
Insurance 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

Nopremium put
on transparency

This weeh, the Consercarivc front bcnch
repped into rhe fray to anack excessive
chargs for rsidential block insuLance afrer
the issue was raised in EG lasrweek GJune,
pz7).'l heresa Villiers, rheshadow chiefse.re
tary r rhe Tteasury, h* agreed ro champion
the issue md severd other MPs, including
shadow environnent minister C regory
Barker ard Labour MP Michael Fosrer, as
weLl rs the Liberal Dcmocrat Lord Rrzzell,
have tabled quesrions in puliment.

And now the RICS h* decidcd to wcigh
intoth€ issue. "It is good itho con,e up, and
we'll 6ght to lave absolute clariw and trans
parencyii' slr RICS presidenr in *drting
cnham chase.

"Peoplewhodon t have atansprent posi
tion on whar they are charging dre bringing
thc cntirc indusrry inro disrepure."

Ihe RIciS is hoping that it will be rble
to discouogc rhis. Nen we€k, it is publish-
ing revised guidance on cohherciJl senice
chrges rditis Jso reviNingirs$ridanceon
residentialsewicc charges aswell.

Borh theRICS andMPsareconcernedthat
high charges are by no meansrare.

Roser Soud,am, the nanaging direcror of
managing agent Chainbow, who has n,.ce$-
fully ncgotiar€d rebates for tenants on rheir
insu rancc prennrms, has now ben xked by
the lLlCS ro look into drc probhmaousthe

coutry. He bclicvcs that thousands often
anrs arc paying enormous commissions on
in*runce premnrms, and do notflen know
i tGeep6t) .

Tenants pay for the insurmce of their
blocks rhrough rhcn seryice charg$. But
as the tenants are not rhe polig'holders For
the insurance, they h:ve no legal right to
find our how rhe charse is hade u!. Unlike
commercialentnies, they are nd entnl€d to
6nd out how much oftheir paynenm is for
the inlrance and how much is comnission

taken byrheiragents, freeholden andbrokss
for armgingisuranc.

A sanple ofcases at the Leoehold Valua'
rion ]}ibu nal (see panel p6,) shos that sone
landlords charge inlieted fees, some at five
tin* rhe cost ofthe insurance premium, o a

ln manycases, Souihd says, de connis-
sioncanbeaslittleo iVo, but freqnendy ir is
much higher. "l have known commissions to
run s high s r,oooo/o ofthe total insuronce
preniun," says Southam. "The abuse of
rhe right to take a conmission n rifc in thc
indusrry. And although it is lee.l, ir is srill
unsoupulous.It s likc aconstot mugg;nsof

The issue h* appealcd to David Cmeror s
rebord Codservativcs. Bu! fhersa \tllle6 b.-
ame involved following r two-yearcamp,ign
led br P€ter Ro.hford, rhe co-founder ot the
South Easr Leaseholders Commotholders
and llomeowners Arsociarion (SELCHA)

based in Hdtugs, East Susex, whichrepre-
sena r8o groups ofleaseholders.

Unlike Southam, SELCFlAclains rhar the
fes involved are illcgal, both beouse they are
taking morey fron tenans, and becruse, il
sone cres, thcy arc taking that money ott
shorednd rherefore pryingno td on ir.

Rochford cla;ms that brokere, landlords
and managing agena arc raising hlgh fees

"People who don't have
a transparent Position on
what they are charging are
bringing the entire industry
into disrepute"
Graham chrse, vice-P€sident' RICS
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in rhe nmeof buildings insunnce from rhe
leceholders. Alier paying rhe rc.t insunnc
prcmium, theysend rhe resroflhe doneyro
offsl,ore bank accounts, which arc drn split
beNeen then. As a rcsulr, neirhcrtheman4-
irgrgentnor rhe freeholder pays tu on thcir

"Th€sc xre secrcr fees which re not regis-
tercd for VAT, immna premiunt*orcor
poradon tu.Theystayinvisible to the people
who pay them," srys Rochford. "Neitherthe

brcko, the insurarce company nor fie man'
agnrg rgcrr rvill tell anyone how nuch tLe
basic prerriun actually k. Ard iti happening

Brokers poinr out that this is not because
of rme enormous coverup. Vhile it may
ren easy for leaseholder to comparesimilar
bulldlngs insurance, the acrual policies vary
wildly. h orherwords, rhue is no such thing
as asandard basic ptenim.

Va ation ol insuGnce Bt€s
Smrt Rcid, chicf securive of idsurdce bro-
ker StuartAlcxander,sals: 

"Insuhncerats go
up down and sidoays very drmai."liy yedr
on year, bur ir may he that a block s brokcr or
madasins agent hay tui to keep rheir inslr-
ance with the currcnr upplier for a nunber
of rerons. Thc building could havc a poot
chims hisrorT, the cover ould be more exien
sive orrhe newinsurance conpany could be
not aswellknown or respected.Iii norju$ a
querion oflike for llke."

"Comnissions vary. They could be as low
rror5o/o or thq'couldbeupro lo-,{o% - bur
in those cases rhe broker would be erpected
ro undenake work on behalfofthe insurer,
such as fillinsin documeitation andsetiling
claims undera smallamount," he adds.

Dunen Rendall, chairnan of theAssodr-

"The issue is the lackof
transparency, and it is getting
wo6e. The bigger managing
agen8 get portfolio cover quite
cheaply. But leaseholders can
never find out how rnuch"
Nisel Wilkins, CARL

rion of Residential ManasingAgens, agres
that incrcascd commissions rcprcscnr thc
ddr wo* undert.kcn by rnanaging agen$
oi brokds. ln a lener ro rG (pzz) he sars,
"Rts of.ommission plid bvinsurem in this
narketplace re in ny experience in the order
oftt-4o%. Butrhis representsthetoralcost of
the dnnibution and daims hdndlingacdvitr
unde,raken br insurs.e brokea ardnanag-

"In ny cxperience, the figure is split in a
proportion rcached by agrccmcnt berwecn
the brokersand drc agcnr, accordiog to thelr
iesp€crive loles ald rhcsrength oftheirbar
gaining positions," he adds. "'1hepropoftion

ofthe commission r[ar brokers arewilling to
rebate to managingagencs rypicallyequates t,

But Nigel Wilkins, chaiinan ofC.ARL, the
Campaign for the Abolirior of Residertirl
Lexehold, argues thar rhis is avoidi.g lhe
point. "The issue is rhe lack ofranspa,e"q',
and it is geningworse. The bigger managing
agents get portfolb cover fot a nftofditrer
entproperties quitc cheaply. Brt thrse things
are keprundermaps so drat the learholden
an ncver fi nd oul how much dat cover really

''In the pst two yean, we have seen that
insurers are happy to simplypa$ on their logo
to the nmaging agent, and leave them to 6ll

ir thcblankr,ar ir were The insurancecon-

panies rurn a blind eye to how much nranag

ing agents actually charge leoeholden."
Some are calling for regulation but rs the

Rl{lS's Chase srys, the institurior q.nor rce-
ulateanyone who is nor a chaitered suNeyor.
The responsibiliry for that lies elsvhoc.

Critio have cohplained rhat fi€ FSA has
done nothing to curb excessive insurance
comnissions sincc ir took over the task of
regulaiing insurancc inte!mediaries in Janu-
ary:ooi. "Thcrc is an issue around buildings
insurar ce because the preniums are charged
to rhe leaseholder antl yet the policyholder is
the fieeholder. says an FSAspokesmrn. "It\

an nsue we hrve stared ro look atbur at the
endof dredaywcworhon a cosr/bencfitbds
and we don\ u mt to dd cxtra costs by way of
cxtra rcgulation ifwc can possiblvhelp it."

Moreover, e IjSA adds, mosr people
sinply do not wish ro know the detail of
rhc chrrgcs thty are paying. "we had a long
conwlration period beloLe rhe ns rules ome
into pracrice lur.f anurry. The overtiding rea-
son ior not nraking it conpuhoryto declare
retailcommissions ms that rer&h we cr
riedoutwith cu*onerssho*rdtheywere not
inkrestedin conmisslonlevels, so long* thc
ovenllcosiws lowenough. "'Ihe FSA is not
an economic regulator and beli€ves that rhe
markershould be alkwedto set the uhihate
rato, sapthespokesnan.

Conseryrl'ves pouncingon lhe issue
k is unlikely drat drc FSA will be able to
ignorc thc problem for long, however, u
the Cooseratives are pouncingon the issue
wnh renqed zeal.'This issue isju$ hreakins
in government circles at the mom€nr," says
Perer llochtord. "Until two years ago, the
government rhought this exra charge was
part of the insuranc preniun ard thccforc
crmc urdcthc tu levied foLtlut. However,
since thcn the ISAhas agreed rhar lhar isn'r
actually the cue and that irs a very wide-
spred problem indeed."

Shadow envnonnent minisrer Cregory
Ilarker has aheady asked more than roparlia'
nenbry questiods rhis yer in reletion to the
matter but hrs so fir been given shon shrift
by the government economic seciehry to the
lier$q, Ivd kwis. Btrt now, Ther6a Vilicrs
hc raken up Rochford's cause, and rhe Tory
trcnt bench hs bccn bricfcd on rhe issue.

But dt matter is already ugently over-
due fof reform, according ro (IARL s Nigel
Wilkins. \(irh rh€ go'ernnenis phns to
build thousandr more homes in rhe Sourh
Eas!, m.n), ofwhich will be built d fla$ in
leasehold blocks, rh;s pioblenis likely to get
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Insurance commissions

man
mark-upsintheirlnsurancepremiunis?At1er waslhe annualprernium, thelenants totd us
d| .  r ' s ,o rFo-FF l ,e , ronpvd d  _ isu l  e r  lha(L l  ep 'a r 'o r<owrer l  1do b tsn( rd rSag
llkecandyirom a baby. Padicu arlyslnce most !1,000pa.
lenantsdo noteven €alse it lshappening For a very longlime cornmEq ons have b€en

Al lhe risk of s.unding moraiist c, |for on€ f€€ the b€st way to maie money out oI own ing
thatmana8jngagentsshouldearntr€irmoney. residenliat ground renis. In somecases, rhis
They should nol s€ek to potiteeflrom mad< ups to isevenbetngfaclorcdtnwhensateprices

r,,1".;,":.,;.:1.

lre detr ment oi providing a service. lorgrolnd renls a re calculated. There san
The realproblem lsthatthevagariesofthe argumentthathighlevesofcornmissionare

insurance market allow landlords anrl agents reeded to compensateforthework undertaken
to nan ipulal€ matteG ro get the incorne they in clea|ng with the poticy and the handt ng
wart. have come across some brokers who oi ctainrs. 8u1 i,ris is a comptete r€d herring.
w make"the prernium whateverthea€ent Invariabty, flr€ frcehotder wiit iry and keep
wants l t tobe. ls longaslheinsurersget thei r . .  thecommhsion and not  pass i tonio the
share,lheyarehappy!DaddorwhrteverRgurc. agent. This meanstheagenthasto handtethe
isd€snedbythelandlordoragenl . .  tnsum nce matre|s  wi th n thei r  norma fee.

:

This rnu9 be wrong ln anybody'seyes.lf
.orr  18-\e i r .d1,o_b". iC..wlei l r  \ .o.r . .  An atmithty shake-up ne€d€d
passedontotenantslopickup- ... .. Theatternative stharrnanagingageits

One sirnpleso utionwould beio rcquirethe ..irnprovetheproiessionatismoftheirservice,
bul d ing s ifsunnce sumrnary lo dhclose tie in whtch cnse tenants wou ld be prepa red ro
.1  oL, .o ' ro ' ln  's  ion_har 'sbe -8odd. ,10 pd.  d hrr  o, .Ft r r  d to,oo.  rodF,er '  r .
loa-or  L ld oo$fc a waysoo€ratedor rear :1dr"g inBager. ,  rc t  p"h-godoIro
l " "bd) i ,o f  npgol  d, lg  helowe-toos. ib tp n r 'nu1 "nou--he!  (a r  gFt  a4al6. t4.  t |
- .La eDenrfandFcFvesl0% w l l  t? \e " r  a i r  i8nry sn,("  ,pro. t " "n rp-hF
commission.Thissur€lyhasrobelhewaythat sectorandiinprcvestandards.
the industry as a whole should op€rate. The govenment has produced |eams ol

- lec staiioir ioi residentiat propertv, but non
- lee stafionior restdentiatproperty, butnone of

Larye coftmirsio||s added r tackies the rcot probtenr and jt €ma ins easy
Wh, ' tsor ld le ldnr ,ber 'pppooh&l-prr l -ere.  _o oorh rgs b"o ly .  o r  p pFoote of l .  ra-o 'g
ro 1+d? lt"pe"der I ln, ,r" 1. F tor e&Tp e. nsrranle regutrton .o bl" LSA .d, I Fo Ll F

rookorr l  rnLrFo 0Fdnouf iorbrsrnes\  w.0.8paror f l^e prdben,  a(  i t5d.no 1.e l t ion

r0 'r+d 1 lld.pe"der I ln\ ,ro.r. F for e&Tp e. nsrranle regutrton .o b14 LSA .d, I Fo Ll F
rookorr l  rnLrFo 0Fdnourtorbrsrnes\  w.O.Bbaror f l^e ordben,  a(  i t5d.  no 1.e l r ior
b/ drlowi g, ,id pan a, tordo vol c 8e o,entorL Ing fansia en.y.
\or ,  \on\ro,  r fF i  Drer iLTs-a<la,gpd)  Wrj r  rs  nFd4o :s  for  -hp anour rs  o{
l " deer $ \4anlFo. I r-F ronoan wenl o rrr in .or T lio tobpF,oo,eo. dnd toe,vF

recelJedphonecal ls f romt€nantsa+ newhrt
perlod th s premium covefed. Was our nvoic e.

the l id!stry sial]€lrt
looked after l!9 stak€l

. . ' .wlry wou d dnyone Care how rnuch noney rs wh ch.srated t2fiofihs, ncorrect?Wa! itto be -extracted from flat;wners iy the ;xorbjta nt bilted in;nrh y? When we co,rnrmea $iir i oO

ahlsareusualty
itabouttine
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NKDR comment:
Absolutely right - and the current RICS leadership does not have the capability to do it 
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NKRD comment:
- Congratulations for your perseverance Mr Rochford
- Well done Mr Southam. It takes courage
- Thank you Estates Gazette for publishing this article 




