


PURPOSE

The purpose of this consultation paper is to solicit stakeholder input
regarding potential changes to the regulations required as a result of the
recent amendments to the /Insurance Act (Act).

BACKGROUND

In the mid 1990s, the government began to rewrite the entire Act.
However, given the complexities of the legislation, it was decided to
complete the rewrite in two phases. The first phase involved the sections
of: corporate governance provisions for provincial insurance companies;
licensing of insurance agents and adjusters; and market conduct of
companies and intermediaries. This phase was completed in 1999. The
second phase of the rewrite, which dealt with insurance contracts, was
delayed several years as a result of automobile insurance issues during the
early part of this decade. Instead of proceeding with the second phase of
the rewrite as initially planned, some of the legislative provisions relating
to automobile insurance were revised in 2004.

The Insurance Amendment Act, 2008, dealing with the legislative
provisions related to the various types of insurance contract provisions,
now completes the entire rewrite of the Act." This is a significant
accomplishment. The Insurance Amendment Act,?2 2008 was drafted

in coordination with British Columbia (B.C.), who introduced similar
amendments to their Insurance Act in Bill 40. While the B.C. Bill did not
proceed, it is understood that the B.C. legislation may be re-introduced
in upcoming sessions. Alberta is the first province to complete a full
modernization of insurance legislation. Other provinces have indicated
they will be reviewing Alberta’s amendments for use in their own
jurisdictions.

REQUEST FOR STAKEHOLDER INPUT

Prior to bringing the unproclaimed sections of the Insurance Amendment
Act, 2008 into force, several existing regulations need to be revised. In
addition, many sections of the Insurance Amendment Act, 2008 provide
for new regulation making authorities. We want your input on whether or
not the following regulation proposals will help to maintain the balance
between improving consumer protection, transparency and fairness, with
a regulatory climate that supports Alberta’s economy.

1 The Insurance Amendment Act, 2008, passed third reading of the Alberta Legislature on October 22,
2008. Portions of the Act received Royal Assent on November 4, 2008. A copy of the unproclaimed sections of
the Insurance Amendment Act 2008, is available on the Queen’s Printers Website www.qp.gov.ab.ca within the tab
“laws online/catalogue” and under the fall legislation category.
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The intent of this consultation paper is to provide interested parties
with an opportunity to comment on the regulations being proposed
under the revised Act. The proposals do not represent formal policy of
the Government of Alberta or any other jurisdiction; rather, the paper is
intended to elicit discussion on policy direction. Implementation of the
proposed regulations and the revised Act is targeted for the spring of
2010.

Please note that issues related to the auto insurance reforms of 2004
are not intended to be addressed by this consultation process. Except
for items which address the dispute resolution process, the proposed
regulations are not anticipated to impact auto insurance products or the
marketplace.

Stakeholders are invited to make written submissions based on the
proposals contained in the paper. Please provide your response to Alberta
Finance and Enterprise by October 1, 2009.

Please note that Alberta Finance and Enterprise will be posting on the
department’s website all submissions it receives which are consistent
with the Submissions Policy provided in the Appendix. All parties are
encouraged to review this information.

Written submissions should be made to:

Insurance@gov.ab.ca

or

Superintendent of Insurance
Alberta Finance and Enterprise
Room 402, 9515 — 107th Street
Edmonton, AB T5K 2C3
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IDEAS FOR DISCUSSION

ISSUES APPLICABLE TO ALL INSURANCE COMPANIES

1. DISCLOSURE OF LIMITATION PERIODS
Section of the Amendment Act:*$ 511(1) (g.1)

Proposed Regulation:

a) Insurance companies and their appointed adjusters will be required to
notify policyholders in writing of the time period for bringing a legal action
against the insurer. Notice of the limitation period must be given on up to
three separate occasions: (1) upon notification of a claim; (2) on denial of
the claim; and (3) at least 60 days, but no more than 120 days, before the
limitation period expires.

b) The first notice must include a copy of the relevant section of the Insurance
Act that sets out the limitation period.

C) In the event of non-compliance, the regulation will authorize the court to
extend the limitation period or give such other remedy as the court deems
necessary.

Discussion:

The regulation is intended to strengthen consumer protection by improving
awareness of limitation periods through timely disclosure by insurance
companies and adjusters after a claim has been made. It is proposed

that there will be no requirement under the regulations for the insurer to
provide notice to a third party claimant as they are subject to the Limitation
Act rather than the Insurance Act.

3 All Section references refer to Insurance Amendment Act, 2008 unless otherwise stated.
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2. TRANSITIONAL PROVISIONS
Section of the Amendment Act: 749

Proposed Regulation:
To be determined based on consultation.
Discussion:

Under section 749 of the Act a regulation may be made respecting the
transition of matters under Part 5 of the current Insurance Act to the
new Part 5 of the Act. These parts set out the terms, conditions and
other standards for all insurance contracts in Alberta. We are seeking
stakeholders’ input with respect to the application of the new Part 5 of
the Act to contracts that are in force and claims that are in process when
the new provisions take effect.

3. REQUIRE INSURANCE COMPANIES TO PARTICIPATE IN INDUSTRY OMBUDSERVICE ORGANIZATIONS
Section of the Amendment Act: S 511(1) (h.1)

Proposed Regulation:

Require insurance companies to participate in industry consumer-
complaint OmbudService programs.*

Discussion:

To facilitate effective consumer complaint resolution, it is proposed that
life and property and casualty insurance companies will be required to
participate in industry OmbudService programs. This new regulation will
build upon the success of consumer mediation related to automobile
insurance in Alberta, and will be one of the foundation blocks for a
comprehensive complaint handling and reporting system.

4 Currently, both the life and general insurance industries have independent consumer mediation services.
The Canadian Life and Health Insurance OmbudService (CLHIO) assists consumers with concerns and complaints
about life and health insurance products and services. The General Insurance OmbudService (GIO) provides similar
services for Canadian consumers of home, automobile and business insurance.
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4 FACILITATION OF ELECTRONIC TRANSACTIONS
Section of the Amendment Act: S 548(b)

Proposed Regulation:

Coordinate the process and types of records that can be completed
electronically with the Electronic Transactions Act with exceptions for the
following types of records:

* Notices or other documents currently required to be
sent by registered mail,

» Designation or change of beneficiary, and

e Change of ownership of insurance policies.

Discussion:

The insurance marketplace has evolved substantially over the last ten
years so it is necessary to ensure that modern business processes and
technology can be used for transactions between consumers, insurers,
agents and adjusters. This benefits industry by lowering administrative
costs, and benefits the consumer by providing them with the choice of
handling their affairs electronically (such as over the phone, the internet
or by other electronic means if they want to). The legislative changes
are consistent with the Electronic Transactions Act and allow for most
transactions to be done electronically. However, it is proposed that there
will be some exceptions where written transactions will still be required to
protect consumer interest, for example, the cancellation of an insurance
policy and the designation or change of beneficiary.

5. CLASSES OF INSURANCE
Section of the Current Act: S 16(c)

Proposed Regulation:

It is proposed that the classes of insurance be harmonized with the classes
used in current federal legislation, with minor amendments to reflect
differences relating to Alberta specific situations, such as equipment
warranty insurance.

Discussion:

The current Insurance Act contains regulation making authority to define
the classes of insurance that insurance companies may underwrite. In
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Alberta there are currently 40 classes of insurance including automobile,
property, life and accident & sickness (A&S). To date, the classes of
insurance have not been harmonized with the 15 federal classes of
insurance as certain sections of the Insurance Act required amendments
to facilitate the change to the new classes of insurance.

ISSUES APPLICABLE TO LIFE AND ACCIDENT & SICKNESS INSURANCE COMPANIES

6. DISCLOSURE OF COMPENSATION AND POTENTIAL CONFLICT OF INTEREST RELATED TO GROUP
INSURANCE PRODUCTS
Section of the Amendment Act: S 511(1)(h.2)

Proposed Regulation:

The regulation will require that, where an insurer of a group insurance
policy pays compensation, including commission, to the insured (the
group policyholder or administrator), the insurer must notify the

group life insured or the group person insured (A&S) in writing of the
amount of compensation paid to the insured (the group policyholder or
administrator). For example, if an insurer pays an employer, professional
group or alumni association compensation for selling or administrating
the group insurance contract, then individuals including employees
covered by the contract would receive written disclosure regarding the
nature and amount of the compensation or commission.

Discussion:

Compensation disclosure is a very important tool for consumers in making
informed decisions about buying insurance. Such disclosure helps the
consumer identify any potential conflict of interest. Since group insurance
is offered to individual consumers by third parties (such as employers

and alumni associations) who are not insurance agents or brokers, it

is important for the individual members of the group insurance plan

to know if the insured (policyholder) is compensated by the insurer for
enrolling individual members under the plan and, if so, the amount of

the compensation. This disclosure would help the consumer determine
whether the group policyholder is selling insurance for compensation or

is simply facilitating the sale of insurance by the insurer under a group
insurance policy.

Consultation on Insurance Regulations



This proposed regulation will be consistent with the Canadian Council of
Insurance Regulators’ recent report on best practices in managing actual
or potential conflicts of interest. The report outlines three principles to
promote consumer confidence in the insurance industry:

e Client's interests come first,

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

e Ensure products are the right fit and meet the needs of the
consumer.

7. ADMINISTRATION OF GROUP AND CREDITOR GROUP LIFE AND ACCIDENT & SICKNESS INSURANCE
Section of the Amendment Act: S 511(1)(h.2)

Proposed Regulation:

The regulation will prohibit an insurance company from using the insured
(group policyholder and group administrator) to negotiate and settle
claims on behalf of the insurance company for Group and Creditor Group
Life and Accident & Sickness insurance.

Discussion:

Settlement of insurance claims is the responsibility of the insurer and
requires technical knowledge about claim settlement practices and the
terms and conditions of the insurance contract. The insured (policyholder)
does not necessarily have the required knowledge to handle claims
properly and may have a conflict of interest where there is an incentive
for the insured to contain claims costs. Consumers are best served if

their claims are handled by qualified insurance company employees or
authorized and qualified independent third parties.

8. COOLING OFF PERIOD
Section of the Amendment Act: S 511(1)(a)

Proposed Regulation:
Require a ten day right of rescission for Accident & Sickness policies

similar to the same rescission period for life insurance policies. This will
harmonize with current practice with life insurance policies.
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9. RIGHTS OF AN INSURED
Section of the Amendment Act: S 667(2) S 731(2)

Proposed Regulation:

List the contractual rights an insured, under a life and accident &
sickness insurance contract, will be able to exercise when a beneficiary is
designated irrevocably under that contract.

Discussion:

Where an insured designates a beneficiary irrevocably under an insurance
contract, the insured cannot deal with the contract unless the beneficiary
consents. Sections 667(2) and 731(2) provide regulation-making authority
to allow the insured to take certain action with respect to the contract
such as increasing the insurance coverage without the beneficiary’s
consent.

Input is required from stakeholders to identify what rights an insured
should be allowed to exercise that would not diminish the beneficiary’s
rights and entitlements under the contract.

10. CONFIDENTIAL INFORMATION IN GROUP LIFE AND ACCIDENT & SICKNESS INSURANCE CONTRACTS
Section of the Amendment Act: S 642(8)(b) S 699(8)(b)

Proposed Regulation:

List the type of confidential information between the insurer and the
group policyholder that a group person insured, person insured or
claimant under a group life or accident & sickness policy can not access.

Discussion:

A new provision in the Life and Accident & Sickness subparts of the
revised Insurance Act will enable an individual insured under a contract
of group insurance, creditor’s group insurance or a claimant under the
contract to examine and obtain a copy of the policy. However, the group
person insured, person insured or the claimant would not have access

to information that would reveal personal information, as defined in the
Personal Information Protection Act, about a person without that person’s
consent. This revision to the Insurance Act permits the individual insured
or claimant to obtain information that helps them understand details of
their insurance, including the type, amount and restrictions under the
group insurance contract. This is especially important when making a
claim.
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In addition to personal information, there may be confidential information
between the insurer and the group policyholder that should not be
accessible by the person requesting information.

Input is required from stakeholders as to the type of information in
a contract of group insurance or creditor’s group insurance that is
confidential and should not be accessible by the person requesting
information.

ISSUES APPLICABLE TO PROPERTY AND CASUALTY INSURANCE COMPANIES

1. INNOCENT CO-INSURED
Section of the Amendment Act: S 541(1)(d)

Proposed Regulation:

To be determined based on consultation

Discussion:

This is a new section in the Insurance Act that provides an innocent co-
insured with the right to claim their portion of a loss where the loss to

the property is caused by the intentional or criminal acts of one of the
co-owners of the property. The legislation permits a regulation to list

the types of persons who are not entitled to the rights under this new
provision. During previous discussions with the insurance industry on this
provision it was suggested that the innocent co-insured concept should be
limited to individuals and not apply to certain corporations or other types
of legal entities.

12. INNOCENT CO-INSURED
Section of the Amendment Act: S 541(1)(3)

Proposed Regulation:

Prescribe the following requirements on the “innocent co-insured” where
a person seeks to rely upon this section of the Insurance Act.

* Co-operate with the insurer in the investigation of the loss.

e Participate fully in an examination under oath requested by the
insurer.

 Provide all relevant information and documents in addition to
those required by the contract.
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Discussion:

The proposed regulatory requirements on innocent co-insureds would
allow insurance companies to process suspicious claims fairly so that

an innocent co-insured could be compensated for their loss. Insurance
companies require the ability to request and obtain full and accurate
information from claimants who allege they are an innocent co-insured in
connection with a loss involving suspicious circumstances.

13. FIRE INSURANCE COVERAGE
Section of the Amendment Act: S 545(3)(a) and (b)

Proposed Regulation:

1) Allow insurance companies to exclude coverage for fire losses resulting
from the causes set out in section 544(1)(a) and (2) of the current
Insurance Act. Exclusions for fire damage resulting from an earthquake or
a terrorist act would not be permitted.

2) Allow insurance companies to exclude fire losses occurring under any
circumstances after the insured property has been vacant for more than
30 days, except where the insurance company has agreed in writing to
cover fire losses while the property is vacant. In such case, all fire losses
will be covered except losses resulting from a cause in (1) above.

Discussion:

Currently insurance companies are limited to the types of exclusions
they may use in denying coverage for damages resulting from a fire.
The current exclusions relate to uninsurable events such as war, riot, civil
commotion and radioactive contamination. The proposed regulation will
permit the same exclusions of coverage for fire damage as those listed
in the current Act. The regulation also allows insurance companies to
exclude coverage for damages resulting from fire while the property
insured is vacant for a period of more than 30 days, except where the
insurer has issued a vacancy permit.
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14. DISCLOSURE OF DISPUTE RESOLUTION PROCESS
Section of the Amendment Act: $ 511(1) (g.2)

Proposed Regulation:

a) Insurance companies to notify policyholders in writing of the dispute
resolution process. The notice must be given;

(a) within 10 days of the insurer making the determination that there
is a disagreement to which the process is applicable, or

(b) where the insurer has not made a decision on the claim, no later
than 60 days after the proof of loss was received by the insurer.

b) A copy of the relevant provision of the Act that sets out the dispute
resolution process must accompany the notice.

Discussion:

The regulation will strengthen consumer protection by improving
awareness of the dispute resolution process, formerly known as
“Appraisal”.

Over the past several years it has been noted by the Alberta Courts and
other stakeholders that parties involved in the “Appraisal” process would
benefit from clear advice and descriptions of the roles, responsibilities
and best practices when conducting themselves. It is proposed that
interpretive guidelines and educational materials will be made available
to consumers, representatives and umpires involved in the new dispute
resolution process.

Comments and suggestions regarding the content of the guidelines and
educational material to be provided and the method of distribution would
be appreciated.

15. EXCLUSION FROM THE APPLICATION OF STATUTORY CONDITIONS
Section of the Amendment Act: S 540(2)

Proposed Regulation:
The Statutory Conditions listed in section 540 of the Insurance

Amendment Act, 2008 will not apply to contracts of Credit, Guarantee,
Surety, Mortgage, Title and Loss of Employment insurance.
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Discussion:

Under section 540 the Statutory Conditions apply to all general insurance
contracts other than those prescribed by regulation. The Statutory
Conditions would not be applied to contracts for the classes of insurance
listed above because the type of risks, related causes of action and claims
processes are not as complicated to resolve when compared with other
classes of insurance.
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APPENDIX 1
Submissions Policy
Consultation on Proposed Regulations for the Insurance Amendment Act

1. Alberta Finance and Enterprise is committed to making the consultation on the
proposed regulations for the Insurance Amendment Act as open and transparent to

the public as possible. Therefore, this is to notify you that any information (including
personal or business information) that is submitted to Alberta Finance and Enterprise for
consideration (“written submissions”) will be treated as statements made in public.

2. In keeping with the principle of transparency, all written submissions meeting the
conditions of this Submissions Policy will be made publicly available on the Alberta Finance
and Enterprise website (“the department’s website”).

3. The name of each individual submitter (but not any other of their contact information or
location) will be published in lists, reports, and in connection with their complete written
submissions. The onus is on the individual submitter to not send any information to
Alberta Finance and Enterprise that they do not wish to be made public.

4. The names of individual representatives of organizations or businesses, as well as their
title, contact information or other affiliation with the organization or business on behalf
of which they are making a written submission will be published in lists, reports and in
connection with their complete written submissions. The onus is on the organization or
business submitter to not send any information to Alberta Finance and Enterprise
that they do not wish to be made public.

5. Anonymous written submissions will not be accepted or considered by Alberta Finance
and Enterprise. If a submission contains an illegible signature and no printed name, the
submission will be treated as an anonymous submission.

6. Alberta Finance and Enterprise will not accept a submission that, in its opinion, appears
to be harassing, libelous, threatening, violates the property rights or privacy rights of
others, or is otherwise determined to be objectionable by Alberta Finance and Enterprise.
Individual submitters shall not impersonate other individuals or, if submitting on behalf

of a business or organization, falsely represent that business or organization as another
business or organization.

7. No submitter shall post, transmit, link to or otherwise distribute any information

(including written submissions) or software to the department’s website that contains a
virus, cancelbot, Trojan horse, worm or other harmful or disruptive component.
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8. Alberta Finance and Enterprise reserves the right to reject and return any submission
that is contrary to this policy and to post any submitted information to, or remove any
submitted information from, the department’s website at any time it becomes necessary
to do so. Alberta Finance and Enterprise also reserves the right to report any unlawful
conduct concerning the submission to the proper authorities.

9. Written submissions containing third party information or documents will not be
accepted or considered by Alberta Finance and Enterprise, without the third party author’s
or owner's written consent that identifies the information to be disclosed unless (a) the
third party information or document is otherwise publicly available (for example, in the
form of published articles or reports); and (b) the publication reference and third party
information or documents are cited when referred to in a submission. Written submissions
containing or attaching unpublished third party information or documents without
including a signed consent of the third party that identifies the information to be disclosed
will be returned to the submitter.

General

10. The written submissions posted on the department’s website express only the views of
the submitters. These views do not necessarily represent the views of Alberta Finance and
Enterprise, or those of the Government of Alberta.

11. All written submissions become the property of the government of Alberta and are
subject to the Freedom of Information and Protection of Privacy Act of Alberta (the “FOIP
Act”). The information contained in the submissions, including comments, opinions and
the names of individuals and organizations making submissions, may be used, disclosed
or published at the discretion of the Government of Alberta in accordance with the FOIP
Act. Collecting written submissions and posting them to the department’s website relates
directly to, and is necessary for, the public consultation on the proposed regulations under
the Insurance Amendment Act.
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This consultation paper, the Insurance Act, and its regulations are available on
Alberta Finance and Enterprise’s web site at:

www.finance.alberta.ca

The Insurance Amendment Act, 2008 is available on
the Queen’s Printer website:

www.qp.alberta.ca

Printed copies of the Insurance Act and the Insurance Amendment Act, 2008
are available for purchase through the Queen’s Printer:

QUEEN’S PRINTER BOOKSTORE QUEEN’S PRINTER

MAIN FLOOR, PARK PLAZA MAIN FLOOR, MCDOUGALL CENTRE
10611 —98 AVENUE 455 — 6 STREET SW

EDMONTON, AB T5K 2P7 CALGARY, AB T2P 4E8

PHONE: (780) 452-4952 PHONE:  (403) 297-6251

FAX: (780) 452-0668 FAX: (403) 297-8450

WEBSITE: www.qp.alberta.ca






