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Commission Disclosure for Commercial Customers
The likelihood of “hard” disclosure of commission for General Insurance commercial customers seems to have increased following the FSA’s Discussion Paper of 20/03/08 entitled “Transparency, disclosure and conflicts of interest in the commercial insurance market.”
The paper also outlines the FSA’s concerns about 


a) Poor and inaccurate “scope of market” disclosures by intermediaries 
b) Confusion about for whom the intermediary is acting as agent and 
c) Conflict of Interest management and mitigation by intermediaries.

Quaintly, it suggests a return to the days of the IBRC, with the term “broker” being restricted – in this case – to intermediaries providing “whole of market” options. 

The FSA’s required Outcomes

The FSA states that its required outcomes in these areas are:

Outcome 1: 
Commercial customers should have information which indicates the full cost of mediation, including:

· the likely extent of contingent commissions – on a standardised and clear basis; and

· the total amount of commission paid throughout the chain.


Outcome 2: 
Commercial customers should have clear information about the services an intermediary provides, 
including the breadth of search he undertakes.


Outcome 3: 
Commercial customers should have clear information about the capacity in which an intermediary 
is acting – i.e. whether he is acting for them, for the insurer or, in some cases, for both.


Outcome 4: 
Conflicts of interest arising from remuneration arrangements /business models should be properly 
disclosed and managed.


Outcome 5: 
Commercial customers should have sufficiently standardised /comparable information to enable
them to gauge the value of intermediary costs and services, and compare these across the market (and over time).


Outcome 6: 
Commercial customers should be made aware of their right to commission information and helped
to appreciate the value of using it.
The FSA’s suggested Means to achieve these Outcomes

The Discussion Paper outlines three possible routes to be taken:

· more rigorous enforcement of existing rules through a combination of further guidance and additional reporting requirements; 

· an enhanced regime to improve quality of disclosure of commission (on request by the customer), services and status; and 


· mandatory automatic disclosure of commission.

The third of these seems to be the FSA’s preferred approach, since it is only for this choice that they have produced draft rules and guidelines (subject to further consultation and cost-benefit analysis).

These draft rules require the client-facing intermediary to disclose the whole commission throughout the chain to the commercial customer.  This will include commissions, profit-shares, volume over riders and payments from third-parties such as premium finance houses. The split of commission between brokers in the chain is not required. The reasonable costs of any activities outsourced by an insurer to an intermediary may be deducted (for example, work transfer arrangements, Market Service Agreements or Placement Service Arrangements).

Under these arrangements, profit-shares would have to be calculated on a maximum basis (that is, no claims).

Next Steps

Feedback to the FSA is required by 25/06/08; following that, the FSA will decide if new Rules are required; if so, they will be consulted on during the fourth quarter of 2008. Changes of this nature are likely to require a transition period of around 12 months.

The FSA is of the view that hard disclosure would promote competition amongst intermediaries, and drive down costs. That is likely to mean squeezed margins for intermediaries. The Discussion Paper is therefore likely to be of interest and concern to all such firms. It may be found at:
http://www.fsa.gov.uk/pubs/discussion/dp08_02.pdf
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