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INTRODUCTION — FINANCIAL INSTITUTIONS

In order to fully understand and appreciate the dfllife insurance
and life insurance companies (and agents) witherfittancial and

LEARNING OBJECTIVE

For students to gain
a general overview of
the financial services

estate planning processes, one must first be abliswalize how life
insurance companies “fit” within the overall fir@al services industry.
It is important to be able to assess regulatorggadrds available, and
the financial products and services offered byrasce companies, in

industry.

relation to their competition.

Canada has six major types of financial institugion
* chartered banks;

* life and health insurance companies;

* property and casualty insurance companies;

* securities firms;

» credit unions and caisses populaires; and

e trust, mortgage and loan companies.

Chartered Banks

Canada is considered to have one of the mosteafticieliable and low cost banking
systems in the world. Banks are Canada’s primapgsiétaking institutions and are
major contributors to the nation’s official monaypsply.

Canada’s federal Bank Act permits two types of tdrad banks:

* A Schedule | Bank is a large institution with &doCanadian ownership.
The Bank Act restricts individual shareholders tmaximum of 10% of
voting shares and not more than 25% of ownershiplmean foreign
hands.

* A Schedule Il Bank may be closely held or foregymned (like the
Hong Kong Shanghai Bank of Canada — HSBC).

Canada’s eight Schedule | banks are some of thedaand strongest banking
institutions in the world and account for more 8896 of Canada’s bank branches.

SAFETY AND REGULATION OF BANKING IN CANADA

Banking is a heavily regulated industry in Canadal this regulation is designed to
instill confidence in the security of the bankingtem. Banking is governed at the
federal level by the Bank Act and the Office of Bwgperintendent of Financial

Institutions (OSFI), which monitors banking praesdor compliance with the Bank Act.

Banks also engage in self-regulation through ttnedte association, the Canadian
Bankers Association (CBA). This association hasibesponsible for such self-
regulation as a privacy code to protect bank custaronfidentiality and guidelines to
prevent financial crimes, such as money-laundering.



Bank depositors are further protected by the Calsgasit Insurance Corporation
(CDIC), an organization formed in 1967 under th@&ka Deposit Insurance Corporation
Act. The CDIC protects deposits in a bank, trudban company against losses due to
the failure of a member firm, to a maximum amoust geepositor, per member
institution. Term deposits with a term of five year less and payable in Canadian
currency are insured, as are savings and chequooyats, money orders, travelers
cheques, certified cheques and drafts, and delssnssued by loan companies.

Note that mutual funds, stocks, investments in gages, Treasury bills, foreign
currency deposits and bonds and debentures issugavernments and corporations are
not insured, nor are term deposits that mature rtiae five years after the date of
deposit.

The CDIC may also intervene in the affairs of a meminstitution to avert a failure. The
CDIC periodically examines the affairs of membestitmtions to obtain information for
deposit insurance purposes, and it may act asHefidigst resort to provide short-term
liquidation loans.

Life and Health Insurance Companies

Canada'’s life insurance companies have grown torhecsome of the country’s major
financial institutions, amassing enormous poolsdividual and pension fund long-term
savings. Savings are channeled into productivestmvents, which help to keep down the
cost of life and health insurance and to guarahtege benefits for policyholders and
beneficiaries. These savings provide capital fuundeeet Canada’s perpetual high
demands for long-term investment and credit fdways, dams, public utilities,
residential and commercial mortgages, etc. Ovep#st 155 years, many commercial
and industrial success stories have been suppoytdte long-term investments and
loans of life insurance companies across Canada.

Bonds are favoured investments of life insuranaeamnies, comprising some 40% of
total industry assets. As the companies will beégelol to meet long-term obligations
many years into the future, bonds provide needamuilgy of both income and capital,
long-term, to support these obligations.

The insurance industry continues to be a majorcgoatf financing for governments at all
levels. Insurance companies also engage in detsé-regulation through their trade
association, th€anadian Life and Health Insurance Association

(CLHIA). Working in concert with the provincial Sapntendents of Insurance over
many years, the CLHIA has developed and implemeaxéehsive guidelines on
consumer disclosure and insurance practices tivatlbeen endorsed by the industry to
better serve the public.



Similarly, the largest insurance agents’ assoaia#olvocis (formerly the

Canadian Association of Insurance and Financial Advisors), has developed and
implemented with its members a compulsory Coderofd@3sional Conduct designed to
provide the highest levels of competent and etlgealice to the consumer.

COMPCORP (NOW ASSURIS)

The Canadian Life and Health Insurance Compensation Corporation

(CompCorp) was established by the industry in 1@®38&dminister and fund the insurance
industry’s consumer protection plan. Assuris insuvéthin limits, Canadian
policyholders against loss of benefits should a emecompany become insolvent and
be forced to wind up its affairs. All federallydinsed and most provincially incorporated
insurers are required to be members of Assuris.

In the event of insolvency, Assuris will arrange ff@ayment on covered policies, up to
certain limits. Thus, annuity payments will connuaeath and disability claims will be
honoured and arrangements will be made for therogettion of life insurance coverage.

In April 1999, the Canadian liquidator of Confedera Life declared that policyowners
would receive 100% recovery on their policy bersefithis means that, in the three life
insurer insolvencies since World War I, more tl8886 of Canadian policyowners
received full recovery of their benefits, and ndig@mwners lost more than 10% of their
benefits.

Property and Casualty Insurance Companies

About 230 private, non-life insurance companiesiia€anadians’ cars, homes,
businesses, and liabilities, with automobile inegeabeing, by far, the largest class of
general (i.e., non-life) insurance sold. A few ca@migs also sell a limited amount of
accident and sickness insurance. The industry trasah sales of $18 billion and controls
assets of more than $40 billion. However, the nedlt short-term nature of the
insurance contracts offered (typically one-yearansethat long-term pools of investment
capital are not required, and therefore are gelyerat accumulated.

Created in 1964 at the suggestion of the Supeuetetrof Insurance for Canada, the
Insurance Bureau of Canada (IBC) is the national trade association of propety
casualty (“P&C”) insurers.



SAFETY AND REGULATION OF PROPERTY AND CASUALTY
INSURERS IN CANADA

If a property and casualty company went bankring,Rroperty and Casualty Insurance
Compensation Corporation (PACICC) would come tordseue of the policyholders.
PACICC will pay up to a maximum of $250,000 for aigclaims for losses arising from
a single occurrence. If a claim exceeds that amadhbatclaimant may eventually be
reimbursed for some or all of the balance from &ureleased by the liquidator.

PACICC will also pay up to 70% of the unexpiredtpmr of premiums, to a maximum of
$700 per policy, from the date of the insurer'dajpde.

Property and casualty companies, with a few exoapfimust belong to PACICC and
pay a small levy to cover its operating costs. &hthere be insolvency, PACICC
responds to claimants and the remaining member api@p are later assessed for their
respective shares of the costs involved.

Securities Firms

Canada has an active securities industry consisfioger 100 major Canadian securities
firms, plus affiliates of a number of foreign sdties (investment) dealers that operate
subsidiaries within Canada. These firms employ nioae 40,000 people in Canada and
abroad. Most of Canada’s largest securities dehlere been absorbed by the large
banks in recent years.

Securities firms (also often referred to as “inuesht dealers”) sell investments to the
public and provide underwriting and corporate ficiag to business clients. Further, as
underwriters of new issues, investment dealerstsirel offerings designed to raise
capital for both corporate and government issukegjoity and debt securities. They are
also involved in privately placing corporate setes with wealthy private investors,
institutions or corporations.

Investment dealers are required by provincial raggus to be a member of a self-
regulatory organization. With about 200 investnuigdlers as members, threvestment
Dealers Association of Canada (IDA) is the self-regulatory national associatidrtloe
Canadian securities industry.

The IDA screens all investment advisors who areleyeol by member firms and audits
investment dealers to ensure the maintenance qguatke capital. The IDA reviews
member handling of client accounts, investigatesplaints and has the power to
prosecute individuals and firms. The IDA may imposerimands, fines, suspensions and
expulsion, if warranted.



Canada has stock exchanges located in Toronto,r®ainand the West. Toronto
accounts for, by far, the greatest value of tataling volume on Canadian exchanges
(measured in dollars). Each stock exchange is asgniby the province in which the
exchange is located, and each exchange also regtitest securities firms that are
members of the exchange.

Most Canadian securities firms belong to the Carathvestor Protection Fund (CIPF),
an organization designed to protect investors atj@sses due to the insolvency or
bankruptcy of a member firm. The CIPF provides cage up to $1,000,000 for a
client’s general accounts at a member securitiakdeplus an additional $1,000,000 for
each of various other types of accounts.

Credit Unions and Caisses Populaires

Canada has a well-developed and increasingly stqdtesd network of credit unions,
also referred to as “caisses populaires” in Frespaking regions. These are generally
local cooperative associations owned by their diépss and they numbered about 2,440
across Canada in 1999. Their services are usumlited to accepting deposits and
making personal and mortgage loans. However, soatitainions and most caisses
populaires also offer small business loans, chegaatounts and lines of credit, with a
few offering nearly complete banking services.

The credit unions offer their customer consumetqation through the Credit Union
Deposit Insurance Corporation (CUDIC), offering emage similar to that of the CDIC.

Trust and Mortgage Loan Companies

Trust and mortgage loan companies may be incomparatder either federal or
provincial legislation, or within the jurisdicticof the territories. There are more than 35
trust companies in Canada, however, most of tlgesdrtrust companies have been
purchased by banks during the last 15 years.

A trust company takes deposits and operates mkelalchartered bank, however, trust
companies are the only type of institution pernditie offer fiduciary services
(executorship and trusteeship). Mortgage loan @mgs take deposits and make
mortgage loans within their communities, and mdshe major companies are affiliated
with banks or trust companies.

Funds on deposit with trust companies are protdayatie Canada Deposit Insurance
Corporation (CDIC), the same as those on depo#it thve chartered banks.



INTRODUCTION — THE INSURANCE INDUSTRY LEARNING OBJECTIVES

For students to gain a

The private-sector “insurance industry” in Canadasists of two general overview of the
major components: property and casualty insurasnoe Jife and insurance industry:
health insurance commercial insurance,

The industry is subject to both federal and prowhjcirisdictions. fe insurance, etc.

The differences and relationships of federal am¥ipcial regulation of

Insurance are discussed more completely laterismtlodule.
The following text deals briefly with general inance and then, more
substantially, with the life and health insuranueustry.

General Insurance

While cooperation and risk sharing among the vabler have existed since earliest
times, formal arrangements for reimbursement fdesn the modern form (insurance)
developed fairly recently. Protection for ship owsiand merchants, against the risk of
loss at sea, was the first type of formal “insuetnieveloped.

In 1804, the Phoenix Insurance Company openedrgteCfanadian insurance office in
Montreal. In 1839, the Gore District Fire Insura@ampany was formed in Upper
Canada as the first mutual fire insurance company.

By 1905, 40 companies offered fire insurance inddiar 17 British, 13 Canadian, and 10
American. Total premiums paid were $14.3 milliom dosses were $6 million. Today, as
we have seen, about 230 non-life insurance compamierate in Canada with annual
sales of $18 billion.

The largest proportion of property and casualty @@ &overage is provided under
personal lines, which involve home and automolmigeirance and other coverages
needed by individuals. Commercial lines involvetpation against property and
commercial losses suffered by manufacturers, cotmrsand a wide variety of other
enterprises.

Federal and provincial authorities have largelytatpd P&C insurers to ensure their
solvency, to ensure fair rates and to promote thadest possible availability of
coverage. For example, it is mandated that autdmaisurance be provided to those
with poor driving records through special poolingahanisms, although at high cost. All
provinces regulate automobile insurance rates aneral governments have even taken
over the provision of auto insurance. In these jpi@as, private insurers may be limited
to providing “top-up” coverage.



Established in the late 1980s, PACICC, the P&C stigts protection fund, protects
consumers against the insolvency of most P&C fil@mzerage is not extended to
companies selling specialty lines of insurancehas customers are deemed to be
“experts” in their fields and are not in need obfisumer” protection.

The “general” or “property and casualty” insuramugustry provides reimbursement
for property and other financial loss.

Life and Health Insurance

Regardless of fluctuations in economic conditidhs,life insurance industry in Canada
has generally maintained an outstanding recordatilgy. This record is by no means
accidental. Life insurance is based on scientifingiples, the quality of management in
every phase of operations is high, and governnegnglhtion and supervision of the
industry are very sound.

Because of the extent to which life insurance ad$féze public interest, and because of
the nature of its long-term obligations, supennsaxists under both federal and
provincial jurisdictions.

SAFETY AND REGULATION OF LIFE AND HEALTH INSURERS
IN CANADA

Federal/Provincial Regulation

The major role of federal legislation and regulati® to ensure the financial soundness of
federally registered insurers so that their funlsggations can be met. Similarly,
provinces monitor the financial condition of thewf) provincially incorporated insurers,
although some provinces contract this functiorhousually better-equipped federal
government.

In addition, as prescribed under the British Ndktherica Act, each province regulates
the insurance contracts and trade practices ofénswperating in that province,
including:

* licensing and conduct of agents;

* terms of insurance contracts;

* unfair practices;

» disclosure to consumers; and

« confidentiality of consumer information.

Courts, Tribunals and Commissions

Court decisions have an impact on the practicessoirers and on the interpretation and
jurisdiction of insurance contracts. These decsicem have a profound impact at the
operating level of the industry and this can leadrtportant amendments to business
practices.



Self-regulation

The industry much prefers to engage in maximumregjfilation, rather than the
imposition of more remote and often less flexiloleless timely, rules imposed by
governments. Historically, this approach has besy gffective in the case of industry-
wide associations that meet regularly to identifg address areas of concern. All
industry trade associations meet either regulanas needed, with regulators to help
resolve problems as efficiently, effectively andmamically as possible. Trade
associations such as CLHIA and Advocis have uslgn able to voluntarily
implement revised trade practices to enhance coasiterests and protection, thus
avoiding unwieldy or laborious legislation and gowaent supervision.

Regulators and the life insurance industry agraeititreased consumer knowledge and
information are key to consumer protection. Prosius¢rvices and complex legislation
and taxation have become increasingly importafinancial and life insurance plans.
Consequently, the industry has made availabledgtiblic extensive free explanatory
and advisory services.

For example, the CLHIA provides a national fredihetin English and French,
responding to an average of 65,000 requests formdtion and brochures annually.
Further, specific detailed information must, by Jde provided to consumers before the
sale of some particularly complex products maydrapeted.

Provincial regulators and industry associationfisagcAdvocis have cooperated for years
in designing and mandating extensive training ceaiend requirements to ensure that
only tested and qualified advisors offer their a8 to the public. They have similarly
cooperated in disciplining, and even banning, thretsively few dishonest or
incompetent advisors who transgress.

Advocis (and its predecessors), has worked for mioste 20th century to promote and,
with provincial regulators, to enforce a Code dfiE$ that placed consumer interests
above the interests of insurance advisors. Regslatud provincial Insurance Councils
endorsed the Code and its provisions, ensuringntkgrity of the industry and the
provision of quality service to the public.



Recent Events and Trends

The 1970s and '80s witnessed an increasing enfimismafinancial and government

circles for deregulation. Against a backdrop of:

* increasing competition;

« financial innovation;

« inflation (low or negative real interest rateshie late 70s, a 21% bank rate in Canada in
1981);

» wage and price controls (1975);

* instability in energy pricing (oil prices fell Ii50% in 1986);

* the U.S. savings and loan crisis of the 80s;

* Black Monday (October 19, 1987 — the Dow Joneexell 23%), and

* the near-collapse of the overheated “high-tedmputer sector in 2000-2001, also had
a profound impact on the collective psyche ofstoners, and the industry regulators, as
we enter the earliest years of thé 2&ntury.

In the '80s and '90s, Canadian banks moved clogedoming fully integrated financial
services groups in order to better serve an inorgigsfragmented and competitive
marketplace. Today, almost all major securitiem$iand trust companies have been
taken over by banks as a result of financial ddeggun. Banks and their new affiliates /
subsidiaries are now the major providers of consuoans and mortgages in Canada.
The separation between the pillars of the finanaddistry has largely disappeared.

Banks have also mounted a continuing strong campgaige allowed to sell insurance in
their bank branches and to be allowed to provitlerdinancial services. This campaign
has met limited success to date, however, lobbgffayts continue.

Life Insurance

Financial deregulation has fundamentally affectiddnd health insurers in a number of
important ways.

Increased competition has meant slimmer profit mnargncreased product
diversification, increased emphasis on return @estment, and a pressing need for
access to capital. These developments have enaaliragnerous mergers and alliances
in the industry, with the total number of insurdeslining over the last dozen years.
Integration and the overlap of insurance, investsiand banking proceed, often behind
the scenes.

Product proliferation, along with increased consusme, have resulted in demands for
higher education, training and disclosure standerde met by insurance companies and
agents. Regulators have been active in imposing m@manding new agent licensing
standards, continuing education requirements, pyicanstraints and ethical standards.
Even higher requirements are being considered.eltiegelopments each will have
consequences for insurers’ operating costs andcatpeal alternatives. As well, they will
affect the operations of individual agents and brek



Life insurers and agents are also now much morawed in providing “investment-

type” products, including universal life policiegregated funds and mutual funds. This
broadening of product lines has been encouragekeomaturity of the baby boom
generation (about one-third of the population) #irelhuge growth of RRSP investments
as well as insurers’ needs to increase revenuemairdain market share.

Increased product complexity and a desire for im@doconsumer protection have
resulted in heightened levels of government atertid the insurance industry. The
Canadian Council of Insurance Regulators (CCIRnisnter-jurisdictional association of
insurance regulators. The CCIR exists to promatepbperation with other financial
regulators, an effective regulatory system and loaiped insurance policies and
regulations across Canada.

The Canadian Insurance Self- regulatory OrganindfiSRO) is a national organization
of licensing and regulatory authorities for inswamtermediaries. Members consist of
representatives from British Columbia, Alberta, Kddshewan, Manitoba, Ontario,
Quebec, Newfoundland and Nova Scotia.

CISRO has been an informal organization for mararg,ebut has formalized its structure
and has more fully articulated its strategic plagrgoals.
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LEARNING OBJECTIVES

For students to appreciate
the critical role that a life
insurance agent can play in
the financial planning
process.

THE ROLE OF THE AGENT IN FINANCIAL
PLANNING

A survey by the Financial Planners Standards Cobtasi shown
that only 40% of Canadians say they have a writteancial plan
and one-quarter of them had done the work themse@kthe
other three-quarters, 77% couldn’t say what designaheir
planner had. The key value of being a recognizeahttial planner
is having the ability to provide confidence to twsumer.

The Certified Financial Planner (CFP) designat®amerging as a
respected standard (13,000 current Canadian CBRX)(Gcurrent
students), however, it will take time to achievi fublic
recognition and acceptance.

In many ways, life was much simpler in the pastdonsumers of
financial services. One purchased one’s propertycasualty
insurance from a general insurance agent, one asechlife
insurance from a life agent, banks did banking;ldtookers sold
stocks and, on rare occasions, one used trust congeavices.

Today, most Canadian adults own RRSPs and particgheectly
or indirectly in equities ownership. Once a relalyv
straightforward purchase of a guaranteed investicertificate
from a trust company, RRSPs are now offered aggedgsand
competitively, in a myriad of forms, by all playersthe financial
marketplace.

Once a simple purchase from a stockbroker, stooksaan be,
and often are, purchased inside or outside of RRi&&ide or
outside of Canada, through arrangements simulatich
ownership, through index funds, derivatives, edtz, Selection of
an appropriate mutual fund from one of severakdéit types of
providers today can involve the review of literalyusands of
quite different options.

These days, establishing the optimal financial ptaroneself and

one’s family can be impossibly complex for non-saksts. The

advisor in this minefield may be:

* a self-proclaimed “financial planner” or finankcmanning firm
with perhaps no official designation or training;

* a bank or trust company employee who may or ntayhave
specialized training;

» a stockbroker who is in need of frequent tradingimissions;

* a life insurance agent mostly interested inilifgurance sales; or

* an accountant, lawyer or brother-in-law, who raynay not
have relevant qualifications.

11



Complex tax law, hugely varied financial producigss-selling of all kinds and de facto
integration in financial services have made thdityuaf advice more important than ever
before.

Example: It is 2005, and Karl Stein owns a mid-size gragdrmduction company with
15 full- and part-time employees. Karl is 52, madrivith three children, and he has just
completed his now-traditional annual financial eawvi

Chuckling to himself, Karl recalls his earlier atjets at financial and risk management,
dealing separately with a number of stockbrokengsting for himself online, trying to
research investments and keep up with tax lawjrdgalith three different insurance and
estate planners, all the while concentrating oitding his fledgling business. Those were
hectic days indeed.

Karl has recently held his annual meetings with AHGancial Network Associates, a
firm established five years ago by his old friemd golfing buddy, Harry Lum. Harry’s
firm of Certified Financial Planners and associgisafessionals have definitely
simplified Karl’s life.

Each year now, Karl takes advantage of a seastmvaldown of work in August to
review his comprehensive financial and life-godéping document. This plan was first
prepared with the help of Harry and his associgt@sseries of meetings three years ago,
and Karl now annually updates the document to ceflee year’s growth in assets and
changes in circumstances and plans.

Included in the annual review are all aspects af'&aersonal investment, insurance and
estate plans, his wills (final and living), his pafor parental and family support, and his
firm’s succession planning: life and health insw&programs, general insurance needs,
banking, investment and credit arrangements.

Most of last year’s arrangements remained valith some updating, but there were a
number of new areas to pursue. As a sole propyiktot has a particular interest in
ensuring the continuation of his business, regasdtd his state of health. He is also mpst
interested in plans for a secure and well fundéderaent. This year he also wanted to
consider the pros and cons of taking his firm pubAs well, he wished to learn more
about the possibilities of tax sheltering througlet@rement compensation arrangement.

The actual planning/review session with the finahplanners and Harry’'s associates
was held on three different half-days. ABC will nésllow a scheduled program of
investigating the topics requiring further infornaat, implementing the decisions made
so far, and coordinating all steps with Karl, hesmks, insurance firms, his lawyers and
his accounting firm.

12



While a few further meetings will be required jbosfore and after the end of the year,
Karl has complete confidence that ABC’s team ofgssionals will follow through on

all details, as agreed. Each ABC associate isdegmas required, each is certified in one

or more financial, legal or other specialties, eantertakes ongoing professional
development, and each has demonstrated his ordrén im previous meetings and
projects on Karl’s behalf.

Because ABC is a diverse group of specialists, Kiaolws that, if new credit
arrangements are desirable, if employee benefdsrbe an issue, if his portfolio needs
to be rebalanced, if new liability coverage is rexedr if legal advice is required,
someone at ABC will be on top of it. They all kn#arl’s circumstances, his objectives
his risk tolerance and his plans for the future.

There will be no more running around, no more fegtonfused and anxious, and no
more doubting the motives of what was an ever-cimgngfable of “advisors.”

While Karl has come to expect a high degree ofgssibnal competence from the pros
ABC, what he enjoys most of all is the sense of@p@n complete control. He now plan

)

when he knows he should plan. He gets the advidelmaction he needs when he needs

it. He can see progress toward his goals, montimdryth. Karl can now concentrate on
what he loves best, building his business. Karlreaspeace of mind. Maybe he should
let Harry win the next golf game.

13
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THE HISTORY OF LIFE INSURANCE LEARNING OBJECTIVES
.. ) . . To assist students to
For most people, surviving the perils of even edayylife prior to understand the history
the Industrial Revolution was very difficult. Thanety of foods and philosophy behind
available was very limited. Having enough to ea$ vedways subject| 'msurance.

to the vagaries of weather, crop and animal diseasd incessant

human conflicts. There were no organized chardregovernment
assistance programs. Food storage was primitiveliddkecare
consisted of blood-letting and the use of herbsfed effectiveness.
People could die of the most common diseases oatagections.

In the words of Thomas Hobbes (1588-1679), “no; amddetters; no
society; and which is worst of all, continual fegad danger of violent
death; and the life of man, solitary, poor, nabtytish, and short.”

Since earliest times, people have attempted toceethe hardships caused by life’s
uncertainties through a variety of ingenious mutassdistance arrangements. For
example, aid to those who became ill, injured,geda or aid to the families of those who
died prematurely, was sometimes provided by theradd family, the clan, one’s guild
of fellow workers, orphanages, poorhouses, etcokimfiately, such help was very often
inadequate or simply unavailable, and extreme hgvdsas a common fate of the
unfortunate. With increased urbanization, commause,of money, social changes and
the eventual arrival of the Industrial Revolutiomre sophisticated methods of risk
pooling became both necessary and possible.

The Principles of Insurance

When something insured is destroyed or otherwiseda@ car, a house, or a human life —
the insurance company pays the owner of the inserpalicy an economic benefit to
help to compensate for the loss. While insuranoé caplace a loved one who has died,
the money received can at least ease the econ@amdsHhip of the loss. The risk insured
with life insurance is the direct or indirect lasfsmoney (capital or income) that may
occur as the result of someone’s death.

Just as only a very few buildings burn down in ang year, only a relatively small
percentage of individuals will die during a givesay. By accumulating statistics on
actual losses, actuarial systems have been devetogeedict the chances of such losses
occurring. These systems cannot foretell whichgressvill suffer a loss, but they predict
with extraordinary accuracy how often a loss witor. This knowledge enables us to
“pool,” or share, our risks of loss.

Essentially, if each person contributes a small damount each year, the total of the
contributions can be deposited into a reserve frord which the few individuals who
suffer a loss can be reimbursed. Thus, the resswifcde many can be utilized for the
benefit of the unfortunate few who need assistadoéer this concept of risk pooling, an
insurer uses the payments — called premiums — &damge number of customers to pay
the claims of a relatively small number of people.

14



As far back as Roman times, ship owners would nilytagree to share the risks of
shipwreck, piracy, etc., with each ship owner gotgaing to pay a portion of the losses
of the unlucky merchant whose ship did not retorpdrt. This process eventually
became more formal and organized when Edward Lépghed his London coffeehouse
in the late 1600s. It became a meeting place figr ®hiners who would make agreements
with groups of wealthy merchants to protect thgyoaf their ships. Each merchant
would accept a portion of the risk for a sharehef premiums paid by the ship

owners. The terminderwriter stems from this period, since a sheet of paperitésg

the risk would be passed around the coffee houdenalividuals would write their names
under the risk, signifying their willingness to iume a portion of that risk.

The first known life insurance policy was writtenkngland in 1582 on the life of one
William Gybbons. The policy was taken out by Rich¥&tartin, citizen and alderman of
London, for a period of one year for 400 poundsdisgeat a premium rate of 8%. Mr.
Gybbons did not survive the year and the firstilifgurance policy became the first life
insurance death claim.

Underwriters were understandably reluctant to isssierance policies for periods of
more than one year, given the frequency of widesppdagues during the 17th and 18th
centuries.

However, in the two centuries following Mr. Gybbbdeath, advances in hygiene,
medicine, public health and mathematical technide@so the ability to design insurance
plans that provided protection for the durationifef and to widely offer these plans on
an affordable, commercial basis.

During the 18th and 19th centuries, mutual betiédiinsurance companies were
developed in England and eventually spread ardumavbrld. The first Canadian
company, now known as the Canada Life Assurancep@ag) was founded in 1847.

By 1910, there were 43 companies licensed by tiheré government to transact life
insurance business in Canada. By the end of 188 wvere 127 active life insurance
companies in Canada, employing over 100,000 agewtstaff and providing nearly two
trillion dollars of life insurance protection. Cahan companies also operate successfully
in many countries around the world. William Gybbevsuld surely be impressed.
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The Personal Risks that Most People Face Include: EARNING OBIECTIVES

Premature Death— the risk that one won't leave enough money | For students to gain

to pay for final expenses or to ensure that depesdzan live at a fl‘gtﬂfg‘;]sﬁ%d;ggto‘( the
secure and comfortable standard. This can inclageng for final of the three personal
income taxes (including tax on capital gains), tautding debt, risks that most people

estate objectives such as bequests and educatids, forobate costs,| face (death, disability,
etc. Frequently involved is a need to provide inedor a surviving | "€trement).

parent, spouse or children, over an extended period

Example: Frank is 30, married to Joan, he has twin gigls @, and has recently opened a
small business distributing advertising flyers andpons to apartments and residences in
his city. If Frank were to suddenly die, Joan wooded cash for existing credit debt, for
final expenses and taxes and to pay off the baauk fbat funded the business start-up.
She would also need an income to provide for thalya at least until the girls are
independent and have completed their educatiomkfsavill provides a bequest to his
church and both he and Joan are determined thagirtkeattend university.
Considerable amounts of money will be needed toofiaiye mortgage on the house, to
provide for an education fund, and to support Joahthe family for many years into the
future. Life insurance provides the only affordatvleans of providing the protection
needed by this family.

Poor Health — the risk of having to pay medical expenses dosihg income because of
an accident or illness. Sick or injured persons aegperately need reimbursement for
health-related expenses, the replacement of losirgs (including loss of business
earnings) and payment for accidental death or dispeement.

Statistics show that about one-third of persons aged 35 will suffer a disability lasting
six months or more, before their 65th birthday.a@erage, the disability will last more
than five years, and 30% of those disabled peradhbe disabled for life.

The Likelihood of Long-term Disability compared with the Likelihood of Death
Deaths per 1,000 lives Long-term disabilities per 1,000 workers
Male Female
3 1 2 3 1 2
Age Male Female Mth  Yr Yrs Mths  Yr Yrs
37 2.40 1.89 16.524.84 2.67 30.05 505 229
47 5.32 4.05 21.707.27 4.66 37.96 6.05 3.31
57 12.49 8.03 34.3512.66 9.32 41.43 10.62 6.57
67 30.44 17.43 43.3221.71  19.80 48.95 15.76 312.

Note that the morbidity rate (risk of disabilityrffemales with regard to short-term
disabilities (3 months +, but less than a yeaalwgys higher than for males. At the
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younger ages, in fact, the short-term morbidite far females is about twice that for
males (30.05 for females aged 37, versus only li@ib@ales the same age; and 37.96
for females aged 47, versus only 21.70 for malHsis trend reverses for disabilities
lasting longer than a year or two.

Males, conversely, tend to have higher mortaliisk(of death) rates than females, at all
ages. The slight difference between their mortaates (2.40 for males aged 37, as
compared to 1.89 for females aged 37) increasesaligally with age. By age 67, the
death rate for males is almost twice that for fesa#B0.44 to 17.43).

In any event, during peak working years (age 337an the chart) the instance of short-
term disability for both males and females is dracadly higher than the instance of
death. For example, a 37-year-old female has afiskort-term disability that is almost
16 times her risk of death!

Even for older clients, the risk of short-term digigy is considerably greater than the
risk of death.

Example: Evangeline is 40, divorced, and, with three frieridss opened a specialized
architectural consulting company. The businessopasated for four years and has
become very successful, although the 60-hour wisdestheir toll. If Evangeline were t
become disabled and unable to work, she wouldrstjliire most of her usual income,
however, she would be unable to contribute to trepgany’s profits. Thus, her associates
would have to cover her work, the company wouldehaduced profits, and it would
become increasingly difficult to pay her the incoshe needs.

A disability income insurance policy would provittee income Evangeline needs and
would allow the company to continue to prospernooenbered with the financial drain
of a non-productive associate. Insurance proceadls @lso be available so that
Evangeline’s associates could buy out her shatieedbusiness, should it appear that her
disability will be an extended or permanent one.

(@)

Outliving Resources- the risk of having inadequate resources in tha frears of
retirement. Most people wish to face retiremenhuiite peace of mind of knowing that
they have sufficient financial resources, propartanged, so that they need never worry
about outliving them and becoming dependent ortivelaor charity.
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Example: Homer and Madge Samson have successfully raised tldren who have
now left home. Homer is now considering taking gaetirement, in perhaps five years
from his work as an engineer in a small Montreaistauction firm. This couple would
like to sell their city place and move to a cottagar Chalk River. However, they are
unsure that their assets will support this dreanesktimating their small future pension
plan income, their government pensions and mod&®&iteP resources, Homer and
Madge expect to have about $35,000 per year comiridowever, they both come
from long-lived families and fear both future irtftan and the possibility of

eventually outliving their resources.

Investment and financial planning advice would Heétpmer and Madge in assessing th
adequacy of their future income and in planning\argys program that could turn their
dream into reality. The use of various annuity atiter plans can also ensure that they

never outlive their income and that reasonableratieinflation can be accommodated,

Insurance Products

For an overview of the various types of insuranuog iavestment products available an
a summary of insurance product distribution metheds the Appendix at the end of th

Module.
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LEARNING OBJECTIVES
To understand the
primary types of
product distribution
options in the
Canadian life insurance
industry.

PRODUCT DISTRIBUTION OPTIONS

Some insurance companies advertise to consumerggthdirect mail,
television, a kiosk in a department store, airpomnall, etc., offering to
sell an insurance product directly to the publiteio without the
intervention of an insurance-licensed intermediaspically, the products
offered are travel insurance, accident insurangeplemental health
insurance, and relatively small amounts of lifeunasce (often targeted at
seniors). These insurers, who may also sell inggranother ways, are
performing what is known as “direct marketing,”ngia “direct response”
system. Direct marketing may be a reasonable ojdiothe sales of
commodity-type insurance products, such as homewaral automobile
insurance, but it is less appropriate for more demproducts or
situations.

A number of insurers will offer their products thigh a corporate partner,
for example when a bank offers “mortgage insuramoets customers
who are taking out a new mortgage. Similarly, géaretailer will often
mail its customers an offer of insurance, whichigict, will be delivered
and administered by a life insurance company thatrhade a cooperative
agreement with the retailer.

Tremendous amounts of insurance are placed evarnyoyea group basis
whereby, for example, a large Canadian corporgbomnion, university,
association or other definable group) will askintsurance broker, or
consultant, to shop the market for group life iaswwe for the
corporation’s employees (or the union’s memberes uiiversity’s alumni,
etc). The broker or consultant will recommend aeseveral, insurers
and the insurance company ultimately selectedpriiide the required
insurance to the employees.

Other group insurance sales are sometimes madaddgr@ed group
representative who is an insurance company emplesiiag group life
and health insurance or group pension plans. Offeup representatives
also work with insurance agents and brokers, osaitents, when making
sales of group products.

19



Under the “multiple-line agency system,” agentgribste not only life and health
insurance and annuities, but also property/casling of insurance. In this system, the
different types of insurance offered have usuadlgrbissued by a group of financially
affiliated insurance companies.

Agents and Brokers (Life Underwriters)

Historically, the majority of life insurance prodadave been sold by life insurance
agents (representing, for the most part, a simgerer) and brokers (under contract to,
and providing insurance products of, a number sdiiars). Agents and brokers seek out
business, motivating their clients to act to se¢heeprotection and estate-building
products that are needed.

From the earliest times in the insurance busires#surance company would organize a
“branch office,” or an “agency,” in a city or regipwith several to dozens of insurance
agents who were recruited, trained and superviggbeobranch manager. The agents
held contracts with the insurer, while the managas usually an employee of the

insurer.

In the past, Quebec was the only province to alidife insurance agent to act as a
broker, representing more than one company. Imtg@sars, however, other provinces
have permitted this, but only after the agent Ipgnsa specified minimum time in the
business.

Over time, a general agency system has evolvediebfi@a “general agent” acts as an
independent business person. The general agebtigisés and owns an agency and
contracts with one or more insurers to sell therness’ products in a defined territory.
Individual agents (who may be contracted with otheurers) and brokers work under
contract to the general agent, but their contrassubject to the terms of the contract
between the general agent and the insurance company

Also, some quite large general agencies operateingependent insurance sales
operations contracted with a number of insuretgnoproviding a variety of
administration and marketing support services enégjand brokers. These services may
range from simple application processing up tahalargest general agencies, the
assistance of tax, legal and product specialists.

Variations in the Distribution of Insurance Products

Due to natural evolution and the competitive natfrthe industry, today there is a very
wide range of product distribution options avaitat serve the Canadian consumer.
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In addition to the huge branch office, general agemultiple-line and direct

response systems outlined on previous pages, dénere

* insurance companies concentrating most or ahaif efforts on religious, ethnic or
language groups, or on specific geographic areas;

» companies selling smaller, “burial insurance”ipiels exclusively;

* life insurance specialists operating within geh@rsurance (i.e., property and casualty
insurance) brokerage and consulting firms;

» stock brokers and mutual fund salespeople wHdifgeinsurance products as a
secondary but complementary service,

« fraternal benefit societies providing insurangelasively to their members; and

* specialized estate or financial planners, worlking fee-only basis, or on commission,
or on a combination basis, who assist individoalérms in maximizing their wealth
and in planning to overcome risks.

To date, banks have been precluded from sellingr@amee products on their premises, in
order to avoid any possibility of coercion. Banks also precluded from selling life
annuities, which require actuarial expertise. TAeks have responded by purchasing or
founding their own insurance companies, or by mglaliances with existing insurance
companies. Banks will likely maintain pressuredarestricted access, as deregulation of
the financial services industry continues to evolve

Looking Ahead

Increased globalization, competition, technologd@nge and industry deregulation
have engendered numerous insurance mergers, gtrpgetmerships and alliances. These
changes are provoking enormous innovation in neayxt development and changes in
the delivery of improved insurance products to comsrs.

For example, today’s better-informed consumersnmam connect directly with insurers,
agents and brokers to secure information or eveshop for and purchase insurance
products. The Internet and the Web, quite literddlyng the world to the clients’ doors.
Many non-traditional entities such as banks, stoakérs and other financial advisors,
are striving to become licensed to sell life inswweproducts. The long-term effects of
the entry of these powerful new players in the iasae industry will be profound.
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BASIC ROLE OF THE AGENT IN THE SALES TV ——
AND DISTRIBUTION PROCESS To understand the life

agent’s role in the sales

. . d distributi .
Introduction — History ane cIsTbHTon process

Following the issuance of the first known life ingace policy on the life of
William Gybbons in 1582, many life insurance comiparwere formed in England, and,
as the concepts were expanded and refined, in ecoastries around the world.

From the first, it was obviously necessary thatiraace purchasers must be completely
confident that their funds would be held in the astnsafety. Accordingly, insurance
companies were founded by the most sober, suct¢esefurustworthy citizens in the
community. For example, in 1881, North AmericareLihow Manulife Financial)
commenced business with Alexander Mackenzie, Camadaond Prime Minister, as its
president. Manufacturers Life was established sexy later, headed by Sir John A.
MacDonald, the first Prime Minister of the DominiohCanada.

Once an insurance company was established, erenmggditriduals were sought to explain
the benefits of life insurance to potential inswradd to secure their participation. In
seeking agents to represent an insurer in a contynmly the most upright and
successful persons were in a position to reaskereitizenry that their funds would be
secure over what policyowners hoped would be a keny period prior to their deaths.

In an age when even banks could routinely fai§ tavel of trust was not easy to
establish.

It soon became apparent (and remains apparenstdai) that a good many people were
reluctant, or even unable, to seriously considemtbssibility of their own demise. Most
people were subject to the quite human beliefdleath or disability would happen “to
someone else,” or would occur at some far-distate,dand they were uncomfortable
contemplating their own mortality.

An additional problem lay in the intangible natafeénsurance itself. Sacrificing current
assets, which were always needed for some urgetgsirable purpose, in return for a
promise on a piece of paper that one put awaydies& was difficult for those of limited
financial means. The buyer’s only immediate bengéis peace of mind.

Obviously, life insurance had to be fully and caligfexplained and potential customers
had to be effectively provided with reasons to signmmediately. In other words,
insurance services had to be sold, and prospedt®hze educated, motivated and well
served by honest and highly qualified agents.

Despite initial difficulties and challenges, thielinsurance industry in Canada has
prospered over the last 155 years. The CanadmamBblrance industry’s assets now
exceed $500 billion and a large majority of Canaslianjoy the security of a measure of
personal insurance protection. This progress woatchave been possible without the
energy and perseverance of hundreds of thousardidafated life insurance agents.
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Today, while the methods used by life insurancentsgi® distribute their products are
varied, in every case the agent must satisfy nuaseresponsibilities and duties to
clients, to insurers and to the industry generatiyaddition, the distribution of insurance
services and products is regulated by governmardasyumber of important and
pervasive ways.

A life insurance agent may, rarely, simply fill astomer’s order, for example by
accepting a deferred annuity deposit from a custoamhe simply calls in the order. More
usually, the agent must actively seek out appropmadividuals who will, currently or at
some point, require the agent’s services or pradddirough explaining his or her
services, through performing service work for thespective client, and through
building a reputation in the community, the ageitt stowly build a clientele of persons
who come to see the agent as a valuable advisor.

Agents typically offer service, advice and produntsome or all areas of estate planning,
financial planning, business insurance, disabitisurance, wealth accumulation and life
insurance. In every activity, the agent will strieedevelop a reputation for expertise and
superior service.

Once successful, the insurance agent will haveeatele of hundreds of individuals,
families and businesspersons who will look to tgerd to fulfill their varied needs for
financial services. Of course, to remain succes#fel agent must continue to maintain
expertise and to offer superior services in thiywempetitive field.

As the one financial advisor who, perhaps uniquatyively seeks out clients and urges
them to attend to their responsibilities to thamflies and to their own long-range
planning, the life insurance agent often acts asatent of change.

It is the agent’s role to propose ideas, to suggethods of minimizing risk, and to
explain how the client’s estate may best be arrdngte. Playing a central role in the
course of identifying and quantifying financial ¢g®and in planning and assisting in
arranging wills, investments, business holdingsyiance and other confidential affairs,
the agent must use his or her knowledge in eaehfarehe benefit of the client. The
agent is always careful to suggest that the chésa consult with the appropriate
specialist (lawyer, accountant, etc.), as necessary

Life insurance agents must appreciate that thieintd expect a great deal from them.
Consumers are more knowledgeable than ever bdfordife insurance transactions can
be complex and clients rely upon their agent tacathkuand advise them. Agents must
spend the required time with their clients so thatclients fully understand the product
they have purchased. If a client has any questitmnespect to a term or condition
contained in an insurance application or policyagant must provide an adequate
explanation that is understood by the client.
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LEARNING OBJECTIVES
For students to familiarize
themselves with the majo
functions of a life
insurance agent.

FUNCTIONS OF THE LIFE INSURANCE AGENT

The life agent’s role can vary, but there are foajor functions:

(1) to see enough people;

(2) to uncover financial problems;

(3) to illustrate effectively how life insurancetirement and disability
products can assist in the solution of thosdlems; and

(4) to motivate positive action now, instead oéfat

“To see enough people,” means arranging to medgrnfavourable
circumstances, an adequate number of high-qualitypective clients
who will not only have needs for insurance prodinctswho will also
have the good health, financial resources and ctearto address those
needs. While the methods for identifying prospettthis quality are
varied, by far the finest opportunity to securesavrtlient occurs when a
satisfied client recommends the agent’s services.

Example: Rachel Ramirez, life insurance agent and findnqdanner,
arrives at her office after a breakfast meetingn\ait existing client to
find that Dirk Jackson, owner of a local buildingpply business, wishes
her to call. Dirk was impressed to hear of thetegtéanning advice
Rachel provided recently to one of his suppliens| e would like to
discuss disability insurance with her. As the keptyee of his firm,
Dirk can readily understand how his business waulfer should he
become disabled.

In order to be of service, the agent must obviogskure the client’s
cooperation in reviewing his or her complete finahsituation, so that
any recommendations arrived at are appropriatdeasible for the
client’s circumstances. More importantly, howevkg agent plays a key,
“catalytic” role in helping the client to carefuligientify and quantify his
or her specific goals for estate plans, bequestsnbss continuation,
disability income protection, retirement and invesit objectives, family
income protection, children’s education, etc.

Regardless of the client’s situation — milliondigsiness owner, single
student or young breadwinner — the agent applestiner knowledge of
government benefits, taxation, investments, andrarge in order to help
the client identify what personal and business gjae¢ desirable and
feasible, in light of the client’s current and argated financial situations.
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Example: During a preliminary meeting with Mr. Jackson,cRel learns that he is a 55¢
year-old widower with three grown children, thatdstablished his building supply firm
seven years earlier, and that he has recentlydtiostmake regular RRSP deposits. Mr.
Jackson’s company has a $120,000 loan at the bahkypically owes a further
$300,000 in trade debt, almost all of which he psonally guaranteed. The business
worth about $1,000,000.

S

During their discussion, Rachel raises the quesifdvir. Jackson’s plans for the
continuation of his business should he become Hdidalr die. She points out the cost ¢
satisfying the capital gains tax liabilities thatl\wave to be faced one day, and she
suggests the possibilities of usefully rearrangiage debt and of achieving tax-

deductibility for life insurance, which the banksh@cently requested to cover the bank
loan.

—h

Rachel explains her professional qualifications aedmembership in the industry’s
professional associations, then outlines in son&ldbe services she can offer. While
reviewing a sample estate plan, Mr. Jackson is sdraesurprised to learn that there are
several tax-saving arrangements from which he nbghefit. He agrees that Rachel
should perform a full financial planning analysis.

Rachel next collects financial statements and sagmed inventory of assets and liabilities
from Mr. Jackson, and arranges meetings with les@attant and lawyer. She holds
several meetings with Mr. Jackson to help him entdy and visualize the financial and
life goals that would be important to him in theigas scenarios of dying too soon,
becoming disabled or upon reaching retirement age.

The agent next carefully examines the client’s seegsources and objectives, arriving at
recommendations that will provide the desired tssas effectively and efficiently as
possible. In the course of developing these recamdiateons, the agent may draw on
technical expertise available from insurers or galnegents. He or she may consult with
the client’s other financial advisors, may do hoofr$ax, law or other research, and will
survey the insurance market to find the most appatgproduct recommendations.

Example: Mr. Jackson has some U.S. real estate and hadmite retire to Arizona in
perhaps 10 years. He also wishes to transfer owipeo$ his business, over a reasonable
period, to his eldest son, who has worked in trer®ass since its inception. Rachel
consults with legal and accounting experts in teadHOffice of one of the insurers with
which she has a contract, concluding that the gsketbent of a family trust will be one
of the recommendations she will propose to Mr. Sank She also develops a series of
recommendations for Mr. Jackson’s will, for dis@pilncome and disability buy-out
insurance, and suggestions for the replacementretax-deductible debt with tax-
deductible debt.
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Rachel next calculates a savings and investmegtamowhich will enable Mr. Jackson
to retire when he wishes, without draining the teses of the building supply company.
She outlines the procedure by which the companybeanansferred in a tax-efficient
manner to his son. In all, her written analysis praposal runs to 22 pages.

The agent then presents to the client, to his ofamily and, if necessary, to the family’s
or business’ financial advisors, a fully detailediaomplete statement of the client’s
goals, the financial parameters involved, the potd identified and recommended
solutions to those problems. If insurance prodactsrecommended, full disclosure is
made of the financial and other features of eackymt.

Example: In a two-hour meeting with Mr. Jackson, Racheglews in detail his various
financial and life goals, the problems with hisremt arrangements, and her
recommendations to ensure that his goals may hewsth With Mr. Jackson’s
permission, she has worked with his lawyer, whtyfslipports Rachel’s suggestions.

Mr. Jackson is pleased to see that the rearrangeshbrs debt, and the deductibility of
some of the premiums for the life insurance reqeebly the bank, will pay for an

appreciable portion of the disability income inswr@that he knows he needs. He also
accepts Rachel’'s recommendations regarding thefuséamily trust to transfer
ownership of his business over a period of a fearyerior to retirement, as well as most
of her other suggestions.

Rachel carefully reviews the features of the insoegproducts recommended to ensur
all goals are met, and takes immediate steps amgerfor the life and disability

insurance coverage necessary. Over the next mRatthel, Dirk Jackson, his son, and
their lawyer meet on several occasions until te@pimade have been fully implement

D

(9%
o

Dirk Jackson now has considerable peace of minkl kegard to the continuity of his
business regardless of the risks of death or disaltie can foresee easing into a secure
retirement with the business transferred on amiefit and practical basis to his son.

Rachel regularly contacts Mr. Jackson, forwardirigtles and ideas regarding tax and
legal developments that may interest him or magcaffis financial plans. She is also
now preparing an estate plan for each of Mr. Jatksthildren. Rachel is starting to
receive referred business from Mr. Jackson’s laywyegh whom she also remains in
contact, as he has been quite impressed with leevledge and professionalism.
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During the agent’s interactions with the client,toal trust must be developed, empathy
and listening skills employed, and a sense of wgenust be created so that once
solutions to the client’s problems have been idieatj the client will take action to
resolve those problems. Unless the client takasrgatothing has been achieved — the
family will still need protection, the business tianation plan will not be in effect, the
client’s business partners or family will still éint extremely difficult to meet the large
capital gains tax at the client’s death, the cligifitstill be unprotected against a loss of
income from disability, and so on.

Unless the agent can help the client to see andnfe@irgency of acting immediately to
protect the family, the business and the clientvs duture plans, the risk of financial
disaster will remain.

Example: Rachel Ramirez’s experience with Dirk Jackson watsaithout its
challenges. Her initial skillful demonstration afth the type of estate planning she could
offer and the quality of ongoing service she presitor her clients, as well as the
financial savings that might be available, all é&a@iMr. Jackson and changed a simple
disability income interview into a full financialgnning opportunity.

Also, apart from the usual difficulties of meetiefficiently with a very active business
owner, Rachel found that Mr. Jackson required a@rable prompting and assistance [to
make concrete decisions regarding the eventuafeanf his business and his own
retirement. Like many, he was so busy operatindgptgness he had not taken time to
plan that far ahead. It was only during discussieitis Rachel that he was able to stand
back from his business, appreciate his son’s asliand arrive at important decisions
regarding retirement.

During the fact-finding discussions and the presgon interview, Rachel had to
carefully explore each of the various alternatiareailable to Mr. Jackson. She had to
draw on her knowledge of taxation, investments, did disability insurance, wills and
trusts to answer objections put forward by Mr. 3ackand by his lawyer. In each case
she stressed the urgency of resolving the impopianiilems. Her exhaustive analysis
and her professional presentation of well thouglitrecommendations inevitability led
to both Mr. Jackson and his lawyer adopting heomenendations.

Rachel also played an essential role in promptigraying the necessary medical and
legal procedures once her suggestions were acceptédn ensuring that these steps
were all fully completed.

27



LearniNG oJecTiVEs | EVOLUTION OF LIFE INSURANCE COMPANIES
Tob famili . . .
Wci’th ?ﬁ;’ @iffe?;?]'ggg For an insurance company to become establishednada, the company
between federally and must be chartered by either the federal governmehy the government
provincially chartered | of one of the provinces. In addition, to operatarny province, an insurer
life insurance companies | st secure a license from that province, regasaiéthe venue of the

company’s charter. A provincial license authoritesinsurer to operate
in the province.

The licenses are also used to regulate cross-bsatks, selling
jurisdictions of agents and brokers, trade prasticenfidentiality of
information procedures, etc.

Many decades of intergovernmental litigation haleady established that
the federal government may address the solvenayfederally chartered
insurer. However, it is a provincial responsibilibyregulate any insurers
operational practices and contracts. Provinces asyregulate the
solvency of provincially chartered companies, taually agree that the
federal government do so in their stead.

Federal Legislation

The major purpose of federal insurance legislaiod regulation is to
monitor the financial condition of federally registd companies for the
protection of current and future policyowners. Fatlg regulated insurers
underwrite about 90% of the life insurance in forc€anada, and are
governed by the federal Insurance Companies Aceiio insurers
operating in Canada are also subject to this kiisl. The Act is revised
approximately every 10 years.

The Minister of Finance manages and directs the®#f the
Superintendent of Financial Institutions (OSFI),jethis headed by the
Governor-in-council and his appointed deputy, tbpesintendent of
Financial Institutions.

Federal government agencies have both the rightrenduty to regularly
inspect the financial affairs and practices of gvederally registered
insurance company to ensure that actuarial lizgdsliare adequately
covered so that future claims can be paid. Companigst submit annual
returns to the regulators showing assets, liaddljtreceipts, disbursements
and other financial data.
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The federal legislation is mainly concerned with:

* requiring regular submission of reports on tmaficial condition of insurance
companies;

* ensuring that certain conditions are satisfieftgea company enters the insurance
business;

* regulating investment activities;

* regulating the calculation of policy reserves asdets; and

* protecting the interests of policyholders.

There are guidelines regarding the sufficiencyssiess relative to an insurer’s liabilities,
and, if a company becomes insolvent, then regulatspecify the liquidation process to
be followed. Since 1992, life insurance companegehoeen required to hold a level of
capital that reflects the level of risk of theiresgtions, known as the minimum
continuing capital and surplus requirement (MCCSR).

Provincial Legislation

As with companies chartered federally, those whecs@rovincial charters would do so
first through the business corporation’s act ofrisspective province. Although most
companies seek a federal charter in order to obtaiional market potential, smaller,
industry-specific or market-specific companies rebgct to obtain a provincial charter.
Provincial legislation regulates provincially inporated insurance companies for
solvency and reporting in much the same way tretdteral government regulates
federally incorporated companies.

Provincial legislation also deals with such mateess

* the terms and conditions of all insurance comsgrac

* the licensing and conduct of agents;

* issues relating to consumer service or complaartd

* routine supervision of provincially incorporatedmpanies.

Provincial legislation is often implemented throumBuperintendent of Insurance for the
province. In some jurisdictions, agent licensingtara are delegated to an Insurance
Council made up of representatives of the insuraoogpanies, insurance agents and the
provincial government.
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Provincial legislation regulates the insurance @uis and related transactions of all life
and health insurance companies, including:
* the contents of the insurance policy;

* insurable interest;

« effect of the contract;

* premium payments;

* designation of beneficiaries;

* duty to disclose;

* incontestability;

* reinstatement;

* insured dealing with the contract;

* licensing of agents;

* unfair practices; and

* claims procedures.

The nine common-law provinces (i.e., all except li@aee which has its own, separate
legislation) operate under thiniform Life Insurance Act. The Act is a uniformity of law,
not a statute, which governs the life insurancevisiets in those provinces. While each
province’s laws differ slightly, there is generdharence to most of the terms of the so-
called Uniform Act.
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TYPES OF INSURANCE COMPANIES LEARNING OBJECTIVES

Private insurers fall into three broad categoriesvenership structure:
For students to be

stock companies, mutual companies and “other” tygbesructures. able to explain the
differences among
Stock Insurance Companies stock companies,

mutual companies
- o ) and fraternals. Explain
In general terms, a stock life insurance comparaypsofit-seeking “demutualization.”

venture structured as an incorporated company stigineholders who

are the owners of the company and who are thugeshto share in any
profits. The corporation has share capital andasaged by a board of
directors who are elected by the shareholders.

Most Canadian life insurance companies are, or baea in the past,
organized as stock life insurers. Issuance of ahgibck provided the
necessary funds to get the companies up and ruanith@go cover initial
expenses.

PROFITS AND LOSSES

When a stock insurance company is profitable, $tolder dividends may
be declared and paid to the shareholders. If teebss is unprofitable, the
shortfall will be borne by the shareholders whd séle the value of their
stock fall, as the value of the company diminisi8secial rules enable
stock companies to also pay dividends to holdemadicipating policies
(policies which are designed to share in the pafftthe company).

ACCESS TO NEW CAPITAL

Stock life insurance companies are able to issuestares and thus access
new capital. Capital infusions can enable such @mgs to finance
expansion into new geographical areas, new prodactsnew lines of
business. As well, infusions of new capital camfice takeovers and
amalgamations with other companies. In the recgmiyrcompetitive
financial services environment, insurers feel ititally important to have
access to large amounts of new capital.

ASSESSABLEPOLICIES

In earlier times, some insurance policies wereretfeon the basis that, if an
insurer’'s expenditures were greater than anticghdtes insured could be
assessed an additional premium to cover the shofitfas system meant
that the insured experienced concern as to thaatii cost of insurance and
considerable uncertainty as to whether or not sulbisi additional future
premiums might be required by the insurer.
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Stock companies did not issue assessable polanesthis was felt to be a significant
advantage; however, life insurance policies issurethis basis are never encountered by
agents today.

Mutual Insurance Companies

A mutual insurance company is one that is owneddyyolicyowners, rather than by
stockholders. The company has no capital stocktarmbard of directors is elected by
the policyowners.

Earlier, in the last century, most of Canada’sdatgtock life insurance companies
changed to the mutual form of ownership to avoitidpeéaken over by competitors or by
foreign companies or stockholders.

PROFITS AND LOSSES

Anyone who purchases a participating policy issoyed mutual insurance company
becomes part owner of the company and is entiledghare of the company’s profits,
which are returned to the policyowners as policyd#inds.

Special rules apply to “non-participating” policissued by mutual insurance companies,
as these are insurance policies especially desigoteb participate, or share, in the
company’s profits.

As it would be difficult for a mutual company torféde large or repeated losses, the
pricing assumptions used by mutual insurers oveéars have usually been a bit more
conservative than those used by stock companiessdguently, mutuals have
traditionally accumulated more reserves and haie @& more dividends to
policyowners than was the case in equivalent stochkpanies. Until quite recently, most
of Canada’s largest insurers have been mutual coiega

ACCESS TO NEW CAPITAL

Since mutual life insurers, like stock life compes)icannot accept deposits, and, in
addition, may not issue capital stock*, they haslethemselves to be at a huge
disadvantage under today’s highly competitive cbods. Stock companies, in contrast,
are able to issue new capital stock to financeathalgamations, takeovers and
development of new lines of business that are r@itd be necessary. Accordingly, in
the past few years, almost all of Canada’s largauailife insurance companies have
converted, or are in the process of convertingutalicly traded stock companies.

* However, the new Insurance Companies Act, passed in 1992, gave mutuals

the right to issue preferred stock and subordinate debentures as means of
raising capital.
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Fraternals

The third major type of insurance-providing orgatian is the fraternal benefit society.
Fraternals offer social benefits to their membetsy often share a common religious,
ethnic or vocational background. Examples inclutle Thdependent Order of Foresters,
Knights of Columbus, Lutheran Life Insurance SocmtCanada (now Faith Life
Financial), Sons of Norway and Woman'’s Life Insuweisociety.

Fraternals operate through a lodge system andmeiybers may purchase insurance,
although applicants may become members when tleegsuwed an insurance policy.
While there are about 40 fraternals registeredanada, they account for only a tiny
percentage of total life insurance in force.

Practical Differences

For most practical purposes, the types of insuranogpanies that the average consumer
or agent has encountered are mutual and stock coesp&rom the policyowner’'s
perspective, competitive pressures over the la3tygars have resulted in there being
only minor differences between the net prices atdeturns of policies sold by either
type of organization. As the largest mutual comesamiemutualize, the average consumer
will likely encounter mainly stock insurers in theure.

Demutualization

Demutualization is the process of converting a rauite insurance company into a
stock life insurance company.

As the traditional four pillars of the financialrsiees industry have become less distinct,
it has become possible for the various playerdfar once forbidden services through
conglomerates, subsidiaries, etc., resulting ivedrfor much new capital. After
demutualization, by selling shares in capital mtzitee new stock insurance company
will be better able to compete in globally compeéitmarkets with banks and other
financial institutions. At the same time, therewddoe increased accountability, through
requisite reports to shareholders.

The 1992 revised Insurance Companies Act made dexmdtion much easier than
previously. Demutualization involves establishingrarket value for the insurance
company, based on its surplus, and then offerieg dommon shares to the policyholder
owners of the company in exchange for their owripraghts. Due to demutualization of
a number of large insurers during 1999-2000, ésismated that more than three million
participating policyowners in Canada received al$diit billion, in addition to retaining
their continuing life insurance coverage and potiagh values.
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Each demutualizing company has its own demutuadizgirocedure. The number of
shares issued to a policyowner will depend on geedd the policy, the amount of its
accumulated cash value and the amount of premitithe shares are accepted, they will
be subject to capital gains tax when sold. If &neguivalent is taken, this will be treated
by tax authorities as a taxable dividend from adcigan Corporation and will be eligible
for the dividend gross-up and tax credit.

Between 1989 and 1999, the number of mutual Iéariance companies in Canada
dropped from 41 to 13 and mutuals now represemtambut 10% of the total number of
companies and 5% of the market

Not all insurance companies will choose to demugeal

Smaller companies would not expect their sharé®lo great appeal to the public and
they may wish to continue to enjoy the “protectiafi’being a mutual company. While
mutual insurers may merge by mutual consent, thepat be “bought out” by a stock

company in an unfriendly takeover bid.

Some mutual companies may not agree that theirahstwcture is a deterrent to

participating in the global market. Also, demutaation can take as much as two years,
limiting the company’s available resources anddgyp valuable assets and personnel.
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THE EVOLUTION OF THE DISTRIBUTION OF LEARNING OBJECTIVES
LIFE INSURANCE To learn the changes

in distribution
methods that have

From earliest days, the majority of life insurawoenpany products sold in| evolved in the life

Canada have been arranged by an insurance agemtker contacting an | nsurance industry.
individual or company and assisting that persoarganization in
determining protection or savings needs and meé#tioge needs

appropriately with a company product or produatghk following material
we will first discuss alternative distribution mets, then consider the
evolution of the agency system in Canada.

Debit Insurance

In the early 1900s, insurance “prospects” (i.eospective purchasers) were
often working-class individuals who were only atdeafford a few cents per
week, which would provide enough insurance to céneial costs. Millions
of workers regularly paid their small premiums the' insurance man,” who
made the rounds of his customers each week. Tise citationships that
developed from this frequent contact ensured tbat sales opportunities
were promptly attended to, and the agent becamesalaamember of the
family.

Under this form of insurance distribution, eachradead a geographical
“route” and a “debit” book in which each family’sgmiums were debited,
and then subsequently offset with credits as tkenprms were collected.
This became known as the home service or debgsyand the agents were
known as debit agents. During and after World W,dabour shortages and
cost pressures made the debit system too expesoamtinue. The majority
of the policies were changed to automatic bank genraystems. As the
century progressed, salaries and income aspiraticnsased, credit rose and
the average policy size increased substantialipoime weekly collection of
premiums made less and less financial sense. Glyrrexlatively little insurance
is sold on the debit system in Canada.

Group Insurance

Group life insurance was first issued in Canadi9ih9. As the century wore
on, life insurance arranged through employers,ngjitrade associations,
etc., mushroomed, becoming a larger factor in pliogi personal security for
many families. By 1999, group life insurance inc®totaled $950,576
million vs. individually owned life insurance at8®,344 million. By 1997,
new sales of group life insurance approached thbkfe insurance
purchased by individuals ($104 billion vs. $128itul, respectively,
however, group sales include transfers of covefiae one insurer to
another).
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While there are advantages to be achieved thrcuggpurchase of insurance on a
“wholesale” basis, and through group’s ability toyide coverage to some individuals
who might otherwise not qualify for insurance, ystem has some limitations. For
example, many small firms still do not offer thre@oyee benefit. The coverage can be
lost if one changes jobs or if the employer canttedsplan. The group plan features are
seldom flexible and thus will not always match @ngarticular needs.

Sales and maintenance of employee benefit planslswesensitive to the health of the
economy and the protection can be withdrawn wherugistances dictate. Personal
financial planning for one’s family should be bwh a more solid foundation.

Direct Marketing and the Internet

Some insurers will offer life insurance (and/oratkompany products) by mail or on
television, or in an airport, mall, etc., withobgetintervention of an agent. More recently,
insurance is being offered over the Internet. Dinearketing is felt to be a more
inexpensive method of selling relatively simpleurace products, but it is not
necessarily appropriate for more complex produeatsfar varying client circumstances.
Importantly, such solicitations lack the motiva@bpresence of an agent who helps the
prospect to take action at once. Consequentlyaitih@unt of insurance sold by these
methods is relatively small, compared to agentséegisales.
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The Agency System

EARLY FIELD OFFICE ORGANIZATION

In earlier material, we have seen that the firsuirance companies sought out reputable
and trustworthy individuals in each area to repnetieem and to sell their products to the
public. These persons acted as “agents” of thea@nsin the strict legal sense of the
word. The agents were expected to undertake dtdgaeliminary consideration of the
prospect’s risk (through, for example, only appfoag healthy and reputable citizens).
In recognition of this risk assessment functioeytivere also known as “life (insurance)
underwriters.”

An underwriter is a Head Office insurance spediaisissessing risk.

In cities and larger districts, it quickly becane®eomical and advantageous for an
insurer to hire a manager to set up a field offica would recruit, train and supervise
agents. Field offices were supervised by the agdepgrtment that was usually located
in the insurer’s head office (called the home effilc the U.S.). The agency department
selected the managers of the field offices, plartreeding programs for new agents,
developed sales aids and maintained necessarjedatacords.

THE GROWTH OF INSURANCE NEEDS

As the country prospered and grew, the strengthadrédntages of the agency system
resulted in the growth of many large life insuranoepanies, each with a number of
field offices in each city across the country. Aloenous amount of necessary insurance
coverage was sold, policy by policy, to protectfidmmilies of an increasingly urban,
prosperous working class.

During the 20th century, workers became increagidgbendent upon wages, the
extended family played a diminishing role, owningets home and car became the norm
as was use of mortgages and other forms of crediith an increasing divorce rate,
greater longevity, an increase in single parentsangle-person families and greater
participation of women in the workforce, ensuringe family’s financial security
became more and more necessary, and, thanks maraase in prosperity, more
affordable.

During the last half of the 20th century, with ngavernment support programs to
integrate, life insurance agents began to offep@meeds analysis and estate planning
programs. These new programs opened the eyes oy tasads to the depth and
complexity of their financial responsibilities.

Insurance needs now greatly exceeded the proteafiered by the earlier small “burial
policies,” and the purchase of relatively large amts of personal life insurance became
routine. The average size of a new insurance pshbdy to an individual grew
consistently during the 20th century, from a fewdined dollars in 1900 to more than
$150,000 by 1999.
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The growth of the public’s insurance needs wasmapamied by similar growth in the
agency system.

SINGLE COMPANY REPRESENTATION (SCR)

Originally, an agent signed a contract with thegknnsurance company which sought
him or her out and which provided training, suppliadvertising, management and
sometimes office space. Insurance regulators aisected insurers to take responsibility
for the quality and actions of their agents, anchganies were required to sponsor the
agent for his or her license. In addition, companseipposed to have “deep pockets,”
were almost always included in the suit when ambg®as sued. In return, the

agent was to sell only the products of that comp&uygh agents have been known as
“career agents,” “exclusive agents” or “captive rage

Strengths

The single company representation system meanirthiaters were able to find tens of
thousands of bright, personable and energetic ypaongle who could be equipped,
trained and supervised closely until they were Valhched in their careers as insurance
agents. The assurance that the agent would sgltloalinsurer’s products meant that a
lifelong relationship could be counted on. Thisgmect meant that companies were
prepared to invest large sums in training and foredly supporting new agents. As early
as the 1970s, it was estimated that an agent wthdé&an with the insurer for two years
represented an investment of more than $100,0@Bebiynsurance company. It required
quite a few years of service before the companydciael that its investment had been
recovered.

Problems

Single company representation sometimes led tongistic relationships between head
offices and their agents and occasional perceibedes. The insurer, having financed
and trained the agent, felt entitled to all thereigebusiness. However, the agent was
sometimes tempted by the hot new product (or highermission) of the competing
company down the hall. To be fair, when a clietitiakly needed a product that was not
available from the agent’s company, a competitpraaduct could usually be used, as an
exception to the rule.

When an agent left her company, she felt quiteledtto take away all of the policy
records relating to “her” clients. To the insutbe clients were customers of the
company, who only incidentally happened to havenbe&goduced by the agent. Agent
contracts specified that all client documentatiefohged to the company.
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As companies experimented with new ways of finagciawer agents, remunerating
established agents and encouraging persistendiymfsaness (i.e., ensuring that
policyowners continued to renew their policies)nstimes agents would be presented
with changes in their contracts with the companiyh Vittle option of refusing the
changes. If he or she felt strongly enough, sonegtithe agent could only leave the
company and walk away from his or her client bases, in turn, sometimes led to cases
of agents “twisting” (i.e., replacing the old conmga policies with policies of their new
insurance company), often to the disadvantageeotlients, and almost always to

the disadvantage of the previous insurer.

CHANGING TIMES

While the life insurance industry was prosperingatly under SCR, the property &
casualty business had successfully evolved a systémokerage. In the brokerage
system, the general insurance agent acted somewlaat agent of the consumer, seeking
out the best product from any of a dozen or moreeg# insurance companies.

In the life insurance industry, companies were lapgsell insurance on a policy-by-
policy basis through life-licensed members of emeéobenefit consulting firms and
employees of some general insurance brokeragesilaBy, companies commonly sold
group products to agents of other companies. Soswars were much more liberal in
their application of the single company represemtatules than others, allowing their
agents considerable leeway in deciding with whidurer their business should be
placed.

Finally, and most importantly, smaller life insucancompanies were unable to undertake
large-scale recruiting and financing of new ageswsthey attempted to grow by offering
incentives such as much larger commissions to agemb placed business with them.
The more business an agent placed with such coegahe higher the rate of
commission he or she would be paid. At times, anagould receive immediate
commission of as much as 300% of a policy’s firstal premium. These companies
were quite willing to sponsor the licenses of elgraed and productive agents.

Eventually, the larger insurers all set up brokeraffices to secure a share of this
business, often while maintaining their SCR restits on their own agents.

Earlier, we discussed the evolution of provincisitedes (now most provinces allow
experienced life agents to act as a broker, reptiegemore than one insurer), and the
growth of the general agency system (wherein aégdragent” acts as an independent
businessperson, contracting with a number of liedragents whom he or she supports
and represents in placing insurance with variogaremce companies).

Currently, all but a very few of the largest ingsrbave ceased hiring, training and
financing inexperienced agents. Sales of insurémoeigh brokers has become very
widespread, with intense competition among all canigs by way of innovative product
design, technical support to brokers and competiti¥mmission arrangements.
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THE CANADIAN LIFE AND HEALTH LEARNING OBJECTIVES
INSURANCE MARKET To understand the

size of the life
insurance marketplace.

The Canadian life and health insurance industryigdes a wide range of
unique financial security products to about 23imnllCanadians and the
dependants. By the end of 2003, there were 108edlife insurance

companies in Canada providing a total of $2,48Hobilof life insurance
coverage.

The life and health insurance industry is a majeestor in Canada’s
economy. Assets held on behalf of Canadian polieyer® and annuitants at
the end of 2003 totaled $314.9 billion.

The industry paid out $43.8 billion in benefits2®03, or $842 million a
week. Of this total, about 90% goes to living pgltiolders as annuity or
disability benefits, reimbursement of health caosts, dividends, cash
surrender values and matured endowment policiesrdmmaining 10% is
paid to beneficiaries as death claims.

The industry is one of the country’s largest emplsywith about 53,000
full-time employees and 65,000 independent agents.

The industry is internationally successful. $3614dm of premium income
(about 54% of total premium income) was receivedifforeign operations
in 2003.

During 1999 for example, Canadians paid $10.5dwilfor life insurance,
$20.0 billion of premiums for annuities and $8.Bidm for health insurance.
Total premium income grew by 9.7% during 1999, Bpén annual average
of 6.4% during the previous decade. Continued prengrowth indicates
that life and health insurers are highly competitiv

As major players in the financial services indus@gnadian insurers are
actively developing new products to meet consunrezsds and expectations.
For instance, interest-rate sensitive life insuegpalicies (universal

and variable life); new approaches to group instedthe so-called "cafeteria”
and “spending account” options); a variety of fldgiretirement

options (RRIFs and LIFs); and new or expanded haadiurance products
(travel health insurance and critical illness).

The industry continues to develop guidelines, vttty and proactively, to

respond to emerging consumer issues and to ensnsemer interests are
protected.
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LEARNING OBJECTIVES
To understand the
process of evaluating
the financial ratings of
insurance companies.

INSURANCE COMPANY FINANCIAL RATINGS

Perspective

Consumers and agents alike wish to be reassureththamsurance
company with which they are dealing is likely tonan solvent. It should
be observed, however, that insurers’ conservatisselecting
investments, their close supervision by governmemtd the levels of
reserves that insurance companies must carrynglire that the failure of
a life insurance company is a very rare event iddee

There have been only three failures of life inssiierCanada in at least
the past 50 years. The industry’s compensation hasdensured that only
an extremely small number of insured’s (1%) of thtbgee companies
have lost any money at all as a consequence df thdares.

Much more important than an insurer’s solvencyheusual purchase
scenario, will be the quality of financial serviadvice being acted upon,
and the particulars of the insurance product seted?urchasing the
wrong product to meet one’s objectives, or puratgsi product that has
less desirable features than a product from angiteetider, can, over the
period of ownership, have a very significant effectthe financial results
experienced by the buyer.

All that being said, the insurance agent or brakiirsometimes wish to
make reasonable enquiries as to an insurer’s fiabsaundness, even if
only to protect himself or herself from future légability. There are a
number of rating services which provide such infation.

Rating Agencies

Established in 1900, Moody’s provides Insurancehfamal Strength
Ratings, which are opinions of the ability to regayctually senior policy
claims and obligations. Moody’s (www.moodys.comgsisating symbols
for companies which are identical to those useshtaw the credit quality
of bonds:

Secure companies Aaa — Exceptional
Aa — Excellent
A — Good
Baa — Adequate
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Vulnerable companies Ba — Questionable
B — Poor
Caa — Very Poor
Ca — Extremely Poor
C — Lowest

Each of Canada’s eight largest life insurers falls Moody’s “Secure companies”
category.

Fitch IBCA, Duff & Phelps (known as “Duff & Phelpsprovides ratings on over 220
North American life and health insurers making lgse to 85% of the industry, based on
assets (www.dcrco.com/corporate/sectors). Insuramiial Strength Ratings (AAA,

AA, AA-, etc.) may be found for insurers that aneluded in the firm’s review.

Weiss Research (www.weissratings.com) produce WEassty Ratings that track the
financial safety of approximately 1,500 U.S. lifealth and annuity insurers every
guarter. Unlike the other major rating firms, Weilkges not accept compensation from
the companies it rates. In at least one studytofgabetween August 1989 and June
1992, Weiss proved to be more accurate than ogesrcées, however, it is extremely
difficult to make such comparisons (which, at aatey may not be predictive of
subsequent accuracy).

Weiss ratings range from “A” — Excellent, to “F'Failed. Standard and Poor’s (standard
and poors.com/ratings/insurance/) has been rdtmfriancial strength of insurers since
1971, although the company’s roots go back to 1B@@ings are alphabetical,
supplemented with a plus (+) or minus (-) showlgtive standing in a category. A
financial strength rating will be supplied for ae@ company, including a brief overview
and limited financial statement information.

Each of the above rating organizations have rateteSCanadian companies, however,
not all companies subscribe to a particular firmdaating. Rating agencies contact and
usually interview in depth the management of tiseiiar, often requesting and getting
large amounts of data and executive time. The tegeired and the direct and indirect
expenses of such reviews are reasons why notsaitens feel that participation with
more than one rating agency is required.

Failure by an insurer to subscribe to a rating agehould not be interpreted
as an unfavourable rating.

The A.M. Best Company of New Jersey has been asgjgiinancial Strength Ratings to
life insurers for over 100 years. In June of 1988, firm acquired TRAC Insurance
Services Limited, which had been evaluating Camalifi@ insurers since 1991. Renamed
A.M. Best Canada Ltd. (www.ambest.ca), the firmorépon virtually all life insurers
licensed in Canada, offering a free, somewhat tmsdrer Profile online. One may also
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purchase a full Company Report for more in-depthlyans, delivered by email and
currently costing $35. Ratings range from A++ tddBeB+.

Agents or consumers may wish to review companwgatiif available, from each of the
above firms, and, where necessary, purchase marplete reports. Of course, ratings
may be supplemented by examining insurers’ anregarts to policyowners and/or
shareholders, and by even analyzing the very @etéiihancial reporting data annually
forwarded by each insurer to governments. The atmilmme invested can be open-
ended, depending on the circumstances of the caktha interest of the consumer or
agent.

It should be noted that each rating agency caseflidiclaims any implied guarantee or
recommendation in their rating. Further, todaytigmay not be relevant five or 10
years in the future. The conscientious financiaisat will, of course, be monitoring
developments in the area of solvency, just asliarahs important to his or her clients.
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APPENDIX

LEARNING OBJECTIVES
A quick reference
chart listing the most
common insurance
products and benefits.

TYPE ADVANTAGES

DISADVANTAGES COMMENTS

INSURANCE PRODUCTS - LIFE INSURANCE

Temporary (Term)
Life

Less expensive
Affordable tolal
Can match period of need
Frees fundsifvestment,
Etc.

Variations include
Term 100 and
reducing term.

Expires or renews at
higher cost
Often lapsed bremewed
No savings element

Permanent (Whole)
Life

Coverage for entire life

Accumulatingluas
Non-forfaieuvalues
Cash valassailable
“Forced” says
Flexibilignd control
Usually Hdigidends

\Adions include
Endowment and
Paid-up policies.
Dividends reduce
cost

Relatively expensive

Universal Life Extreme flexibility

Control of investments

Risk assumed by
Potential for loss

Policyowner can
cohtad vary the
amounts of
insurance aypkes
of investment

INSURANCE PRODUCTS — ANNUITIES

Life Annuities Income for entiredifme
Guaranteetlirn
Flexible apt
RRSP-eligibl

Loss of control of funds nGay during
second lifetime,
guarantee full
return of funds, et

Can match inflation.

)

Term Certain
Annuities

Matches needs exactly

Annuitant may run out of $  Pé&ysx years or

to selected age.
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TYPE ADVANTAGES DISADVANTAGES COMMENTS
INSURANCE PRODUCTS — HEALTH
Critical lliness Pays $ for seridllisess Limited to certain diseases Distracts from total
needs.
Major Medical (EHC) Reimburses some medical Can be expensive, limited Supplempnts.
costs coverage.
Disability Income Income when disabled  Expensive for some ibigbns are
(LTD) Coverage may beage 65 Must qualify (health occup’n.) intpat.
Business Disability Can buy out disabled Strict underwriting Lump sums are
Insurance partners, instadf, pay available
Loans,.etc
Accidental Death & Pays for specified lasse Doesn’t pay income y$BIimp sum for|
Dismemberment specific losses,
eye, foet.
Overhead Expense Pays office costs when Premiums are
disabled deductible.
Drug, Dental Plans Cover expensive pakonCoverage is expensive dlokys
costs available.
Long-Term Care Nursing, residentelec ~ Expensive
Travel Health Insurance Out-of-country coverageExpensive Restrictions, defams
are crifica
INSURANCE PRODUCTS - OTHER
Segregated Funds Similar to mutual funds Different
(RRSP-eligible) Guaranteed returnsyiance disclosure.
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TYPE ADVANTAGES DISADVANTAGES COMMENTS

INSURANCE DISTRIBUTION ALTERNATIVES

Agents, Brokers Expertise, lifetime @y Paid by fee or commission Guoaoffsets
service premiums feds, e
Can seekt lpdans, May suggest tax
premiums savings,
Prompt aatio investments.

Salaried Personnel Specialized training Sell group products Often help agents,

etc.
Group Coverage Life and health insurance Inflexible, may not suit iIChe low-cost
at Work pensions May lose/reduce at retiegin

Employer nantribute May lose if change jobs
May not be iadale

Association Group Various coverages As with Group at work dilable through
assoc. vansity,
other grsup

Creditor’s Insurance Pays loans, mortgage on Pays bank, etc., not the insured MaghEensive,

death osahility inflexible.
Direct Response Sold by mail, phone, in  Coverage may be inappropriate  Ndcedv
Malls, bytérnet, etc. Can be expensive available.
No planningrponal service
Fraternal Benefit Service, ease of pase May not offer planning or rdigh lodges,
Societies complex products clubs, church, etg.

Members only
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