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BANKS IN INSURANCE

Banks and Insurance Agencies — Mortal Enemies or Strategic
Partners?

By Nick Mallouf, CPA, CISA

Even after the passage of the Gramm-Leach-Bliley bill, I continue to see both bank and
insurance agency professional associations continuing to harp at each other. Each side claims
that the other got the best of the legislation deal, has the high ground on an unlevel playing field,
and is just short of being the devil incarnate. Perhaps this is understandable after the bruising
battle over financial convergence legislation — both sides are licking their wounds. However, if
banks and agencies could change their classical maps of each other as enemies, they could see
the opportunities that each holds for the other.

A recent study by the Association of Banks-in-Insurance and Reagan & Associates quoted in
Best’s Review stated that 96% of all banks with assets over $10 billion are already engaged in
the insurance business. My own consulting experience indicates that many smaller banks have
also moved aggressively into the insurance arena. This trend will obviously continue and
probably accelerate with the passage of the above legislation. The ABI/Reagan study also
indicated there is a noticeable trend of banks purchasing insurance agencies as their preferred
vehicle into or the expansion of their insurance business.

Banks and insurance companies have been active business partners for years. Now is the chance
for banks and insurance agencies to do the same. After all, those who really wanted to work
together have already made their own opportunities, without waiting for national legislation. For
example: banks and insurance companies have had distribution agreements for annuities for
years; insurance companies are obtaining thrift charters; the Citibank/Travelers merger
essentially preempted national legislation; and, according to the National Underwriter, the
seventh largest insurance agency in the U.S. is operated by Wells Fargo Bank

In fact, given the desire of banks to get into the insurance business and the pressures on
independent agencies to merge or sell, this may, in fact, be the best time for each camp to look at
each other as a strategic resource. For instance, the last five to ten years have been devastating
for many independent agencies in terms of an ongoing business model. Mergers, acquisitions,
and other competitive pressures have significantly reduced the number of independent agencies,
just as they have for insurance companies. And prices for these agencies are at an all-time low.
Why?
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¥ Agents are a very expensive way for insurers to distribute their products. Consequently,
they are looking for more efficient distribution channels.

¥ Insurance companies are giving the best commission arrangements to those agencies
which can bring them the highest volume and/or the lowest risk business — agency
mergers and acquisitions are increasingly the best way to provide that volume.

¥ Many insurers are becoming direct writers, cutting out the agent entirely.

¥ The Net is encouraging consumers to bypass the agent.

¥ Many agency founders can’t find suitable replacements for themselves and are looking
for a suitable buyer.

¥ Small agencies need a capital infusion to grow or face absorption by another agency.

At the same time, many banks are looking for cost-effective ways to enter the insurance
business. Banks are often competing for the same customers as insurers. And since banks are
not the natural marketers that professional agents are, experienced agents would be a natural
resource.

Ass mentioned in the study above, one of the best models for competing well is to buy or partner
with an existing agency. The bank could buy an agency outright, hire an agent to establish an
insurance presence in the bank, or partner with an agency to handle the marketing or other
mutually beneficial arrangements. Agencies are also good resources for experienced agents who
can be brought in to train existing bank personnel. And, although agencies and local banks often
target the same customer base, there are some markets that each has easier access to than does
the other.

There are, of course, cultural differences between the banking and insurance agency
environment. These types of differences are issues to be worked out as in any merger, buy-out,
or affiliation. They are important but best saved for another discussion.

At the risk of being accused of heresy by both sides, this would be a great time for the bank
associations, such as the Financial Institutions Insurance Association and the Association of
Banks-in-Insurance, and the agency associations, such as the Independent Insurance Agents of
America, the National Association of Professional Insurance Agents, and the Council of Agents
and Brokers to recommend ways for their members to work together. There are numerous
consultants that are available to help both banks and agencies work together. However, these
industry associations could be a natural resource for such useful information as how to choose an
agency partner; how to find a bank that would meld well with a particular agency; or what kind
of due-diligence is necessary when striking a deal of any kind between an agency and a bank.
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