best practices in the management of actual or potential
conflicts of interest in the insurance industry across Canada.

Given the results of your research, the three stated principles are a practical approach that
should serve to reinforce the requirements that are already in place. Those principles
being:

1. Priority of the client’s interest: An intermediary must place the interest of the
policyholders and prospective purchasers of insurance ahead of his or her own.

2. Disclosure of conflict of interest or potential conflict of interest: Consumers must
receive disclosure of any actual or potential conflict of interest that is associated
with a transaction or recommendation.

3. Product suitability: The recommended product must be suitable for the needs of
the consumer.

Also, as you point out, further steps can be taken if necessary. This sort of approach
makes sense, given that the issue has arisen because of a fairly recent occurrence in the
U.S.A,, the Canadian insurance industry took quick, voluntary action to enhance public





confidence, and your comprehensive review of the issue did not reveal any illegal
activity.

With respect to the specific questions:

1. Do you think that the principles or outcomes outlined in this paper reflect
appropriate best practices in managing potential conflicts of interest?

While your recommended three principles do reflect appropriate best practices in
managing potential conflicts of interest and should achieve your goals, we still offer
the following points that were made in our July 2005 submission:

- Ontario is the only jurisdiction where OMIA’s members do business. In our
opinion, Ontario already has appropriate safeguards in place through RIBO and
FSCO.

- Exclusive property casualty agents, under Ontario’s laws, only have one market.
Therefore, they will never be in the conflict of interest position of potentially
directing a client to an inappropriate insurance market in the interest of receiving a
reward for doing so. That, as we understand it, was the situation in the USA that led
to this study.

Nevertheless, in our opinion, your proposed principles are sound. They have long
been inherent elements of our business practices. The most elementary of insurance
courses for intermediaries stress that insurance is a fiduciary relationship.

2. Are there practical problems associated with the implementation of the
recommendations outlined in the consultation paper?

a) We would prefer to see some flexibility added to principle #2 and principle #3 as
follows:

#2 — Disclosure of conflict or potential conflict of interest: Consumers must
receive disclosure of any actual or potential conflict of interest that is associated
with a transaction or recommendation that the distributor or insurer is aware
of or should have been aware of.

#3 — Product suitability: The recommended product must be suitable for the
needs of the consumer in the judgment of the distributor and the insurer based
on the information that was provided by the insured.

The addition of this wording reflects the fact that there is a responsibility on the
part of the client to provide pertinent information and to ask questions.

b)  We agree that transparency will enhance consumer confidence and that it
therefore makes sense for a broker to divulge whether an insurer has a “financial
interest” in the brokerage. However, to require the details of the financial
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interest to be identified would be going too far. Also, if brokers must make their
clients aware of financial arrangements with insurers, then there is nothing to be
gained by the insurer repeating this information. We especially have a concern
about requiring an insurer to disclose financial arrangements with brokers in any
way that could allow the general public, other brokers, and in particular,
competitors to access the information.

3. What role could the industry associations play in supporting their membership
in implementing these principles?

In the case of OMIA, and probably other industry trade associations, we would see
our key role being one of communication, education and guidance. In our case, this
could be accomplished through our ongoing series of training sessions including
management, conferences and agent training sessions. The OMIA website could also
be used to publicize the three principles.

Thank you for the opportunity to provide input on this issue.
Very truly yours,

Glen Johnson, B.A., C.A.E.
President
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March 24, 2006

Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17™ floor

Toronto, Ontario

M2N 6L9

BY EMAIL
Dear Ms. Shevlin:

Re: Managing Conflicts of Interest: A Consultation Paper on Enhancing and
Harmonizing Best Practices (February 2006) — Comments by the Public Interest
Advocacy Centre (PIAC)

Thank you for this opportunity for provide comments on the third paper released by the
Industry Practices Review Committee (IPRC), which involves recommendations
intended to harmonize best practices in the management of actual or potential conflicts
of interest in the insurance industry.

The issue of managing conflicts of interest in the insurance industry originates in
revelations in the United States about allegations of improper financial ties between
insurance brokers and insurance companies in late 2004. Following these revelations,
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Canadian regulators initiated their own probe of links between insurance companies
and insurance brokers, in the form of payments made to brokers beyond their normal
commissions. The Canadian Council of Insurance Regulators (CCIR) and the
Canadian Insurance Services Regulatory Organizations (CISRO) established an
Industry Practices Review Committee (IPRC) to examine the financial relationships
between insurance companies and sales intermediaries 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.”*

The result of the adoption of this committee was a consultation paper outlining possible
policy development options in June 2005. The IPRC indicated that its general policy
objective “is to reduce the opportunity for actual and potential conflicts of interest in the
marketplace while working to promote consumer confidence.”?

It outlined a range of possible policy options which were: 1) codify the priority of the
client’s interest; 2) restrict performance-linked benefits offered to intermediaries such as
contingent commissions, bonuses and non-monetary sales incentives; 3) enhance
transparency of compensation, ownership and other financial interests.

PIAC’s submission on this consultation paper was that each of the three policy options
should be implemented. We based that recommendation on the fact that only by
implementing all three approaches would the issue be effectively addressed with
respect to all the players in an insurance contract involving an intermediary: the
consumer, the insurance intermediary or broker and the insurance industry.

We also based our position on the results of the market conduct questionnaire, which
revealed a number of findings about current business practice that inferred the potential
for conflicts of interest:

- More than 2/3 of P&C insurers offer contingent commissions to their agents or
brokers.

- More than %2 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.

Somewhere between the initial consultation paper and the recommendations outlined in
the IPRC'’s third consultation paper, “Managing Conflicts of Interest: A consultation

! The Canadian Council of Insurance Regulators and the Canadian Insurance Services
Regulatory Organizations, “Relationships between Insurers and Sales Intermediaries —
Consultation Paper” (3 June 2005) at i.

? |bid. at iii.





Paper on Enhancing and Harmonizing Best Practices,” the policy objective of reducing
the opportunity for actual and potential conflicts of interest seems to have disappeared.

The IPRC’s recommendations in the third consultation paper only adopt the first policy
recommendation, which is essentially to harmonize language already contained in
existing codes of conduct, insurance council by-laws and industry association codes.

Certainly one cannot disagree with a statement that the interest of the client must be
placed ahead of an intermediary’s interest, but the important question is whether this
effectively addresses the issue before the committee.

The other two recommendations: disclosure of conflict or potential conflict of interest
associated with a specific transaction or recommendation and the product that is
recommended must be suitable for the needs of the consumer also raise the same
guestion: how do these recommendations address the issue that the IPRC was tasked
with, which was not to ‘harmonize best practices’, but to “reduce the opportunity for
actual and potential conflicts of interest in the marketplace™?

It is our submission that these recommendations do not meet the originally stated goal
of this consultation.

It is our submission that market and consumer confidence requires full disclosure of the
relationships between intermediaries and insurance companies. It is not enough to
state that demonstrating the “suitability” of a recommended product is a means of
managing actual or potential conflict of interest. There is no logical connection between
these two notions. The onus for establishing what is ultimately “suitable” for a
consumer is on the consumer. But the decision about “suitability” requires the
consumer having all relevant information from the intermediary and from the insurance
company. This means all information about compensation arrangements or contractual
arrangements between brokers and insurance companies must be proactively disclosed
to consumers, so that consumers can make decisions based on all relevant information.

Examination of the events that have unfolded in the United States concerning conflict of
interest issues in the insurance industry and the settlements reached in some of the
cases initiated by the New York Sate Attorney General and Insurance Superintendent
suggest that the IPRC’s recommendations are not sufficient to ensure transparency in
the insurance relationship and competitiveness in the insurance marketplace.

The agreements described in many of the settlements that have recently been reached,
involve much bolder and more decisive measures than what is being recommended
here. They include: adopting new business models, such as limiting brokerage
compensation to a single fee or commission at the time of placement, a ban on
contingent commissions and a requirement that all forms of compensation will be
disclosed to clients.





We are very disappointed that the IPRC backed away from such a promising beginning
in this consultation. We propose that it adopt recommendations that will respond to the
very simple and clear customer expectation about what industry practices would ensure
that actual or potential conflicts of interest between intermediaries and insurance
companies be avoided. These practices would involve full disclosure and the
elimination of contingent commissions and other performance-linked benefits.

Sincerely,

Sue Lott

Counsel

Public Interest Advocacy Centre (PIAC)
Suite 1204, 1 Nicholas St.

Ottawa ON K1N 7B7

tel: 613-562-4002 x23

fax: 613-562-0007

www.plac.ca
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From: "Gary Edwards' <gedwards@empathica.com>

To: <ccir-ccrra@rFSCO.GOV.ON.CA>
Date: Tue, Mar 28, 2006 10:32 AM
Subject: Response to CCIR Consultation Paper on Conflict -- On behalf of

Hande Bilhan (Primerica)

Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17th Floor

Toronto, Ontario

M2N 6L9

March 24, 2006

Re: Managing Conflicts of interest: A Consultation Paper on Enhancing and
Harmonizing Best Practices

I am writing on behalf of Primerica Financial Services Ltd, with over $50
billion of term life insurance in force across the country and with over
7,000 licensed agents exclusively selling term life insurance products of
Primerica and segregated funds. Primerica is a member of Citigroup Inc., a
global leader in the financial services sector.





General comments on CCIR/CISRO Consultation Paper

We have reviewed the CCIR/CISRO Industry Practices Review Committee"s
(""IPRC™): Managing Conflicts of interest: A Consultation Paper on Enhancing
and Harmonizing Best Practices and support the principles outlined in the
Consultation Paper.

Primerica appreciates the Regulators® acknowledgement,

a. that no evidence of illegal activity in the Canadian
insurance industry was found, and

b. that our industry is pro-actively implementing
voluntary initiatives to promote best practices in managing conflicts of
interest.

This s an important basis to start a discussion on what other measures, if

any, are required to manage perceived conflicts in the marketplace.

Comments on the three proposed principles

The I1PRC recommends three principles for regulators to consider and for
industry to support. These are:

1. Priority of client"s interests: An intermediary must
place the interests of policyholders and prospective purchasers of insurance
ahead of his or her own interest.

Primerica supports this principle and embraces it in its every day business
practices. Although we do not object to "harmonizing'” this principle across





jJurisdictions, we would like to point out that this very principle has been
accepted and enshrined in industry codes and best practices. Therefore, we
do not see this concern as a pressing issue that needs to be codified
through regulatory channels. We would respectfully submit that a life
insurance agent who is found not to be putting his/her client"s interests
first can be sanctioned under the current regime.

2. Disclosure of conflict or potential conflict of Interest: Consumers
must receive disclosure of any actual or potential conflict of interest that
is associated with a transaction or recommendation.

Primerica has actively worked with our industry in the development of a
voluntary disclosure regime to enhance transparency of compensation,
ownership and other interests. We support wholeheartedly the disclosure of
pertinent information to clients that will allow them to make an informed
decision about their life insurance purchases. The voluntary industry
initiatives have seen remarkable uptake across the industry in a relatively
short time period and therefore should be afforded sufficient time for
industry and regulators to assess their impact before any regulatory
measures are contemplated.

3. Product Suitability: The recommended product must be suitable for
the needs of the consumer.

The principle that life insurance products sold should be suitable to the
client™s needs is clearly one that is acceptable. However, in practice
there are a number of issues that need to be addressed, or at least that we
need to be aware of, before any new steps are taken to enshrine this
principle through a regulatory framework.

It is important to be aware of the diversity of the current insurance
industry as well as the diversity of customers in the marketplace before
starting a debate on product suitability. There are clear distinctions in
risks between different products that are being offered to clients. Some
products are simpler in nature and therefore easier to "suit" to a client"s
needs. Proving this sort of "suitability" can be a relatively simple
process and therefore should not require an onerous process and certainly
not one that is prescribed. Term insurance and travel insurance might be
examples of such simple product lines. While the concept of suitability
needs to be consistent across product and distribution lines, it also needs
to be sufficiently flexible to accommodate the diversity in the marketplace.





Imposing a regulatory requirement that is prescriptive in nature could cause
more harm to clients by creating an illusion of an "ideal" product. This
sense of safety should not absolve the client of their responsibilities and
of doing due diligence at their end. At the same time, agents may be more
concerned about fitting their sale to a 'suitable" prescribed mold as
opposed to doing what agents have been doing successfully for decades which
is assessing their client"s needs and meeting their objectives on a client
by client basis.

As alluded to earlier, it is important to recognize the client"s role in the
purchase of a life insurance product, including how much of their personal
information and their objectives they have chosen to share with their agent.
It should be recognized that agents sometimes are viewed as "order takers"
by certain clients and do not get an opportunity to conduct a thorough needs
analysis. An agent should have the ability to fulfill those clients” stated
requirements. Enhanced transparency through better disclosure should be
recognized as one of the tools that clients have when making a decision
about their life insurance products. The CISRO Life Insurance Replacement
Disclosure Committee"s recommendations on replacement disclosure have in
fact recognized the customer®s role in the purchase of a life product. The
committee is recommending a standard disclosure form that would arm the
client with a number of pertinent questions that will help them understand
whether a replacement meets their needs.

The term "product suitability" also needs to be treated with care. While it
is perfectly reasonable to ask that agents hold their clients interests
before their own, that they provide meaningful disclosure and that they sell
an appropriate life insurance policy, it should be understood that,

a. suitability should not be interpreted as ideal or best as there are
a myriad of products and combinations of products that can meet a client"s
needs and objectives,

b. suitability should refer to an appropriate product at the time of
sale.

Recognizing all of these factors, the regulatory regime should not codify a
one-size Fits all approach. As a first step, we urge the IPRC to continue
working with industry to discuss existing industry best practices and
guidelines and determine what, if any, improvements can be made to those.
Given our industry®s excellent record of sound practices and cooperative
work with regulators, no doubt that further dialogue on this important
initiative should lead to positive results for both consumers and the





industry at large.

Finally, as we endeavor to protect life insurance clients and the reputation
of our industry, we should not overlook another great threat and danger in
today"s marketplace: By overburdening the insurance industry with layers of
rules and regulations, at times not even aimed at correcting a wrong doing
but merely potential perceptions, we may create barriers and cost
inefficiencies to purchasing income protection in Canada. This is a
particularly real threat to families of moderate means. The UK experienced
this dangerous trend and has been struggling to correct the under-servicing
of their middle market for the last several years. Just last month, in the
US, the American Council of Life Insurers and the National Association of
Insurance and Financial Advisors have called for sweeping legislative,
regulatory and administrative changes to improve access to their services
pointing out that only about half of US adults have life insurance coverage
at this point.

As you deliberate on these important consumer protection principles, we ask
that you weigh the benefits of imposing further regulations carefully
against the practical barriers that they may create. We also ask that you
consider the success of industry standards, guidelines and practices in our
particular industry and urge you to continue working with our industry to
preserve consumer protection principles.

On behalf of Primerica and its agents, thank you for the opportunity to
comment on the Consultation Paper. Please do not hesitate to contact us if
you have comments or questions.

Yours truly,

(original signed)

Hande Bilhan,

Senior Vice-President

Government Relations

Primerica Financial Services (Canada)

e-mail: hande.bilhan@primerica.com





tel: (905) 813-5343

fax: (905) 813-5314

CC: ""Hande Bilhan"" <hande.bilhan@pfsfhqg.com>






kenrousselle@rogers.com

Managing Conflicts of Interest

Attention: Carol Shevlin

As an executive who has spent over 20 years in the financial services industry, | would like to
comment on the above consultation paper. Firstly, | would like to stress how much | agree with
the entire spirit of the report as well as many of the suggestions made in the paper. However, |
do have a number of comments relating to the practical implementation of the disclosure of the
methods of compensation to clients, namely:

1. Compensation paid to advisors can vary widely among carriers and between the various
distribution systems. Among the various forms of compensation, you may have:

ooo

~0oa

First Year Commissions

First Year Overrides

Renewal Commissions (based on a %’age premium as well as investment
account balance for variable products)

Renewal Overrides

Service Fees

Within various distribution systems a varying portion of the override may be paid
to the advisor.

Within various distribution systems you may have levelized compensation as well
as heaped compensation.

Within various distribution systems, particularly career/captive distributions
systems may exchange commissions for other services (rent, secretarial
services) or benefits (retirement, health plan)

2. The percentage range of commissions can be very misleading to the consumer
expressed on the basis of commissions as a percentage of premium and doesn’t
necessarily have any bearing on the ultimate price to the consumer. Also, do you
express commissions as a percentage of the annual premium? s it total expected
lifetime commissions divided by total expected premium? Does it include bonuses paid
to the distributing company? Or only to the advisor?

3. Some companies pay a bonus (as a percentage of commissions) to the distributing
entity. Some of this may or may not be passed on to the advisor. How does an advisor
disclose these varying amounts to the consumer? You can actually have situations
where one advisor is paid more than another advisors for the sale of the same product
from the same company without it affecting the price to the consumer?

4. Throughout the 80’s and beyond, a number of companies have transformed their
distributions systems from career / captive systems to independent systems. The
rationale around this change was a direct result of the cost of operating these systems. It
is a known fact within the industry that captive/career systems cost more to operate and
thus pay less commissions / compensation to their advisors as well as offer less
competitive products from a pure price perspective to the consumer? How do you
disclose this to a consumer without the consumer thinking the independent advisors are
being paid more and thus they’re cheating the customer, when in reality, the independent





advisor has to cover his own cost of operating a business, while the captive/career
advisor is being paid less as a direct result of the cost of operating an inefficient
distribution system?

5. How do you quantify in the consumers’ mind non-monetary benefits? If you tell
consumer “A” you're making $1,000 on the sale and consumer “B” is only paying $500 in
commissions, however the advisor is receiving office premises, secretarial support,
benefits etc in addition; who is being paid more? The advisor in situation “A” or “B"?

6. Can you please explain the meaning of contingent profit commissions? I've not heard
that terminology used in the life insurance industry to describe any form of
compensation?

As an executive who has been responsible for developing many of the policy commission
schedules as well as compensation plans for advisors, the practical implementation of the above
disclosure can be very difficult. While | agree that some disclosure is necessary, much
consideration must be given to the various types of commissions and distribution systems to truly
understand the impact of implementing such a policy.

Should you require any assistance in understanding the various forms of commissions among the
different manufacturing and distribution systems in Canada, | would be happy to assist in any
way.

Regards

Mr. Ken Rousselle
Chief Executive Officer
Professional Investment Services Inc.
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From: "R.S. Tse" <rsmtse@yahoo.ca>
To: <ccir-ccrra@fsco.gov.on.ca>
Date: Sat, Mar 11, 2006 8:03 PM
Subject: Swanson's Committee

The proposals of the Swanson committee of the Canadian
Council of Insurance Regulators, as reported in the

press, e.g. the Toronto Star on Feb. 15, 2006, p.ES8,

is little different from current practice --- i.e.

lack of transparency.

- How can a client, and the public, ascertain that "an
intermediary” has placed "the interests of
policyholders and prospective purchasers ahead of his
or her own interests" without proper disclosure? Make
the figures available and let the clients and the

public decide.

- How can a client, and the public, ascertain that

"the recommended product” would "be suitable for the
needs of the consumer" without proper disclosure of
the details? The prospective client should be in the
best position to know what is suitable if he/she has
the details.

R.S. Tse
Toronto
rsmtse@yahoo.ca

Do You Yahoo!?
Tired of spam? Yahoo! Mail has the best spam protection around
http://mail.yahoo.com
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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) of the Canadian Council of
Insurance Regulators and Canadian Insurance Services Regulatory Organizations on
Managing Conflicts of Interest: A Consultation Paper on Enhancing and Harmonizing Best
Practices.

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 9,600 risk management professionals around the world.

RIMS has over 800 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 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.

RIMS Initiatives

As part of our response to the June, 2005 Consultation Paper on Relationships between
Insurers and Sales Intermediaries, RCC submitted the Quality Improvement Process
(QIP) tools that were developed by RIMS to facilitate communication, clarification and
measurement of performance expectations between risk managers and industry service
providers. The QIP partnership tools include sample templates and worksheets designed
to provide a framework for the user to begin choosing guidelines and developing
associated metrics that are important to his/her organization in insurance industry
relationships and transactions, including brokers and insurers.

The timing of this consultation paper coincides with an important step in RIMS continuing
efforts to improve business practices and quality in insurance transactions. RIMS
hosted a forum on March 22, 2006, bringing together some of the top leaders of the
world’s largest insurance companies, brokerages, associations, and regulators to
discuss additional improvements in business practices. RIMS expects this meeting to be
the first in a series of initiatives towards improvements in business practices, industry
associates’ collaboration and commitment to adopting the tenets of the RIMS QIP, and a
vision for moving forward. The Quality Brief prepared as the background for this Forum
is attached to this response, and excerpted throughout. Attendees at the Quality Forum
were to have discussed next steps, which we will be pleased to share on an ongoing
basis with the Canadian Council of Insurance Regulators and Canadian Insurance





Services Regulatory Organizations. We will provide materials and outcomes emanating
from the March 22 Forum to the IPRC at a later date as they are not yet available.

The three guiding principles in the RIMS Quality Brief, integrity, transparency, and client-
centricity, directly relate to the IPRC’s three recommendations. It is encouraging and a
sign that we are moving in the right direction that both RIMS and the IPRC have come to
similar conclusions through different processes.

Integrity speaks to the fundamental quality of a successful relationship. It
represents the ethical code which serves as the guidepost for our relationships.
Whether we are talking about a person of integrity, the integrity of a process, or
the completeness and accuracy of a transaction, we are effectively assessing
whether something is right. It is critical that integrity be the foundation of the
relationships between broker, insurer and client. This principal aligns closely with
the concepts associated with product suitability laid out by the IPRC.

Transparency represents an openness of process and is essentially the
operational equivalent of trust. If the details of the insurance transactions are
known, and easy to understand, then we will have addressed a key concern
facing risk managers. As participants in the “business of risk,” each of us has a
duty to operate in a manner that is above reproach. Full disclosure of all
information about a transaction must be communicated in order to build trust.
This principal aligns closely with the concepts associated with disclosure laid out
by the IPRC.

Client Centricity is a business culture that focuses first and foremost on the
needs of the client. In the risk business, all of our constituencies serve in a client
role at some point in the transaction. Client centricity recognizes the importance
of placing the client’s needs above all others. It is about having a complete
understanding of the overall investment that each constituent has in a
relationship and a commitment to developing operational support processes that
optimize the client experience. Quality in the insurance transaction process will
only be recognized if the broker and insurer place the needs of the client first and
serve each client appropriately. This principal aligns nearly identically with the
concepts associated with priority of the client’s interest laid out by the IPRC.

Guidelines for each of these three principles outline expectations for translating them
into viable operating strategies.

Response to Consultation Questions

1. Appropriateness of Principles

In general, RCC supports the IPRC’s three recommendations and associated principles,
and believes that the principles outlined in the paper reflect appropriate best practices, in
particular because they are so similar to those embodied in the RIMS QIP initiatives.
Please refer to the attached Quality Brief Document and QIP tools for a full explanation
of the RIMS QIP Principles.





RCC also supports the progressive approach, because it allows for flexibility and for the
ongoing input and experience of stakeholders that regulators can incorporate into
regulatory frameworks and enforcement measures to assist industry participants “to
make the right decisions” when it comes to the principals noted above. Market forces
and competition dynamics from time to time put principals and profits on separate sides
of an issue or transaction. The clearer the principals and the obligation to adhere to them
are, the easier decision making ought to be for all parties.

2. Practical Problems and Potential Solutions Associated with Implementation of the
Recommendations

RCC can identify a number of potential practical problems that could be associated with
implementing the recommendations outlined in the paper. They include:

Harmonization

e Regional coordination and achieving a harmonized approach by both regulators
and professional associations could be a challenge. Leadership by regulators
would help greatly in meeting this challenge.

Disclosure of Information

¢ In an industry that uses both fees and commissions, it should be clearly outlined
to the client the level of service associated with specific fees and/or
commissions. For instance, if negotiated, some brokers will do a simple
placement of coverage in the market for a fixed fee that is a fraction of typical
commissions; for a larger fee they will provide additional services for the
placement; and for a full commission they might offer a full range of services
including risk assessment related to the exposures, contract review and more.
However, if not negotiated upfront, the broker may collect the full commission for
a simple placement with no other services provided. Information related to fees/
commissions and expected service levels should be clearly outlined and made
available to all clients with a minimum of difficulty.

¢ Another concern is push back from insurers and brokers. Variable fee structures,
commission rates, premium volume and other information is sometimes treated
as proprietary or “need to know” information. Some industry players do not
support making this type of information, considered helpful or desirable to
insurance consumers, readily available. A simple example of this is commissions
earned by sales intermediaries on transactions; commission information is readily
available to sales intermediaries, however it is typically not provided to clients
unless explicitly requested.

Product Suitability

e The most challenging practical problems may be with the principle of Product
Suitability and how to measure suitability. The RCC would participate in further
discussion of this challenge.





In the commercial insurance arena, insurance companies and brokers generally
play a major role in determining and developing appropriate insurance products
to serve the market place. Broker/insurer expertise and ingenuity in delivering
solutions is a major competitive factor, and this helps enforce Product Suitability
in commercial markets.

Suggested risk assessment and needs assessment forms, such as those
required to be used by discount investment brokerages, might be considered.
Such tools would likely have little relevance to the commercial market place as it
applies to large organizations, but may be effective for small to medium
enterprises. The RCC encourages further investigation in this area.

As recommended in the paper, communication to the client and documenting
reasons for broker recommendations is an important measure of quality and
diligence, as supported by the RIMS QIP. In the commercial environment, clients
sometimes request such documentation, but from time to time get no response or
poor quality response from the broker and are forced to make an insurance
decision without such documentation because of policy expiry dates. This should
be a factor in assessing performance of service providers. There may be a
benefit in guidelines for templates for such documentation, and the RCC
encourages further investigation in this area.

It should be noted that the client has an important role to play in the area of
Product Suitability. Just as the broker or agent has a role in determining the
suitability of coverage and requesting the appropriate information to determine
such, the client has an obligation to provide appropriate information and report
material risks for consideration. The decision to insure most risks is ultimately a
strategic one.

3. What role can associations play?

As demonstrated by RIMS leadership in developing the QIP, hosting the Quality Forum
and other initiatives to improve the quality of insurance transactions, insurance industry
associations play an important role in bringing all parties to the table to harmonize codes
and guidelines to operationalize the IPRC’s recommendations on a voluntary basis,
minimizing the need for further regulation.

Associations can also, working individually and as a collective,

develop joint methods to educate their members about the requirements of all
parties to an insurance transaction.

develop complaint monitoring and disciplinary measures, sanctions and/or
restrictions for wrong doers.

make information available on how to select a broker that’s right for a client and
how to make the most of the broker’s expertise.

develop standardised forms and reports to assist in achieving transparency.
make appropriate information available centrally to assist in achieving
transparency.

work together to address industry issues as they occur.





4. Can the recommendations be achieved through industry initiatives, are regulations
required, or a combination of both approaches?

It is preferred to start at the industry initiative level, since we believe there is a great deal
of potential in bringing insurers, brokers, consumers and service providers together to
propose solutions that work for all of them before regulation is imposed.

Conclusion

Generally, the issues and principals involved in this consultation appear to be areas that
regulatory frameworks cannot easily address. However, it is also recognised that much
of the legislation that regulates market conduct of insurance industry participants in
various provinces has not been substantively updated in many years and there are
products and practices not addressed within current regulations. The RCC applauds the
efforts of the IPRC, CCIR and CISRO in this approach to determining the core principals
that should guide the architects of any new regulations or revisions to existing
regulations.






Rita Pollock <rita_pollock@telus.net>

Insurance Regulators proposed new guides

Dear Sirs:

I am a consumer of insurance products and have worked in the insurance
industry. The notion that the public does not need to know what their
agents or brokers make on sales of insurance policies is fatuous. Itis
vastly important for consumers to know what these individuals make. The
ongoing abuses in many industries has proved that it is unwise not to
reveal to the public these and other charges. A statement that someone
will be "honest in policy" has not proved to be accurate in practical

terms. What better way to keep the insurance industry "honest" than to
reveal these costs. If the insurance industry has nothing to hide than
there is no reason not to make these charges transparent to the public
and help deter abuses.

I urge you to rethink this matter and incorporate the inclusion of what
agents and brokers make in sales in the new proposed regulations.

I am forwarding this letter to my constituency office and the Federal
parties for their support in making sure that insurance agents and
brokers sales fees are included in these regulations.

Yours sincerely,

Rita Pollock

302 - 1110 Howie Ave
Coquitlam BC V3J 1V1
604-939-8166
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Introduction

Thank you for the opportunity of presenting our comments on Managing Conflicts of Interest: A
Consultation Paper on Enhancing and Harmonizing Best Practices. As an association
representing a number of Canada’s Third Party Administrators (TPA’s), and with our members’
strong support for the initiatives outlined in your paper, we wish to offer our comments on the
recommendations contained in this paper to the Industry Practices Review Committee (IPRC).

We have discussed the recommendations presented in the paper with the CLHIA to determine if
there was consensus on the items proposed in this paper relative to how it impacts the whole Life
and Health insurance industry. There is universal consensus by the primary organizations that
include intermediaries (advisors) on the need for consensus and how this can be accomplished.
Our comments as it impacts our members are outlined below.

As outlined in our previous submission, 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 recommendations will not impact the
business provided by the TPA that does not offer consulting services. The onus to meet the
recommendations outlined in the consultation paper 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.

Our organization represents the TPA industry and as such, all our best practices and Codes of
Conduct are based on what will help a TPA provide the best and most ethical service to their
client. As administrators, we are not advisors but recognize the need for advisors we deal with to
have best practices. We will provide comment on the recommendations as it pertains to advisors
whom we sell our services to and how we deal with our customers using our best practices as
outlined in our Code of Conduct.
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IPRC Recommendations

As we understand, the IPRC, after a comprehensive review of best practices, has proposed a
principles based focus on market place outcomes that could be achieved through industry
standards, regulation or a combination of both. The IPRC will use a progressive approach to
regulation wherein regulatory steps would be taken only if lesser means proved ineffective.
These recommendations are to be presented to the CCIR and CISRO “... to consider and
industry associations to support as appropriate means to manage actual or potential conflicts of
interest associated with insurance advice and transactions.” The three principles outlined in your
paper are:

1. Priority of the client’s interest: An intermediary must place the interests of policyholders
and prospective purchasers of insurance ahead of his or her own interests.

2. Disclosure of conflict or potential conflict of interest: Consumers must receive disclosure of
any actual or potential conflict of interest that is associated with a transaction or
recommendation.

3. Product suitability: The recommended product must be suitable for the needs of the
consumer.

We appreciate the desire of the IPRC to ensure that there is a uniform approach to the objects
stated above. How to ensure the consumer is protected is the area for discussion. Should the
objectives be accomplished by regulation and codified or should it be by some voluntary or self
regulatory method. As stated above, we represent many of the major players in the TPA industry
and as such we are addressing this issue as a provider of services to the advisors. However, we
also recognize that some of our members may also, through an area of their company, act as
advisors. Our comments address the objects of the IPRC in the following section.
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TPAAC Response

1. Priority of the client’s interest. An intermediary must place the interests
of policyholders and prospective purchasers of insurance ahead of his or her
own interests.

We agree with the basic principles outlined in this section. We agree that the client’s
interest is the paramount principle. Practices should: Not prejudice the clients or
consumer interest for personal gain.

We recognize that advisors are in the business to both provide services and receive
remuneration for the services provided. Saying that, they should not knowingly
compromise a clients needs for their own interest. We feel Provincial legislation, although
not uniform in language, effectively meets that need through the various provincial
licensing organizations. The IPRC has proposed that where possible, harmonized
language should be used. We support that initiative. In addition various advisor
associations have codes of conduct that address this important concern.

TPAAC Approach

As a TPA association, we follow our code of conduct which we feel meets the examples of
expected conduct or practices outlined in the Consultation paper. Our Code of Conduct
states:

¢ All member companies must act in their clients’ best interests at all times.

e All member companies must fulfill the needs of their clients to the best of their
ability.

e All member companies must act with honesty, trustworthiness and integrity.

¢ All member companies must keep informed with respect to applicable laws and
regulations and observe them in the practice of their profession.

2. Disclosure of conflict or potential conflict of interest: Consumers must
receive disclosure of any actual or potential conflict of interest that is
associated with a transaction or recommendation.

We are in agreement with the thrust of this principle. This is clearly the most detailed area
of this consultation paper. We feel that the CLHIA Reference Document on Advisor
Disclosure, Advocis Code of Professional Conduct and disclosure best practices, IFB
Code of Ethics and Statement of Principles and provincial regulations currently adequately
meet the concerns expressed in this section. In addition harmonization of provincial
regulations would also help meet the objectives outlined in this principle.

TPAAC Presentation to IPRC Managing Conflicts of Interest Page 5 of 10





TPAAC Approach
Through our Code of Conduct we address these concerns for our members as follows:

e All member companies must disclose to their clients and prospective clients any
and all information that may affect the member’s ability to provide services and/or
advice to its clients.

e All member companies must fully disclose to each client the terms of engagement and
the services to be rendered to that client.

TPA'’s are selected as part of the advice being provided to a client by an advisor. Our role,
although different than the advisor, still requires us to follow best practices. Full disclosure
is a requirement of ours to be able to help the advisor to determine if a TPA is a proper
option for a client.

3. Product suitability: The recommended product must be suitable for the
needs of the consumer.

This area is critical to the advisor providing the proper advice to the customers they deal with. In
our service-based business, advice is given based on the express or perceived needs of a client.
The advice will not always be the same, and products may not always be the answer to the
needs of a client. Expertise of the advisor will also determine the level of advice given. For
example, what differentiates one advisor from another may be the experience of the advisor,
exposure to situations that provide knowledge specific to a need, etc. The assumption that a
product will always meet the needs of a client does not respect the full spectrum of experience
that is required by an advisor to provide services to their client.

e How do you regulate experience?
e How do you regulate competitive advantage?
e How do you regulate ability?

With this in mind, suitability of advice or product sold may be different from one advisor to
another. How can this be regulated? The concerns in this area can be best mitigated through
training and experience not regulation. Saying all this, if an advisor makes a recommendation, it
is incumbent on the advisor to provide the reason for the recommendation, and all supporting
documentation. Disclosure will ensure that no conflict of interest is interfering unduly with the
recommendation. Proper due diligence, as in any profession, will separate one advisor from his
or her competitors. The selection process of an advisor by a client will allow them to determine if
the advice an advisor is capable of giving will meet their needs in such areas as:

e Proper research capabilities;
o0 Including proper research of the clients needs
0 Proper research capabilities to assess the market
e Experience
e Client references
e Potential conflicts of interest through relationships and compensation arrangements.
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This evaluation process by a client or consumer recognizes that there is an onus on the client to
make an informed decision about who to use to provide the services or products they need.
Suitability may also be up to the final decision of the client. Perhaps a better heading for
Recommendation # 3 would be “Informed Advice” as products may not be involved. "Informed
Advice” would incorporate all the items outlined in Recommendation # 3.

TPAAC Approach

This is an area where we will be required to provide information to the advisors we deal with in
order for them to fulfill the above requirements. We would expect, as our services are presented
to a prospective client, that all pertinent information about our respective association members be
presented to the prospective client.

Other Matters Raised in the 2005 Consultation

Independence of an advisor, if defined, removes independence as it is now regulated, rather than
advisors being required to prove their independence through the procedures outlined in this
paper.

In any industry where sales of products are involved, performance-linked benefits or other
financial links are offered by service providers to make their products more attractive or to
cement relationships. However, disclosure requirements that currently exist will make those
arrangements transparent. Performance-linked benefits or other financial links do not necessarily
imply improper advice. Rather, they are more likely to be an indicator of a superior service
provider’s ability to provide the best product for a client, and the incentive may be recognition for
the advisor who has realized this.

Implementation of Recommendations and Outcomes

Although our TPA members in their role as administrators do not fulfill the advisor role (even if
some member companies might also act as consultant), we feel we can adequately regulate our
members as administrators only. We cannot however, regulate those who do not belong to our
association. As a relatively new association, we are endeavoring to increase our membership to
ensure our industry meets best practices and follows our Code of Conduct. As an association,
TPAAC members can also ensure the advisors they deal with follow best practices as outlined in
the IPRC.

We look forward to any questions you may have about this presentation.

| ,-'I -/--:,:. |
S SV /

John R. Moore
President,
Third Party Administrators’ Association of Canada (TPAAC)
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APPENDIX 1

TPAAC

Code of Conduct
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CODE OF PROFESSIONAL CONDUCT

Third Party Administrators’ \/ o .
Association offanada7.4Assaaanon Canadienne des

/\ Tiers Administrateurs

The Code of Professional Conduct, as stated below, articulates the professional and
ethical principles and values of the THIRD PARTY ADMINISTRATORS’ ASSOCIATION
OF CANADA. The Code forms the basis for the professional conduct of all its members
and also serves to enlighten the public of the standards of professionalism and ethical
conduct for which members are to be responsible and accountable. The Code is
designed to encompass such values as integrity, competence, responsibility and trust.

All member companies have a responsibility to ensure that they are familiar with this
Code of Professional Conduct, understand its application to their professional conduct,
and strive to adhere to its principles and values. Furthermore, members should also be
familiar with other sources of information that will assist them in making informed
professional decisions. These include the laws, regulations, and policies that are
professionally relevant to their industry sector.

Member companies are accountable to both the public and their peers, and as members
of the Association are subject to the complaints and membership review procedures of
the Association. Violations of this Code do not automatically imply legal liability. In the
event of a complaint from peers or the public, the Association will conduct a peer review.
A peer review is intended to enable the Association to provide guidance to its members
where possible.

08704
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CODE OF PROFESSIONAL CONDUCT

Third Party Administrators' \/ o .
Association offanada7.4Assaaanon Canadienne des

/\ Tiers Administrateurs

AS A CONDITION OF MEMBERSHIP IN THE THIRD PARTY ADMINISTRATORS’
ASSOCIATION OF CANADA ALL MEMBER COMPANIES AGREE TO ADHERE TO THE
ASSOCIATION'S CODE OF PROFESSIONAL CONDUCT AS STATED BELOW.

1)

2)

3)
4)
5)

6)

7)

8)

9)

10)

11)

12)

13)

All member companies will act to uphold the ideals and objectives of the THIRD PARTY
ADMINISTRATORS’ ASSOCIATION OF CANADA as set out in the Application for
Membership and the Association’s by-laws.

All member companies will hold our profession in high esteem and strive to enhance its
prestige.

All member companies must act with honesty, trustworthiness and integrity.

All member companies must protect client confidentiality.
All member companies must act in their clients’ best interests at all times.

All member companies must act in a manner that reflects positively on the TPA industry
and on other members of the Association.

All member companies must disclose to their clients and prospective clients any and all
information that may affect the member’s ability to provide services and/or advice to its
clients.

All member companies must fulfill the needs of their clients to the best of their ability.

All member companies must strive to perfect the skills of their employees and increase
their employees’ knowledge through continuing education.

All member companies must keep informed with respect to applicable laws and
regulations and observe them in the practice of their profession.

All member companies must co-operate with others whose services are constructively
related to meeting the needs of their mutual clients.

All member companies must ensure that all client funds collected and/or held by the
member company are used for the express purpose for which the funds are collected
and/or held as understood by the client.

All member companies must fully disclose to each client the terms of engagement and the
services to be rendered to that client.

08704
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A commentary in regards to the CCIR call for commentary on:

Managing Conflicts of Interest: A consultation Paper on Enhancing and
Harmonizing Best Practices.

Alex de Tocqueville, the 19th century political scientist/ architect wrote the
following wise words:

"The supreme power covers the surface of society with a network of small
complicated rules, minute and uniform....men are seldom forced by it to act, but
they are constantly restrained from acting. Such power...compresses, enervates,
extinguishes, and stupefies a people, till each nation is reduced to nothing better
than a flock of timid and industrious animals, of which the government is
shepherd"

My comments in regard to this new consultation report remain in general identical
to those | produced in regards to the last CCIR call for information and
commentary, there isn’t an issue that needs to be dealt with so why the fuss?

| will offer some commentary under the headings produced in the report, but for
the most part | have seen no indication in the marketplace that it is not being
properly served by the network of individuals given the nameless and faceless
description of “financial intermediaries” and | remain distressed by the insinuation
that the people conducting their custom in this honourable business need
additional interference in the manner in which they do it. There has been no
evidence given to support the notion that additional regulations are needed. The
premise that the market place is being inadequately served and that the buying
public is being taken advantage of on account of these factors has not been
supported by anything other than a biased perception of need by a group of
people charged with developing and enforcing regulations.

One would expect that the call for market interference would begin with a
statement clearly setting out the reasons that it is needed to ensure a fair market
and that those reasons would be supported by a statistical analysis
demonstrating the need. If in fact there is evidence that a fair market for
insurance products doesn’t exist in Canada then please produce the numbers for
all to see. If there is evidence that the factors under consideration herein are
working to the detriment of the Canadian public then please put it forward for
intelligent discussion and debate. The matter before us is the subject of
supposition and hearsay.

Much is made about the need to protect the public but very little is given to
demonstrate that need.





1. Priority of the clients interests; an intermediary must place the interests of
policyholders and prospective purchasers of insurance ahead of his or her
own interests.

The sales process requires the presentation of options to the prospective
purchaser. It doesn’'t make any difference what the product is. The “intermediary”
in order to win the customers confidence in the transaction is bound by the
competitive market place to give the best possible price and coverage to the
purchaser. The rules of market conduct are already defined in the codes of
conduct enshrined by regulators and associations covering the individuals
engaged in the sale of insurance products and anyone found not conducting
business to that standard is already subject to censure and discipline. Do we
really need additional legislation in this regard?

2. Disclosure of conflict or potential conflict of interest: Consumers must
receive disclosure of any actual conflict or potential conflict of interest that
is associated with a transaction or recommendation.

Is there anyone naive enough in our capitalist society to believe that anyone they
ask to perform a service or provide advice to them doesn’'t have a personal
interest in the outcome of the transaction? Are all the people seeking advice on
the matters of insurance simply morons in need of a tight wrap of government
assistance to ensure that they are not taken advantage of? Does the ancient
principle of “Caveat Emptor” only apply to the many cans of soup available in the
grocery store or with respect to the choice of an automobile but not to the
reception and analysis of advice given to you in regards to your insurance
needs?

Is it necessary to disclose how we are remunerated on the services we provide?
Is it necessary to disclose how much we are remunerated on the service?

Is it necessary to disclose additional incentives provided by some companies?

Is it necessary to disclose those companies that don’t provide incentives?

Is it necessary to disclose that your business is owned by private individuals?

Is it necessary to disclose that an insurance company has an interest in your
company?

Is it necessary to disclose that the company you are recommending pays less or
more commission than another?

Is it necessary to disclose that contingencies based upon volume or experience
may be paid by one company or another that you are recommending?

Is it necessary to disclose a prize or award received for supporting one company
or another?

Is it necessary to disclose that you are not recommending one company or
another because the class of business isn’t acceptable to them.

Is there any other business where the need to disclose any of these issues is
even up for debate?





Still 1 remain unconvinced that any interference in this area will provide any
additional security to the buying public. Those in the business that put their
customer’s interests ahead of their own will be found through the fair practice of
the market place, not by the interference of regulations. It is part and parcel of
the competitive process, which always will produce the best result for the
consumer. The legal obligations of the agent will collect and protect those
situations where the process fails a customer, as the historical evidence currently
shows.

3. Product suitability: The recommended product must be suitable to the
needs of the consumer.

It is beyond comprehension why the regulators of the conduct of the participants
of this industry would want to take a position in this regard. We test the
individuals who want to be licensed to take part in the business, we demand their
continued education in the development and changes of the products they sell
and we demand that they obtain an Errors and Omission insurance cover and
meet a fiduciary standard to protect their customers and now we want to regulate
the suitability of the products they recommend? Will you warranty their suitability
too?

It would seem to me that if an insurance intermediary recommends a product that
doesn’t provide the protection needed by the customer that he/she would be in
violation of many regulations already requiring competency and further that their
legal obligations for this oversight would be of concern to their Errors and
Omission insurers.

May | suggest that the interests of the regulators ought to be to put intelligent
people aware of the rules of conduct and the needs of the market place, in front
of the buying public. Should they fail at their assignment; the market will of
course take care of them as will the existing regulations governing their conduct.

In Summary:

There has been no evidence given that the insurance market place in Canada is
currently not receiving proper representation by the people who sell insurance in
it.

The driving factor for this whole debate has come about as a result of the illegal
activities of a large insurance brokerage’s operations in the United States and the
response of an American regulator to that action. The end result of which has
been recorded as no Mia Culpa on the part of the brokerage but an agreement to
pay a large fine to end the investigation. No evidence has been given that such
activities occurred in Canada or even might occur in Canada yet we stand staring





over the abyss of the possibility that some actions might need to be taken to
prevent it from happening.

| remain one with my convictions and perceptions that this whole exercise has
been much ado about nothing and this last discussion has been one with a hope
that we find some meaning out of the ridiculous effort that came forth in the first
analysis.

From where | sit, | see no advantage to any additional regulation. 1 see no
additional protection to the buying public as a result of it. | do not see how any
changes will produce any differences in the way in which the market place
already reacts and | see an expansion of interference in the market place by the
regulators as a negative factor. This will come with costs and confusion to the
public and not without some consequence to those pushing for such changes.

Thank you for the opportunity to express my views.

Thom. C.J. Young
thom.young@landy.ca

CEO, www.landy.ca

CEO, Lundgren & Young Insurance Ltd.

CEO, Southland Registrations Ltd.

Director, The Independent Insurance Brokers Association of Alberta
Director, The Facility Association of Canada

Secretary, The Alberta General Insurance Council
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March 23, 2006

Ms. Carol Shevlin

Policy Manager (A)

CCIR Secretariat

5160 Yonge Street, Box 85
17" Floor

Toronto, Ontaric M2N 6L9

RE: Response to Recommendations in Consultation Paper: Managing Conflicts of Interest

Dear Ms. Shevlin,

We have read the IPRC’s report Managing Conflicts of Interest: A Consultation Paper on Enhancing and
Harmonizing Best Practices with great interest, and appreciate the substantial efforts represented by this
document. After reviewing the recommendations in detail, the Toronto Insurance Conference would like to offer

the following additional comments:

Recommendation #1 - "Priority of the Client's Interest":

The Toronto Insurance Conference fully supports this principle as essential and fundamental to our profession.
For P&C brokers in Ontario, the conceptis already firmly entrenched within the RIBO guidelines. Further,
ongoing continuing education obligations, such as those required by RIBO and other provincial regulators, form a
basis for maintaining a standard of “competence”, as referenced in the IPRC report. We suggest that these
principles, confirming the priority of the client's interest, and defining standards of professional training, should
apply equally for all P&C insurance intermediaries - brokers, agents, or any other individuals marketing product
lines for non-traditional vendors.

Recommendation #2 - "Disclosure of Conflict or Potential Conflict of interest”:

This recommendation closely parallels the disclosure and transparency practices already voluntarily adopted by
P&C brokers in Ontario in December 2004, and which the Toronto Insurance Conference has endorsed. Qur
collective experience has been that these protocols — disclosure of markets represented, commission rates for
various lines, markets offering the possibility of contingent commigsion income, and finally, any other ownership
or other financial links which could be seen as a conflict of interest ~ are working well.  As mentioned above, we
would again suggest that at least this level of transparency and disclosure should be required equally from all
forms of P&C intermediary.
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The recommendations also suggest one additional point of disclosure, with respect to a “significant volume of
business” placed with any one carrier. We feel that this additional information would not provide any further
benefit for the client's decision-making process, assuming that the other disclosure as oullined above had
occurred. Further, it could be difficult to define 'significant’, as a particular premium veolume in one brokerage
would not represent the same proportion in another.

Recommendation #3 - "Product Suitability":

With the implementation of Recommendations #1 and 2 above, the Toronto insurance Conference questions
whether there is any necessity for additional regulation or protocol. It is perhaps true that a demonstration of
product suitability could indicate that an intermediary had not acted against a client's interest; neverheless, we
question whether this demonstration could be implemented, regulated, documented and monitored without
creating an onerous bureaucratic burden which would be of limited value to the customner. Certainly we find that
our clients, who are generally Knowledgeable commercial insurance buyers, are already well aware of, and very
frequently thoroughly involved in, the process of reviewing and comparing proposals. As an industry we should
be wary of creating unnecessary administration, which would diminish the amount of time available for serving the
clients’ needs.

The Toronto Insurance Conference would like to suggest instead that f Recommendations #1 and #2 are

implemented, then clients will be both well-protected and well-informed, regarding any possible conflicts of
interest. Further layers of regulation would be redundant, and likely counter-productive.

We wish to thank the IPRC for providing us with the opportunity to be involved in this consultation process, and
we look forward to the release of your final recommendations.

Sincerely,

The Toronto Insurance Conference

ose, BA, CIFE’

President






