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Cancellation of

broker agreements or contracts

Over the last 15 years, and particularly since the implementation of FAIS,
the cancellation of broker agreements or contracts hos become a hot and

contentious issue.

hould an intermediary, who

has multiple arangements

wath vanous insurers, sefla

client the: Dest solution? Cr

shoukd the intermeacharny sall
the solution from the company with whom
the inlermediary has the bast relationshp
the one which offars good sarice, product
knowledge and other support? There may
be many different answears, and even mofe
“its" and “buls’

Why do insurers cancel contracis?

A couple of vears ago, 1ha FIA conduched
some research and (he results indicated
that the wast majority of insurers only cancel
broker contracts if fraudulent and/or suspi-
cious actvity is invohved. This ocours masnly
due o "switching” of clients; or as 1 is also
ko, “churming”.

‘Chuming” = not easily defined, and it is
oflen a casa of "when | do it, itis in the
cliant’s interest, bul when someane elsa
thurms’ my client, it Is poor advice and
bad practice”, Givan such a highly subjec-
tve mundset, churning s cyiousy a vary
confentious Issua

But it is an issue high on the indusiry’s
agenda, because it atso has much to o with
the retaticnship batween an intermadeary
and an insurer

if the redationship is good, there s of ten

a high level of support betweaen tha two
parties. Bul when the lavel of support

from ane of the parties decreases, tha
relationship suddenly lades. In this slruggle
of refationships (or shail | say business
suppor (), are the clients’ interests really
taken info account of is the primary issue
the relabionship between he insurer and
miermediary?

One-sided cancellations

Despite leedback: from insurers to the
contrary, ‘one-sided” contract canceliations
are still a reahty. Contracts are cancelled due
io a lack of support, and due (o chuming,
wo issues thal somelimes 9o hand-in-

hand. But we have (o separals lwo issues
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the service level agreement (SLA); and the
cancellation of conlracts

Service

A service level agreamant 5 normally negoti-
ated between the insurer and the intermedi-
ary, based on the level ol support from the
intermediary. 11 i a business dacision and
similar decisions are made in all other kinds
of businessas: the BO/20 principle will ahvays
apply

The currend distribution channel s expensive
and insurers have to revisit it from time to
fime, hence the move towards lranchises

It an intermediary does not support an
insurer or the intermediary s clents con't
like a specific insurer = is the iMarmediary

in a position 1o demand superior service?
Business sense lalis us that the answar is
sirmply “nol”

Howeawvar, according to FAIS, tha intermadi-
ary has, al leasl, a nght to some fom of
service, bacause FAIS demands that the
intermeadiary delvers to the clianl. This is the
grey arga. i a clent rovides an intermed-
ary with a broker appointment, the interme-
dhary is entitbed to the infermation, whether
or nof tha intermediary has a contract, and
regardless of the sevvice level agreement
with the insurer, Il will be a momentous day
for the incustry if the FSB mandates that the
industry must supply policy information o
anybody who is entitied to it within 24 hours
Then intermadianas will ba abde 1o comply.

Two-way street

For intermadianes who expect good service,
{he answer is simple: make the larget sel

by the broser consultart, or e with the
consaquences! Allernatively, vote with the
pen, and If you don't support a parlicular
company and ils products, don'l expect
Iop-class service

A broker contract could be cancelled due
ioa lack of suppaort from the infermedi-
ary, depanding on the coniract. But if both
parties agras, il should not be a problemn,
Why wiould an intermadiary want a contract
il the inlermediary does nol suppaort the

insurer and has not done 50 for some me?
What is important is that the insurer clearty
commuricalas the process 10 the inlemmed-
ary, including the payment of outstandng
COMITUESIONS

I an intermadiary does support & company
and its products wall, bul the sarvice lavel
remains poor, then the intermediary clearly
believas in the product, bul has either an
incompatent broker consullant or regional
ITRETLE e,

In this case, the head of broker division or
he head of distribution should be contacted
Life inswrars have different management
structures with regard 1o Droker distnbution
and some of thesa sinuciures are complex
and expensive, hence the move 1o broker
franchises

If this cises not resolve the problem, and an
intarmediary lodges a complhian! regarding
the poor service with the FLA, the issue will
be faken up by the specific FIA Short-term,
Financial Planning, Employes Benelils or
Hegalthcare exco (o delerming whether if &5 a
national issue. i s, the FlA will take up the
matter with the insurer's senior executives

If nat, the FIA will take up the matter with the
manager responsible for the specific area
and deal with it accordingly

Whao is watching?

FlA policy i not to inlerfere in business
arrangemeants and commearcial decisions -
suich as servica level agreements and fae
struchures - belween mismmedianes and
insuners

However, whan genenc issues, which coukd
potentially impact FLA members and the
intermediation mdustry in general, ansa, the
FlA wall intervene and act accordingty. For
example, the FIA has encounterad one of
Iworcases in which the insurer one-sicediy
cancelled contracts and, withoul reason

held back commission that was contractually
due. In stch cases, the FIA addressed and
sorted out the problem
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