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Cancellation of
broker agreements or

contracts
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Of course, "one-sided” cancellation of
contracts due o fraudulent activity iz a legal
issiie and the process will diclate the status
quo

Consequences
The cancellation of a contract gives rise lo a
ritemiber of issues for an intermediary, including

« What happens to the intermediary’s
commission stream? Normaily there are
two kinds of commassion; updront commmis-
sions, which will refbect as a debt uniil it has
vested, as well as trail fees-and as-and-
when commissions

* ‘Whal happens io the intermediary's
chents? Recuring commissions and trail
fees ans usually linked 1o he specilic chen
and will also be efleclted in the process

* |zthe infermeckany stll entitled 1o the
clients” information’? The intermeddiary is
entitled (o a client’s miormation as kong
as the client provides he necassary
consent.

If an intermediary has not supported an
insurer for some time, these issues should
not be much ol a problem, sincea the intes-
mediary would nol Bkely have many clients
whose business 5 placed with the insurers
The intermedisiry will always be entitled fo
the renewal commissions, regardiess of the
contract cancellation. Usually, all urvestad
commissions are “frozgen” for a perod of
between 12 or 24 months. The commissions
are then played ofl aganst lapses balore
being released 1o the broker

Where an intermadiary has supported an
insurer for years and then suddenly favours
another insures, the picture may weil be
dilferanl. Such a scenario leaves the first
Insurer with a significant loss, since il carres
a big production targal, which meght impact
the broker consultant and all managars

in the food chain. Clearly this waill have an

adverse impact on (he relationship, possibly
even leading 1o nasty behaviour

A contract or an agreement between two
parties should be mutually benebcial. For
this reason, the cancellation of contracts
remains a contentious issue, because it
means thal one of the parties is no longer
benefitting from the relationship, and thal
implies that the othar party did ot fulhill its
cbligations in terms of the agreament

Baoth insurers and infermedianes should
carefully consider their decisions (o enter
inta a broker contract or agreemant - and
the canceilation thereof. =
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