With the demands of compliance, how can the small broker avoid the seemingly inexorable march of consolidation? - Written by Chris Alsworth-Elvey (Title unknown)

Recently I stopped at a motor vehicle dealership. Only after having meandered through the cheaper models and having snuck a peep into a more expensive vehicle was I met by one of the dealership salesmen. 

Half an hour later, I had completed an exhilarating test drive, heard my first name change to “Pallie” and I was presented with an offer to purchase. Its just an offer and by no means brings about a contract between us, these the words of the salesman. I was requested to sign the document, with no offer on his behalf to go through the document with me.

Knowing full well the legal implications of signing this document I could not help but chuckle- thinking to myself that it is just as well he is not a short term insurance broker giving advice or selling a financial product in his capacity as a financial service provider. Had he been, his conduct would have been contrary to the code of conduct and his actions, the subject of a certain ruling by the Office of the FAIS Ombudsman.

Given the broker’s duty to sell insurance responsibly, the inherent complexity of insurance and the vulnerability of the target market, there are also risks of potential abuse and mis-selling. A balance therefore needs to be struck between market development and consumer protection. Enter the various regulatory bodies bringing with them increased burdens of regulation and compliance not to mention increased consumerism. 
What these statutory requirements seek to do and invariably will achieve, is to force the smaller broker to employ effectively the resources, procedures and appropriate technological systems for the proper performance of professional activities. The appropriate technological system does not come cheap. The solution- the broker surrenders control of these processes and procedures to an insurer or bigger corporate broker who can afford to implement and maintain same.

That the surrender of control is a last resort goes without saying seeing as with it goes the small broker’s primary weapons, personal service, specific client knowledge, analysis and expertise.
A previous article appearing in this magazine which dealt with intermediaries stated that compliance and competence were components of professionalism and that the presence of both these traits ensured the sustainability of the broker model at a time when direct insurers and other players add to competitive pressures. That these traits are a prerequisite cannot be denied. Is it enough though?

The number of rulings which stem from the Offices of both the Ombudsmen show an increase in the number of rulings going against the FSP as a result of human error or omission in the process of selling a financial product. 

The FAIS Act requires that an FSP should ensure that there is no risk that its client will suffer a financial loss as a result of poor administration, negligence or culpable omissions.  A recent ruling from the FAIS Ombudsman resulted in a broker being ordered to pay 70% of a motor vehicle theft claim simply because of its failure to keep proper records of all communication whether verbal or in writing. Could this ruling not have been avoided simply by implementing effective resources, procedures and an appropriate technological system?  
Constant emphasis on compliance can make intermediaries feel defensive and not to be outdone, the Office of the Ombudsman for Short Term Insurance seeks to scrutinize every detail of the dealings between the insurer, broker and insured especially at underwriting stage.
In line with the principles contained in the Policy Holder Protection Rules the Insured should be informed in concise terms of any special terms and conditions, exclusions, waiting periods, loadings, penalties, excesses, restrictions or circumstances in which benefits will not be provided.
All policy wordings are littered with these special terms and conditions, exclusions, waiting periods, loadings, penalties, excesses, restrictions or circumstances in which benefits will not be provided. The duty to give a concise explanation of the entire policy wording to the insured is an onerous one and which in most instances falls squarely on the shoulders of the broker.

With Monday becoming Friday at the wink of an eye, there is no time for face to face broking never mind sitting with your client explaining exactly the operation and financial implications of the additional excesses he insisted you quote for so as to arrive at a premium which suits him.
It may very well be that professionalism and competence is enough to secure the broker model but increased consumerism is characterised by demand- the demand for service, the demand for efficiency and finally the demand to be important. 
These demands have to be met with the supply of both capital and time. Problem is the small broker is in short supply of both. So what is the solution? The smaller broker is a crucial participant in the market providing a level of personal service often unequaled elsewhere in the market, yet, by the very size of his operation, he is devoid of the depth of facility necessary for him to compete effectively with more substantial operations. The result is that, all too often, it is easier for him to become absorbed into a larger business and lose the personal touch which is the very trademark of his operation.
But is that the only potential solution? Surely, if insurers were to provide the necessary facilities to smaller brokers as a part of their product offering, it would offer smaller brokers the opportunity to compete on a more level playing field. 

So, what are these facilities? Well, broadly, they fall into three categories:

1 An administrative system which provides the broker with the ability to interrogate policies and the progress of claims settlements as can larger brokers as well as the ability to evaluate the performance of his book so that he is able to pre-empt any action necessary to preserve the sustainability of his book. For such a system to be practically useful to the smaller broker who is often “on the road” for the greater part of the day, the system needs to be highly portable. In addition, the system needs to be economic to operate and time efficient.
2 A suite of products which include competitive covers and pricing, preferably scientifically underwritten using what is commonly referred to as a “black box” mechanism to combine all the necessary rating criteria in the determination of competitive rates.

3 A claims service upon which the broker can rely for the expedient settlement of claims and a claims settlement infrastructure which, through the availability of a procurement panel with which advantageous arrangements have been concluded, permits the settlement of claims to the satisfaction of insured clients while minimizing the cost. This element is necessary if competitive pricing of risks is to be preserved.

With these facilities at his disposal, the smaller broker will have the opportunity to write business competitively and manage his business effectively while satisfying the demands of compliance and observing the very onerous duty of good faith to his insured client.   
