Multiple files are bound together in this PDF Package.

Adobe recommends using Adobe Reader or Adobe Acrobat version 8 or later to work with
documents contained within a PDF Package. By updating to the latest version, you'll enjoy
the following benefits:

- Efficient, integrated PDF viewing
- Easy printing

« Quick searches

Don’t have the latest version of Adobe Reader?

Click here to download the latest version of Adobe Reader

If you already have Adobe Reader 8,
click a file in this PDF Package to view it.



http://www.adobe.com/products/acrobat/readstep2.html


Advocis
350 Bloor Street East, 2nd floor
Toronto, Ontario M4W 3W8

= T 416.444.5251
Advocis®
F 416.444.8031

www.advocis.ca

VIA E-MAIL
March 9, 2004

Ms. Maria Policdli

Policy Manager

CCIR Secretariat

5160 Y onge Street, Box 85
17th Foor

Toronto, Ontario

M2N 6L9

Dear Ms. Policdli:
Re: Referral Arrangements

Advocis is the result of the merger of the Canadian Association of Insurance and Financid
Advisors with the Canadian Association of Financid Planners. We are pleased to provide our
comments on the January 2004 Discusson Peper concerning Referrd Arrangements prepared by
the License Congderations Committee of the Canadian Council of Insurance Regulators.

Advocis recognizes that certain referrd arrangements may play an important role in expanding
the market for insurance and in hdping consumers understand the benefits of insurance and
financd planning. At the same time, we bdieve tha it is vitd that dients be fully informed that
persons meking referrds sand to gain financially, that they are protected from receiving advice
from unqudified persons and that their persond information is respected. It is ds0 essentid that
consumers be protected from potentid conflicts of interest that might arise from such referrd
arrangements.

Our comments on “Parties to Referrd Arrangement” under Part IV of the Discusson Paper fdl
into two categories: referral fees based on a percentage of the commission generated from the
referra  (commisson splitting) and referra fees caculaied in some other manner.  Where a
referra fee is to be based on commisson splitting, Advocis is of the view that the person making
the referrd, to whom the fee is to be pad, should be the holder of a life insurance licence.
However, where the fee is not @culated as a percentage of commission, we support the first of
the two options put forward by the CCIR in the Discusson Pgper, which would dlow a referrd
feeto be paid to any licenced financia service provider.
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We support disclosure to the client by the person paying the referra fee (before concluson of the
transaction and payment of the fee), athough we see no need for disclosure of the actua amount
of such fee or the way in which it is cdculated. However, our view is tha such disclosure
should be in writing.

In addition, it is important that agents should be made aware of the provisons of the Personal
Information Protection and Electronic Documents Act. In particular, atention must be paid to
the Act's requirements relating to disclosure of the uses to which a dient’s persond information
will be put.

Findly, we would like to stress how important we believe it is that a common set of rules should
aoply to referd arangements in al Canadian jurisdictions and for both mutud funds and
insurance products.

On behdf of Advocis, its 17,000 members and 50 chapters across Canada, thank you for
extending this opportunity to present our comments.

Yoursvery truly,

Beverly Brooks, MA, MBA
Vice Presdent, Public Affairs

™ Trade-mark of The Financial Advisors Association of Canada carrying on business as Advocis.






#301, 250 Consumers Road
Toronto, Ontario

M2J4V6

Td: 416-773-0101

Fax: 416-495-8723

March 4, 2004
Mr. 3m Hal
Chair, License Congderations Committee and Chair,
CCIR
Referral Arrangements
Dear Mr. Hdl

| am writing on behdf of CADRI in response to your discussion paper of January 2003
entitled “ Referral Arrangements’.  CADRI represents Canadian insurance companies
that use direct response methods to distribute property and casudty insurance products
directly to the Canadian public. CADRI members are at the forefront in the application
of technology to the insurance saes process, which benefits consumers through faster and
more convenient service.

CADRI believesthat referras are an important part of networking arrangements. We
believe that consumerswill be better served if clients with insurance needs can be more
readily identified. We note in the paper (page 3) that “the regulatory proposal that will
come out of this exerciseis meant to be amode for adl jurisdictions using the LLQP
gandard’. Whilethe LLQPisalife industry sandard, we would hope that any
recommendations permitting referrd arrangements would include the property and
casudty busnessaswell. For ease of reference, this letter will follow the order of the
regulatory options noted in the discussion paper.

Parties to Referral Arrangement

One issue under consideration is whether or not to alow referrals generdly or restrict
referrad arrangements to regulated financid ingtitutions only. CADRI supports alowing
referrals from many sources such as other satisfied customers, professionas (eg lawyers,
accountants) or from service providers such as car deders. We do not see the need to
regtrict referrals to regulated financid inditutions. One concern isthat restricting
referrds would likely force referrd activity “underground” when it should be part of a
regular competitive market. Restrictions on referral arrangements would require clear
definitions to determine what is and is not areferra arrangement that is subject to
regtriction. There can be many forms of arrangements. One arrangement might be a
recommendation with no compensation. Another Situation may have the insurance agent






taking the referring party to a sporting event or dinner, or there could be a defined formd
referrd arrangement with a specified payment. 1t would be very difficult to define and
monitor which arrangements should be permitted and which should not be permitted.
CADRI believesthat it isimportant to alow for awide scope of networking to reach
potentia dlients. Having alicensed intermediary handling the resulting insurance
transaction protects the potentia client’s interest.

Disclosure

Where amonetary referra feeisto be paid, disclosure is the best means of ensuring that
the customer is made aware of any potentia conflict of interest. CADRI recommends
that disclosure be required where the referra is paid, prior to the transaction. .

With respect to form of disclosure, CADRI recommends that disclosure of areferrd fee
should be provided verbadly. It isnot feasble to require that this be audio recorded. Not
al insurances sales over the telephone are subject to recording and to require this for
referra feeswould be a costly process.

The disclosure should indicate the parties to the disclosure arrangement and the fact that a
fee has been paid.

Feelevds

With respect to the size of areferra fee, CADRI recommends that no regulatory limit be
established. The fee amount should be appropriate to the business transaction and subject
to market forces. It was noted that this might be necessary for regulators to investigate
whether referrd fees were paid to unlicensed individuads.  Given our position that the
referrd is permitted from an unlicensed party, and that the activity of the licensed agent is
being performed by the intermediary receiving the referrd, there is no consumer

protection reason to place a cap on the fee to be paid to the referring party.

Record keeping

Aswe have noted earlier, many referra arrangements can be very informd. It therefore
makesit difficult to require formal written agreements to be established prior to referrd
arrangements taking place. Financid records of referral fees paid should not be
specificdly required for insurance regulatory purposes. It was noted that this might be
necessary for regulators to investigate whether referra fees were paid to unlicensed
individuas. As CADRI supports the paying of referra feesto unlicensed parties, this
purpose is no longer needed. It should be noted however that dl parties paying and
receiving feeswill continue to be required to maintain records for income tax purposes.

In summary, CADRI is very supportive of amove that would dlow referrds of insurance
business from avariety of sources. We fed the professonaism of the agent fulfilling the
contract will provide the necessary consumer protection. We therefore recommend that
the regulatory regime be made as smple as possible to keep costs of compliance and





monitoring to areasonable level. We very much gppreciate being given the opportunity
to comment on this matter.

Yourstruly,

Andrew Rogacki
Presdent






Canadian
Association of 255-55 St. Clair Ave West

Toronto, Ontario M4V 2Y7
Telephone: (416) 494-9224

——— Fax: (416) 967-6320
fﬁr}gﬁﬁnlc%muuons Email: cafii@cafii.com

March 5, 2004

Mr Jim Hall

Chair, Licensing Considerations Committee
Chair, CCIR

5160 Yonge Street

Box 85, 17" Floor

North York, ON

M2N 6L9

Re Referral Arrangements Discussion Paper, January 2004
Dear Mr Hall

CAFII appreciates the opportunity to provide input to your committee regarding potential
revisions to rules pertaining to referrals. CAFII supports liberalizing referral
arrangements as a way to continue the dynamic evolution of the financial services
environment. As you have noted in your covering letter to industry, with the recent
adoption of LLQP, “the full Life License Qualification Program (LLQP) should not apply
to certain types of financial services intermediaries, as for example, securities registrants
transacting segregated fund business”. With the more stringent LLQP standard now
required for licensing, it becomes increasingly unlikely that securities registrants will
obtain a life license strictly for the purpose of being able to make referrals. This will
mean that, without the proposed revisions, options presented to clients may be limited.
British Columbia, in its recent financial services review, is proposing to liberalize rules
around provincially-regulated financial institutions’ insurance powers. For these reasons,
it would be appropriate for insurance legislation to be flexible enough to permit referrals.
Clients’ interests can be protected in referral arrangements and will likely be further
enhanced with the opportunity to be served by being offered a broader range of insurance
products to meet their needs.

For ease of reference, we will comment on policy options for referral arrangements in the
order in which they are presented in the discussion document.

Parties to Referral Arrangements
CAFII supports the removal of license requirements for intermediaries to make

referrals. The power to refer should not be restricted to regulated financial
services providers only. CAFII feels that it is important to allow referrals to come





from a broad range of sources so as to ensure that consumers will receive the
necessary insurance coverage. Once the consumer has been referred to an
insurance agent, the agent will be responsible for all insurance advice given to the
client. Any potential conflict of interest can be handled by disclosure to the client.

Disclosure

Who and When to Disclose

CAFII supports having disclosure of a fee payment made by the intermediary who
pays the fee, prior to the insurance transaction taking place. CAFII does not
think that the referring party should be required to also make disclosure, as this
will create a duplicative disclosure process.

How to Disclose

Whether a transaction takes place in a call center or in person, it should be
acceptable that disclosure be verbal. It should not be necessary to have the
disclosure recorded. It should suffice that the sales process or telephone call
center has a procedure or script that includes the disclosure of a referral fee. It
should be noted that in the usual course of business, not all transactions in a call
center environment are recorded. CAFII would also like to add that if a policy of
written disclosure should go forward, it would unfairly discriminate among
differing distribution channels.

What Information to Disclose

CAFII members feel that it is appropriate to disclose that a fee is being paid for
the referral and to whom it is being paid. It is not necessary or advisable to require
that the amount of the fee be disclosed. The mandatory disclosure of a fee alerts
the customer to any potential conflict of interest. The customer can then make
further enquiries into the arrangement, calculations or fee amount as required.

Restriction on Fee Levels

CAFII recommends that there should not be a regulated restriction on the amount
of a referral fee or a cap placed on the percentage of a referral fee. The fee should
be determined by the particular circumstances of the referral arrangement. The
stated purpose of restricting the fee is to ensure that the referring person is not
acting as an agent without a license. This is already prohibited in legislation.
Furthermore, it may be that the referring party is not a licensed intermediary. We
feel it gives the client sufficient protection to have a licensed intermediary
responsible for the insurance transaction.

Record Keeping
CAFII does not support requiring record keeping on referrals. CAFII also

recommends against requiring that written agreements be made and kept on file.
There may be many referrals that are informal or irregularly occurring where the





burden of record keeping would unduly inhibit the potential pool of referees,
restricting customers’ exposure to insurance products. Furthermore, this would
make it more difficult for referring parties to change to different insurance
intermediaries that may be better suited to the client.

We further do not support requiring that accounts be kept identifying the amount of
the referral fee of each transaction. This information will already be required for
income tax filing.

In summary, CAFII is supportive of allowing referrals more broadly. We believe that
this sort of networking arrangement should be encouraged as a part of doing business
efficiently and of ensuring that customers are offered a broad range of products. We feel
that the best regime is one that allows referrals in a very simplified regulatory framework.
We agree that if a fee is paid, then the client must be informed, in order to avoid conflict
of interest. The insurance representative will be in a position to provide appropriate
insurance products to the client. Any further complications of the process may add
greatly to the cost of compliance to industry and cost of monitoring to regulators.

CAFII appreciates the opportunity to provide input to this consultation. We would be

very pleased to discuss this response with you.

Yours truly,

Oscar Zimmerman
Chair






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

Le 4 mars 2004

Madame Maria Policelli
Directrice de politique
Secrétariat du CCRRA
5160, rue Yonge, 17° étage
Toronto ON M2N 6L9

Madame,

Au nom des sociétés membres de I'’Association canadienne des compagnies d’assurances de
personnes (ACCAP), j'aimerais par la présente vous soumettre des observations concernant le
document de discussion sur les dispositions en matiere d'aiguillage qu'a publié le Conseil
canadien des responsables de la réglementation d’assurance (CCRRA). J'aimerais aussi
féliciter le CCRRA de recourir au processus consultatif en vue de trouver une fagon
d’harmoniser, a I'échelle du pays, les exigences réglementaires applicables aux honoraires
d’aiguillage.

L’ACCAP, fondée en 1894, est une association a adhésion libre dont les membres détiennent
guelque 98 p. 100 des assurances vie et maladie en vigueur au Canada. L’industrie canadienne
des assurances de personnes protege environ 23 millions de personnes au pays et prés de

19 millions a I'étranger. Au Canada, elle verse 42 milliards de dollars par année sous forme de
prestations, ses placements se chiffrent a prés de 280 milliards de dollars, et elle emploie
directement quelque 119 000 personnes.

Tout d’abord, trois commentaires d’'ordre général seraient utiles pour éclairer le contexte dans
lequel sont formulées nos observations sur les options proposées.

e Comme il est précisé dans le document du CCRRA, les dispositions en matiére
d’aiguillage sont une composante déterminante des fonctions de commercialisation et
de distribution de I'assurance. Les contacts qu’établissent les intermédiaires d’assu-
rance vie avec des clients contribuent fortement & sensibiliser ceux-ci a I'importance de
I'assurance et aux mesures pouvant étre prises pour assurer leur sécurité financiére.

¢ Le document de discussion n’établit pas de distinction nette entre deux types d’activités
d’aiguillage pourtant fort différents, a savoir, d’'une part, le réseautage par les
intermédiaires vie dans le but de repérer des clients éventuels et, d'autre part, les
ententes plus officielles visant I'aiguillage de personnes qui sont déja des
consommateurs de services financiers. Le document semble viser principalement les
activités du second type, sans toutefois exclure expressément celles du premier type.
Les assureurs de personnes estiment qu'il est trés important d’éviter de traiter ces deux
types d’activités comme s'ils étaient identiques.

1, rue Queen Est 1 Queen Street East
Bureau 1700 Suite 1700

Toronto (Ontario) Toronto, Ontario
M5C 2X9 M5C 2X9
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o Le document décrit les risques que les restrictions proposées en matiére d’aiguillage
visent a contrer, sans toutefois donner de précisions sur les cas d’abus qui se
produiraient a I'heure actuelle. Les risques cités, qui touchent le fait de donner des
conseils sans y étre autorisé, les conflits d'intéréts et la divulgation de renseignements
personnels, sont déja traités dans des lois, des réglements et des codes de conduite. Si
abusily a, il y a de fortes chances qu'il découle de la non-conformité aux régles en
vigueur, et il n’est pas certain que des restrictions supplémentaires apporteraient une
solution efficace au probléme.

Parties liées aux dispositions en matiére d’aiguillage

Comme nous I'avons mentionné ci-dessus, les dispositions en matiére d’aiguillage sont de deux
types bien différents. En ce qui concerne le repérage de clients éventuels au moyen du
réseautage, ou I'une des parties ne fait que fournir a I'autre (I'intermédiaire) un nom et une
adresse moyennant des honoraires fixes non conditionnels a la souscription d’un produit,
aucune restriction ne devrait exister quant a savoir qui peut aiguiller des clients et toucher des
honoraires. Toutefois, lorsque les honoraires (qu'il s’agisse d’honoraires fixes ou d’'un
pourcentage) sont conditionnels a la souscription d’'une police d’assurance, la personne
touchant les honoraires devrait étre un fournisseur de services financiers autorisé.

Divulgation

La Loi sur la protection des renseignements personnels et les documents électronigues
(LPRPDE) exige que soient communiquées les fins auxquelles les renseignements sont
recueillis. L'une de ces fins est l'aiguillage. Prenons un exemple courant : I'agence
d’assurances IARD qui aiguille un client vers une agence d’assurance vie. Dans un tel cas,
I'agence d’'assurances IARD est tenue d'aviser le client de sa démarche, ce qui fait que des
mesures supplémentaires concernant la communication de renseignements seraient superflues
et ne devraient pas étre imposeées.

La communication de renseignements par écrit ne devrait pas étre exigée. Lorsqu’un
intermédiaire rencontre un client, il lui remet d’habitude quantité de documents (dépliants sur les
produits, contrats détaillés, etc.). Plutét que de lire cette documentation, de nombreux clients se
fient & l'intermédiaire pour leur dire ce qu’ils doivent savoir. L'intermédiaire devrait avoir le
pouvoir de déterminer quelles mesures doivent étre prises pour documenter les renseignements
gu'’il communique.

Le fait de préciser que des honoraires d’aiguillage sont versés, ainsi que par qui et a qui, est
suffisant. Au moment ou I'intermédiaire mentionne les dispositions en matiére d’aiguillage, le
client est libre de demander plus de précisions, notamment sur la fagcon dont sont calculés les
honoraires et leur montant exact.

Restrictions concernant les niveaux d’honoraires
En général, aucune restriction ne devrait s’appliquer au montant des honoraires ni a la fagon

dont ils sont calculés. Cette décision devrait étre prise par les parties liées aux dispositions en
matiere d'aiguillage.





Tenue de dossiers

L’intermédiaire partie a des dispositions en matiére d’aiguillage comptabilise les honoraires qui
lui ont été versés aux fins de I'impdt sur le revenu. En ce qui a trait a la tenue de dossiers,
aucune autre exigence particuliére aux dispositions en matiére d’aiguillage ne devrait étre
imposée.

Permettez-moi encore une fois de vous féliciter au nom des sociétés membres de 'TACCAP
pour linitiative que vous avez amorcée. Je me tiens a votre disposition pour discuter de ce qui
précéde avec vous.

Veuillez agréer, Madame, mes salutations distinguées.

Le directeur général,

- -~
G

Peter B. Goldthorpe
Réglementation du marché

1e040304pg






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

March 4, 2004

Ms. Maria Policelli

Policy Manager

CCIR Secretariat

5160 Yonge Street, 17" Floor
Toronto, ON

M2N 6L9

Dear Ms. Policelli:

On behalf of member companies of the Canadian Life and Health Insurance Association (CLHIA), |
am writing in response to the Canadian Council of Insurance Regulators’ (CCIR) discussion paper on
Referral Arrangements. CCIR is to be commended for undertaking this consultation and for
endeavouring to find an approach that will harmonize regulatory requirements for referral fee
arrangements across the country.

The CLHIA, founded in 1894, is a voluntary association with member companies accounting for
some 98 per cent of the life and health insurance in force in Canada. The Canadian life and health
insurance industry protects about 23 million Canadians and almost 19 million people elsewhere in the
world. Within Canada, it makes $42 billion a year in benefit payments, invests almost $280 billion
and provides employment directly to about 119,000 Canadians.

By way of introduction, three general comments are necessary to provide a context for the responses
to specific options that follow.

e First, as the CCIR paper notes, referral arrangements are a critical component of the
marketing and distribution of insurance. Client contact initiated by life agents makes a
substantial contribution to building awareness of the need for insurance and measures that can
be taken to provide financial security.

e Second, the discussion paper does not clearly distinguish between two fundamentally
different types of referral activity. One of these is informal networking by life agents to
generate leads and the other is more formal arrangements to refer individuals who are already
receiving financial services. While the focus of the discussion paper appears to be on the
latter, the former is not explicitly excluded. Life and health insurers are strongly committed
to the view that the two should not be treated as being identical.
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e Third, the paper describes potential risks against which the restrictions on referral
arrangements are intended to safeguard but does not present any evidence that abuse is
actually occurring. These risks, providing advice without a licence, conflict of interest and
releasing personal information, are already addressed in legislation, regulation and codes of
conduct. If abuse does exist, it would seem most likely that it is a result of non-compliance
with these current requirements and it is not clear that additional restrictions would provide an
effective remedy.

Parties to Referral Arrangement

As noted above, referral arrangements fall into two fundamentally different categories. For lead
generation through informal networking, where the party making the referral is simply providing an
agent with a name and address and receiving a flat fee that is not contingent on an actual sale being
made, there should be no restrictions on who may make the referral and receive such a fee. In
situations where the party making the referral receives payment (either flat fee or percentage) that is
contingent on the sale of an insurance policy, however, the party receiving such payment should be
required to be a licensed financial services provider.

Disclosure

The Personal Information Protection and Electronic Documents Act requires disclosure of the ways
in which personal information will be used. One such use is referral. Thus, to cite an example where
referrals are commonly made, a general insurance agency that refers clients to a life agency would be
required to disclose this practice to its clients. With this disclosure, the individual being referred is
aware of the referral arrangement so further disclosure is unnecessary and should not be required.

Written disclosure should not be required. In a typical meeting, clients are receiving a large amount
of written material ranging from product brochures to detailed contracts. Rather than read this
material, many clients will rely on the agent to tell them what they need to know. The individual
agent making disclosure should have the discretion to determine what measures are required to
provide evidentiary documentation of the disclosure.

It is sufficient to simply disclose the fact that a referral fee is being paid and the names of the parties
paying and receiving the fee. As the agent is disclosing the referral arrangement, the client is free to
ask for additional details about the payment, how it is calculated or the exact amount.

Restriction on Fee Level

In general, there should be no restrictions on the amount of the fee or how it is calculated. Rather,
this should be a private business decision between the parties to the arrangement.





Recording Keeping

Agents in a referral arrangement will keep records of the payments for income tax purposes. There
should be no additional record keeping requirements unique to the referral arrangement.

Once again, on behalf of CLHIA’s member companies, | want to commend CCIR for this initiative. |
would be pleased to discuss these matters with you further at your convenience.

Sincerely

- -~
G

Peter B. Goldthorpe
Director, Marketplace Regulation Issues






March 4, 2004

Ms. MariaPolicdli

Policy Manager

CCIR Secretariat

5160 Y onge Street, Box 85,
17th Floor

Toronto, Ontario M2N 6L9

Re  Responseto CCIR Discusson Paper on Referral Arrangements
Dear Maria,

| am writing to you in response to CCIR's recent Discusson Pegper on Referd
Arrangements. We have had an opportunity to review the proposed arrangements, and agree
with CCIR that issues surrounding consumer protection and the referral process should be
addressed.  In generd, IBC is supportive of initigtives to remove obdacles that impede
competition and innovation in the indudry as wel a harmonize regulaion across
jurigdictions. We believe that the P&C indudry is digtinct, compared to other indudtries in
Canada's financid services sector and that regulatory and other public policy initiaives
should reflect thisfact.

Unfortunatdly, we have had some difficulties in identifying the issues as they pertain to
Property and Casudty Insurance, because of the generd nature of the paper. May
fundamentd differences exig in P&C Insurance with respect to Life Insurance and the
Mutua Fund sector (commonly mentioned throughout the paper). For example, P&C
Insurance policies have dgnificantly shorter time spans than Life Insurance policies ad
Investment plans and do not provide a payback to consumers during or a the end of the
contract. As a result, the sze of referd fees (as a reflection of the financid sze of the
policy or invesment) can be dgnificantly different, making it difficut to compare consumer
protection iSsues across sectors.

At this time we are unable to present a forma opinion regarding the paper in its current date,
however, as discussons progress, we would welcome the opportunity to provide further
advice. Aswe receive further feedback from our members, we will forward it to you.

Sncerdy,

Jane Voll
Vice Presdent & Chief Economist
Insurance Bureau of Canada






Ms. Maria Policelli

Policy Manager

CCIR Secretariat

5160 Yonge Street, Box 85
17th Floor

Toronto, Ontario

M2N 6L9

5 March 2004

Re: Referral Arrangements: A Discussion Paper prepared
by the License Considerations Committee
of the Canadian Council of Insurance Regulators (CCIR)

Dear Ms. Policelli,

We the undersigned, represent several member firms of the Investment Dealers
Association of Canada (“IDA”). The dealers offer insurance products and services to
their retail clients through financial services subsidiaries. Many of the securities
registrants employed at the dealers are duly licensed; they also hold insurance licenses.

The comments that follow are provided by certain members firms who participate on the
Insurance Sub-Committee of the IDA’s Retail Sales Committee and the Insurance Sub-
Committee of the Compliance & Legal Section.

Representatives of both Sub-Committees have had the opportunity to meet with Paul
Braithwaite and Michael Stewart at the offices of the Financial Services Commission of
Ontario. We are writing to summarize and, to some extent, supplement the comments
provided during the course of that meeting.

General Comments

We are generally very supportive of this proposal to permit referral fee arrangements.
As IDA Member firms, many of our clients have reached — or will soon reach - the age
where a fundamental change in their financial goals and objectives occurs. As our
clients age and approach retirement, their focus changes to preserving the wealth they
have acquired and, eventually, to transferring that wealth to their families and
communities.

Our advisors are called upon to develop a profound understanding of the needs and
objectives of our aging clients and to recommend appropriate services and solutions. In
this context, we view referral fee arrangements as the means to a very important end:
the fulfillment of our clients’ insurance needs.





Specific Comments

Parties to Referral Arrangement

The CCIR seeks comments on the two options:

1. Restrict referrals to regulated financial service providers only
2. No restriction on who can make referrals

We do not believe that there should be restrictions on who can make insurance
referrals. From a policy perspective, individuals — whether regulated financial service
providers or otherwise — who make insurance referrals, would be subject to the
applicable insurance legislation. In particular, any person who engages in the activities
of an “agent” (for example by soliciting insurance) without being licensed could be
subject to sanction.

Moreover, we are concerned that restricting referrals to those that originate from
“regulated financial service providers” might exclude a number of qualified individuals,
many of whom are employed within multi-disciplinary financial services firms.

For example, many professionals employed within our firms provide such services as
tax advice and will and estate planning to clients. They would seem a logical source of
insurance referrals.

Similarly, while the activity of financial planning is largely unregulated at present,
financial planners would be a logical source of referrals for insurance licensed
individuals.

Disclosure

The options being considered are:
1. Disclosure to the customer only by those who have paid areferral fee,
disclosure being prior to the transaction or delivery of service

2. Option 1 and in addition, disclosure by those who those who receive
referral fees

We feel that the focus here ought to be on the timing of the disclosure to clients and not
on the individual(s) providing the disclosure. Disclosure should be provided to clients
prior to the transaction.





From a practical standpoint, we would prefer to incorporate this disclosure into that
which is otherwise provided to clients, e.g. at account opening and / or upon the
commencement of discussions with a financial services subsidiary of one of our firms.

In practical terms, we would be in the best position to monitor compliance with a rule
that required the licensed insurance agent, an employee of one of our related
companies, to provide disclosure.

How to Disclose

The options in regard to how to disclose are:

1. Written disclosure only

2. Written disclosure except for telephone meetings. Verbal disclosure in
this case would need audio recorded evidence

Where practical, written disclosure would be preferable, however, option 2. might
provide more flexibility and thereby accommodate different business models.

What Information to Disclose

CCIR considers the following as the main options as to what to disclose:
1. Reason for payment or potential payment and name of the parties
receiving and paying the fee

2. Option 1 and in addition, the amount of the fee or how to calculate it

We do not consider that the amount of the fee would be relevant. Clients should only
be informed that a referral fee arrangement exists without information with respect to
the amount of the fee or the manner in which it would be calculated.

Restriction on Fee Levels

Comment is sought on the following options:
1. Permit percentage fees and other payment based on the sale of a policy
2. Option 2 but with cap on fee percentage and fee amount

We are encouraged by the fact that the CCIR has not sought to distinguish between
referral fees that are based on a flat fee and those based on commissions ("commission
splitting"). We do not believe that the manner by which the quantum of the fee is
calculated raises any additional concerns.

Our financial services subsidiaries will be subject to record keeping requirements for
insurance referrals. These records will be subject to review by internal compliance staff.
Ultimately, it will be open to insurance regulators to call into question any referral fee
arrangements that do not appear, on their face, commercially viable.





Further, where the individual providing the referral is employed by one of our firms
(whether registered or not), compliance policies and procedures will be in place to
ensure that his / her activities do not constitute in whole or in part, acting as an “agent”.

Record Keeping

The options regarding record keeping are:

1. Require that a written agreement be made and kept on file

2. Require that accounts be kept identifying the amount of the referral fee
related to a transaction

3. Options one and two

4. No record keeping requirements

Consistent with the approach in the province of Quebec, the dealers would set out the
referral fee arrangement(s), in broad terms, within an agreement between the entity that
would be the source of the referrals (e.g. the investment dealer) and the entity that
would ultimately engage in the placement of insurance (e.g. the financial services
subsidiary of the investment dealer).

A commission sharing register could document those transactions in respect of which a
referral fee was paid. A flexible approach is recommended,; this record —keeping
requirement could be satisfied by an entity that has the capability of generating such a
record, as required.

We, the undersigned, thank you for the opportunity to comment on these proposals.

Sincerely,

Assante Estate and Insurance Services Inc.
BMO Nesbitt Burns Financial Services Inc.
CIBC Wood Gundy Insurance Services Inc.
Raymond James Financial Planning Ltd.
RBC DS Financial Services Inc.

Scotia Capital Inc.

TD Life Group






Independent Financial Brokers

‘Courtiers Indépendants en

Sécurité Financiére

April 5, 2004

Ms. Maria Policdli

Policy Manager
CCIR Secretariat
mpolice @fsco.gov.on.ca

Dear Ms. Policelli:

Thank you for your letter of January 23, 2004 enclosing your consultation paper on
Referrd Arrangements.

We have read the Paper with interest. We believe that the committee has considered the
relevant aspects of the issues involved here.

In considering the matter of referra fees, we note you have made the ditinction between
referrd fees and commission splitting (where afee isto be paid on the basis of a
percentage of the commission generated). We believe that thisis an important digtinction
which isrelevant in consdering thisissue. It isaso currently a source of confusion to
many in the industry.

Networking is an important aspect of the life insurance industry. Generdly, IFB members
fed that there should be no redtriction on who can make referrds to brokers in return for
which they might receive aflat fee, which does not relate to the successful completion of
asde or other contingency. However, in the Situation where there is an arrangement for a
split of the commission on a contingent bad's for more than anomina amount, our
members believe that such activity should be restricted to those who are “regulated
financid services providers'.





Asthe paper points out, privacy legidation, which became effective on January 1, 2004,
mandates that there be authorization by the subject person to areferrd of hisher persond
information — including name and contact information. Assuming such authorizations, we
believe that disclosure of areferra fee should only be required in the second Situation as
set out above — where there is a contingent arrangement for such referrd fee. Where there
isto be such disclosure, our members believe that disclosure by the person paying the
referrd fee should be sufficient.

The nature of such disclosure should be in writing, including where contact is made via
telephone meetings. In this latter case, we suggest that the requirement for audit purposes
need only be arecording of the event in the form of awritten note.

Ontheissue of “what to disclose” our members believe that what should be disclosed is
the reason for payment and the names of the parties receiving and paying the fee.

IFB is of the view that, percentage fees and other payments based on the sale of the
policy should be alowed, but with a cap on fee percentage and fee amount.

In regard to record keeping, we fed that it would be appropriate for regulators to require
that accounts be kept identifying the amount of the referrd fee related to a transaction.

We gppreciate the opportunity to have submitted our comments to you, and will be
pleased to discuss them with you. Please fed free to contact me by phone (888) 645
3333, fax (888) 424-2359, or email jaw@ifbc.ca.

Sincerdly,

i/

Executive Director






From Dave MacFadyen <dave. macfadyen@ng. ca>

To: <npol i cel @sco. gov. on. ca>
Dat e: 2/ 18/ 04 7:43PM
Subj ect : Ref erral Arrangenents

Dear Ms Policelli

| read in a recent CCH publication about your conmittee's work on referra
fees and would like to offer ny perspective on the matter. | ama |icenced
i nsurance agent as well as a licenced nutual funds registrant and live in
Monct on, NB

It seens to ne after reading your paper that there are two types of
circunstances where referral fees m ght be considered:

1) Areferral fromtine to time based upon the denopnstration of conpetence

2) Referrals as a portion of another (possibly related) comercial enterprise

Ci rcunst ance nunber one represents the traditional nethod of insurance agents
devel oping a clientell e based upon the denpnstration of good work. | have
never personally paid a referral fee in this circunstance, nor do | know of
this being a cormon practice by other licenced agents. It is comopn, however
to offer sonmething of nom nal value as a sign of appreciation ( purchase
lunch, buy theatre tickets, etc.) If there is sone desire to pay a referra

fee in this circunstance, it would nore likely be a flat fee, not a percentage
of the conmi ssion generated by a subsequent transaction. Paying a flat feee
woul d be the equival ent of purchasing a |ist of nanmes which would seem
reasonabl e even though I would prefer to discourage the practice.

Circunst ance nunber two woul d appear to be the type of arrangement which is
behi nd your current exanmi nation of the issue. To foster and encourage a
commercial enterprise by allow ng the paynent of conmmission ( which is the
only reasonable way to characterize a fee calculated as a percentage of a
commi ssion) to a non licenced individual or corporation would seemtotally

i nappropriate. Conmi ssions vary by the anpbunt and conplexity of the financia
product and are a proxy (al beit inexact) to recognize the know edge and skil
of the agent in identifying the need of the client and inplenenting the
appropriate solution. Providing the referral, on the other hand, is the sane
task regardless of the conplexity of the situation or product recommended, and
shoul d only be conpensated by a flat anount.

The desire by the licenced representative to pay a percentage of the

conmi ssion would indicate a business relationship between the two parties or a
recognition by the licenced representative that the person who provided the
referral actually convinced the client to take action and therefore be
conpensated for nore than just the provision of the nane. The comercia

nature of the arrangenent woul d therefore suggest that the receipt of a
percentage of the commission (a comrmission in itself) should be restricted to
licenced registrants.

I hope these coments are of sone assistance. If you would like to discuss the
matter further, | would be pleased to and can be reached at 506-863-6400

Si ncerely, Dave MacFadyen






401 Bay Street, Suite 1200, Box 45, Simpson Tower, Toronto, Ontario M5H 2Y4
Telephone: (416) 365-1900 or 1-800-265-3097 Fax: (416) 365-7664

ribo

Registersd Insurance Brokers of Ontario

April 5, 2004

Ms. MariaPolicdli
Policy Manager

CCIR Secretariat

5160 Y onge Street

17" Floor, P.O. Box 45
North York, Ontario
M2N 6L9

E-mal: mpolicd @fsco.gov.on.ca

Dear Maria

RE: CCIR Discusson Paper on Referral Arrangements

Thank you for the opportunity to forward our comments regarding the Discussion Paper on
Referrd Arrangements. We have no objection should you wish to make our comments
avallable publicly, as part of the consultation process.

Our comments or preferences on the options for discussion will reflect current RIBO policy on
referral arrangements. We will indicate our preference to the options upon which you are
seeking comment, in the order presented in the Discussion Paper. Our comments will follow.

By way of preamble, current RIBO policy permits the payment of referrd fees between
registered insurance brokers and regulated financia service providers (with noted exceptions),
with prior written disclosure to the client and express consent of that client in writing, prior to the
referral being made. The amount of the fee and the method of caculation are business decisons
for the broker and are not regulated.

Our referrd arrangement policy can be found in eectronic format on our website,
www.ribo.com on page 3 of our “Marketing Guiddines’, found under the Section entitled
“Broker Resources’.

A downloadable copy of our written disclosure and client consent form is dso available there.





DESCRIPTION OF OPTIONS

Partiesto Referral Arrangements

1.

RIBO recommends that referrds be restricted to regulated financid service providers
only, subject to permitting an exemption by discretion, in gppropriate cases.

RIBO agreesthat individuas should not be required to be dudly licensed, for the sole
purpose of making an insurance referrd arrangement. RIBO adso agrees that the parties
should be redtricted to regulated financia services providers only subject to a couple
exceptions as noted.

RIBO has had a number of problems with unlicensed individudss attempting to set
themsdlves up in business as “ consultants’, that charge consumers afee for no other
service than amply referring them to an gppropriate insurance broker to obtain
coverage. These*consultants’ in turn make an arrangement with a brokerage for a
“referra feg” for each prospect they send to the brokerage.

This scheme has occurred a number times, in the greater Toronto area. RIBO has
steadfastly acted to stop this practice where we discover its existence. We take action
agang the individua doing this on the basis that RIBO requires *insurance consultants’
to be licensed brokers, but we also have jurisdiction to go after any brokerswho are
part of these arrangements because fees to non-regulated financia service providers are
not permitted. We consider such jurisdiction to be an important regulatory tool for
public protection.

Note: We make an exception to the “regulated” financia service provider redtriction
for network arrangements with providers of servicesthat are beneficid to insurance
consumers. This exception includes premium financing organizations and organizations
that dedl in products that reduce insurance risk (e.g. darm systems).

The following conditions gpply to any referrd arrangement:

= There must be full disclosure and receipt of written consent from aclient in advance
of the referral. (See the sample client consent form)

= The broker does not give advice or participate in any sale of a product unless
properly licensed to do so.

= Any permisson necessary has been received from al gppropriate regulatory
organizations.





Disclosure

2. RIBO recommends that disclosure be required prior to making areferrd, by those who
would receive referral fees.

Consumers may not wish to have their name referred to anyone, accordingly prior
consent is necessary. The gpprova to release that information is also requried under
protection of privacy legidation.
See the sample client consent form on our website, as noted earlier.

How to Disclose

1. RIBO recommends written disclosure only.
See comments under “Disclosure” above.

What Information to Disclose

1. RIBO recommends the name of the parties and the reason for payment or potentia
paymen.

See comments under “Disclosure” above.
Restriction on Fee Levels

1 RIBO recommends permitting percentage fees and other payment based on the sale of
apalicy, on agenera bass, between “financid service providers’, as outlined earlier.

RIBO agreestha, in generd, the amount of the fee whether based on aflat amount or a
percentage of commission is a business judgement for the parties. What is gppropriate
is based on the facts of the business environment and the needs and strengths of the
parties.

Exception:

Wherethereferrd feeispad to an Association by an agent or broker, if that fits within
the definition of referra fee, RIBO recommends that the permitted fee be capped at 5%
of the premium, asthisleve has been the maximum acceptable historical adminigtration
feefor thisreferrd practice, for at least the last twenty years.





Record Keeping
1. RIBO recommends that a written agreement be made and kept on file.

See our sample client consent form, which RIBO requires be kept on file.
Thank you for the opportunity to outline our referral arrangement policy and submit our
comments on the proposas outlined in the Discussion Peper.

The contact person a RIBO, should further information be required, is the writer. Kindly
contact me a any timeif | can be of any assstance.

Yoursvery truly,

Jeffrey A. Bear, BA., LL.B., LL.M.
Chief Executive Officer






Survey Re: CCIR on Referral Fees

LIC GIC HIC Total

1. Parties to a Referral Arrangement

Option 1 1 1 1

Option 2 2 1 1 4
2. Disclosure

Option 1 0 1 1 2

Option 2 3 1 1 5
3. How to disclose

Option 1 1 1 1

Option 2 2 1 1 4
4. What info to disclose

Option 1 2 1 1 4

Option 2 1 1 1
5. Restriction on referral fee level

Option 1 0 2 0 2

Option 2 3 0 2 5
6. Record keeping

Option 1 0 0 0 0

Option 2 0 0 0 0

Option 3 3 1 2 6

Option 4 0 1 0 1

April 15, 2004
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