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[nsurance commissions

Block insurance MPs, the RICS and industry whistleblowers are combining
to fight the overcharging of tenants for block insurance. But can excessive
commissions be stopped when the issue is so murky? Lucy Barnard reports

This week, the Conservative front bench
stepped into the fray to attack excessive
charges for residential block insurance after
the issue was raised in EG last week (3 June,
p27). Theresa Villiers, the shadow chief secre-
tary to the Treasury, has agreed te champion
the issue and several other MPs, including
shadow environment minister Gregory
Barker and Labour MP Michael Foster, as
well as the Liberal Democrar Lord Razzell,
have tabled questions in parliament.

And now the RICS has decided to weigh
into the issue. “Itis good it has come up, and
we'll fight ro have absolute clarity and trans-
parency,” says RICS president in waiting
Graham Chase,

“People who don’t have a transparent posi-
tion on what they are charging are bringing
the entire industry into disrepute.”

The RICS is hoping that it will be able
to discourage this, Next week, ic is publish-
ing revised guidance on commercial service
charges and it is also reviewing its guidance on
residential service charges as well.

Both the RICS and MPs are concerned that
high charges are by no means rare.

Roger Southam, the managing directer of
managi ng agent Chainbow, who has success-
fully negotiated rebates for tenants on their
insurance premiums, has now been asked by
the RICS to look into the problem across the

country. He believes that thousands of ten-
ants arc paying e¢normous commissions on
insurance premiwms, and do not even know
it (see p63).

Tenants pay for the insurance of their
blocks through their service charges. But
as the tenants are not the policyholders for
the insurance, they have no legal right o
find out how the charge is made up. Unlike
commercial entities, they are not entitled to
find out how much of their payments is for
the insurance and how much is commission
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Graham Chase, vice-president, RICS

taken by their agents, frecholders and brokers
for arranging insurance,

A sample of cases at the Leasehold Valua-
tion Tribunal (see panel p62} show that some
landlords charge inflated fees, some at five
titnes the cost of the insurance premium, as a
matter of routine.

In many cases, Southam says, the commis-
sion can be as little as 596, but frequently iz is
much higher. “I have known commissions to
run as high as 1,000% of the total insurance
premiurn,” says Southam. “The abuse of
the right to teke a commission is rife in the
industry. And although it is legal, it is scill
unscrupulous. It’s like a constant mugging of
the leascholders.”

The issue has appealed to David Cameron’s
reborn Conservatives. But Theresa Villiers be-
came involved following a two-year campaign
led by Peter Rochford, the co-founder of the
South Fast Leaseholders Commonholders
and Homeowners Association (SELCHA)
based in Hastings, East Sussex, which repre-
sents 180 groups of leaseholders.

Unlike Southam, SELCHA claims that che
fees involved are illegal, both because they are
taking money from tenants, and because, in
some cases, they are taking that money off-
shore and therefore paying no tax on it.

Rochford claims that brokers, landlords
and managing agents are raising high fees
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in the name of buildings insurance from the
leaseholders. After paying the real insurance
premium, they send the rest of the meney to
offshore bank accounts, which are then split
berween them. Asaresult, neither the manag-
ing agent nor the freeholder pays tax on their
earnings.

“These are secret fees which are not regis-
tered for VAT, insurance premium tax or cor-
poration tax. They stay invisible ro the people
who pay them,” says Rochford. “Neither the
broker, the insurance company nor the man-
aging agent will tell anyone how much the
basic premium actually is. And it’s happening
all over the industry.”

Brokers point out that this is not because
of some enormous cover-up. While it may
seem easy for leaseholders to compare similar
buildings insurance, the actual policies vary
wildly. In other words, there is no such ching
as a standard basic premium.

Variation of insurance rates

Stuart Reid, chicf executive of insurance bro-
ker Stuart Alexander, says: “Insurance rates go
up down and sideways very dramatically year
on vear, buc it may be thata block’s broker or
managing agent may want to keep their insur-
ance with the current supplier for a number
of reasons. The building could have a poor
claims history, the cover could be more exten-
sive or the new insurance company could be
not as well knawn ar respected. It’s not jusca
question of like for like.”

“Comemissions vary. They could be as low
as 10-15% or they could be up o 30-40% —but
in those cases the broker would be expected
to undertake work on behalf of the insuter,
such as filling in documentation and settling
claims under a small amount,” he adds.

Dhuncan Rendall, chairman of the Associa-

“The issue is the lack of
transparency, and it is getting
worse. The bigger managing
agents get portfolio cover quite
cheaply. But leaseholders can
never find out how much”

Nigel Witkins, CARL

tion of Residential Managing Agents, agrees
that increased commissions represent the
extra work undertaken by managing agents
or brokers. In a letter to £G (p72) he says:
“Rates of commission paid by insurers in this
marketplace are in my experience in the order
of 35-40%. But this represents the total cost of
the distribution and claims handling activity
underraken by insurance brokers and manag-
ing agents,

“In my experience, the figure is split in a
proportion reached by agreement becween
the brokers and the agenr, according to their
respective roles and the strengeh of their bar-
gaining positons,” he adds. “The proportien
of the commission that brokers are willing to
rebate to managing agents cypically equates to
15% or z0%.”

Buz Nigel Wilkins, chairman of CARL, the
Campaign for the Abolition of Residential
Leasehold, argues that this is avoiding the
point. “The issue is the lack of transparency,
and it is gerting worse. The bigger managing
agents get portfolio cover for a raft of differ-
ent properties quite cheaply. But these things
are kept under wraps so that the leascholders
can never find out how much that cover really
costs,” he says.

“In the past two years, we have seen that
insurers are happy to simply pass on theirlogo
to the managing agent, and leave them to fill
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in the blanks, as it were. The insurance com-
panies turn a blind eye to how much manag-
ing agents acrually charge leaseholders.”

Some are calling for regulation bur as the
RICH’s Chase says, the institution cannot reg-
ulate anyone who is not a chartered surveyor.
The responsibility for that lies elsewhere.

Critics have complained thar the FSA has
done nothing to curb excessive insurance
commissions since it took over the task of
regulating insurance intermediaries in Janu-
ary 2005. “There is an issue around buildings
insurance because the premiums are charged
to the leaseholder and yet the policyholder is
the freeholder,” says an FSA spokesman. “It's
an issue we have started to look ac but at the
end of the day we wotk on a cost/benchit basis
and we don’t want to add extra costs by way of
extra regulation if we can possibly help ie.”

Moreover, the FSA adds, most people
simply do not wish to know the detail of
the charges they are paying. “We had a long
consultation period before the new rules came
into practice last January. The overniding rea-
son for not making it compulsory to declare
retail commissions was that research we car-
ried out with customers showed they were not
interested in commission levels, so long as the
overall cost was low enough. “The FSA is not
an ecenomic regulator and believes that the
market should be allowed to set the ultimate
rates,” says the spokesman.

Conservatives pouncing on the issue

It is unlikely thae the FSA will be able to
ignore the problem for long, however, as
the Conservatives are peuncing on the issue
with renewed zeal. “This issue is just breaking
in government circles at the moment,” says
Peter Rochford. *Until two years ago, the
government thought this extra charge was
part of the insurance premium and therefore
came under the tax levied for that, However,
since then the FSA has agreed thar chatisn’t
actually the case and that it’s a very wide-
spread problem indeed.”

Shadow environment minister Gregory
Barker has already asked more than 1o parlia-
mentary questions this year in relation to the
matter but has so far been given shore shrift
by the governmenr economic secretary to the
Treasury, Ivan Lewis. But now, Theresa Villiers
has taken up Rochford’s cause, and the Tory
front bench has been briefed on the issue.

But the matter is already urgently over-
due for reform, according to CARL’s Nigel
Wilkins. “With the government’s plans to
build theusands more homes in the South
East, many of which will be built as flats in

‘leasehold blocks, this problem is likely to get

worse, he warns,
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