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re you considering joining an

“agency network” (sometimes re-

ferred to as a “cluster”)? As with

any important decision, there are
advantages and disadvantages to be
considered. The purpose of this article
is to outline a process to assist you in
making that decision.

For more than 15 years, our firm has
been involved in planning and creat-
ing numerous agency networks, draft-
ing network operating agreements,
and providing advice to agencies
considering network participation.
We also provide advice to indepen-
dent agencies that are members of
networks, and have assisted agencies
in getting out of this type of arrange-
ment.

For the purposes of this article, we de-
fine an insurance “agency network”
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or “cluster” as any two or more au-
tonomous insurance agencies sharing
certain resources and/or working in
a cooperative fashion under a for-
mal organizational structure in order
1o gain certain financial, influential,
and/or economic benefits, without
sacrificing the integrity of individual
agency identity or the ownership of
the business generated through their
individual efforts.

Characteristics of Agency

Networks

Our experience has been that true

agency networks include at least the

following characteristics:

* Member agencies retain their indi-
vidual identity and business struc-
tures.

® A core entity is created to manage
the affairs of the group.

If you'd like to learn more about topics such as measuring agency
performance, mergers and acquisitions, and valuation issues, attend a
Ruble Agency Management Practices Seminar. You can also participate in
discussions and learn about agency performance and making comparisons
to peer group averages by aftending a CIC Agency Management Institute.
And Maximizing Agency Value Il is an excellent guide for buying, merging,
and selling agencies, while the popular Growth and

Performance Standards (GPS) study
contains performance benchmarks for
measuring agency pertormance and
making comparisons. Published by The
National Alliance Research Academy,
these books are available for sale at

www, TheNationalAlliance.com/bockstore.
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* Ownership of all ™
business  placed

through the
remains with
ing agency.

participatin
the duties

* A formal management
ists that involves members o
seeing the decision-making process
regarding the activities of the net-
work.

e There are no penalties or buy-out
provisions if a member elects to0
withdrawal from the network.

Benefits of Joining a Network

There can be numerous benefits to

joining an agency network, especially

for small to medium size agencies.

These include;

* Increased access to competitive
markets

» Preferred commission schedules

® Increased clout with carriers due to
aggregation of the network’s pro-
duction

* More favorable profit sharing and
production growth contracts

¢ Networking with peers to assist
one anather as trusted advisors

¢ Increased profitability resulting in
increased agency value




| . e are relatively
easy for a q&éﬂt}v agency network to
achieve. A network can provide other
potential benefits, depending on the
complexities of each agency’s owner-
ship, differences in the character of
business handled by members, and
the degree of fear over loss of inde-
pendence. These benefits include:
® Perpetuation planning, including
buy-out provisions in the event of
death/disability

¢ Centralization of accounting and
other backroom functions

¢ Uniformity of management operat-
ing systems
* Group E&O coverage

Potential Drawbacks to Joining
a Network

Joining an agency network can also
have drawbacks. Some problems we
have encountered include:

® True networks are managed by
the members, which can result in
lengthy delays in decision making.

* A pontion of the members may wish
to pursue a benefit or program that
other members may not wish to im-
plement (e.g., forming a premium
finance company, developing spe-
cialized programs, etc.).

* A single member’s poor underwrit-
ing practices or otherwise bad loss
experience can spoil the entire net-
work's profit sharing bonus.

* By necessity, another layer of ac-

counting is required to track the

commissions and other revenues
generated by the group.

Factors Critical to a Network's

Success

Some of the factors or characteristics

of successful agency networks in-

clude:

¢ A well thought-out organizational
structure and a formal operating
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agreement that are prepared by a
qualified attorney. Preferably, the
attorney should be familiar with
the operations of an insurance
agency, as well as agency network
issues. Some of the provisions to be
included are:

- Membership requirements/quali-
fications

- Management structure/decision
making process

- Financial commitments of mem-
bers

- Mutual covenants

- Termination/withdrawal
sions

provi-

¢ Agreed upon rights and responsi-
bilities regarding income/expenses/
bonuses

¢ Reliable accounting/data manage-
ment of the network’s records

» Consistent and professional com-
munication among members Te-
garding opportunities/problems

* Mutual respect, compatibility, and
compliance among members

Continued on page 6.
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Due Diligence In Selecting a
Network

One of the first steps in determining
if joining an agency network is right
for your agency is to develop a list of
the reasons you are considering doing
50, as well as the benefits you expect
to receive, both now and for the long
term. It is also important to focus on
the managerial and administrative
functions you do not wish to surren-
der. You should obtain information
regarding:

e Current member agencies, includ-

ing branch locations

* Premium volume and loss ratio in-
formation

¢ Insurance providers represented

¢ Profile of the book of business
(e.g., is it concentrated in any in-
dustry; does it focus on commercial
or personal, etc?)

» Copy of the operating agreement

* Your agency's representation on the
network’s board of directors

* Decision-making process

* Compensation and expense sharing
system

Essential Provisions of a
Network Operating Agreement
The following is a list of some key is-
sues that should be addressed in the

operating agreement among the mem-
bers of an agency network:

¢ Duties and responsibilities:

- Individual member agencies’ re-
sponsibilities regarding servicing,
billing, and collecting and paying
account currents, etc.

...continued from page S.

* Termination provisions:
- Termination for breach of operat-
ing agreement
— Right to withdrawal with appro-
priate notice
~ Notice period in the event of ter-
mination/withdrawal

One of the first steps in determining If joining an
a0ency network is rioht for your aency s ta develop
a lis1 of the reasons you are considering doing S9...

- Establishment of procedures rela-
tive to the handling of profit shar-
ing and contingency bonuses, in-
chuding the formula to be used in
computing distributions

Adherence to all company agree-
ments held by the operating en-
tity

Timely payment of insurance
company balances

Maintenance of minimum E&O
coverage limits, and naming the
operating entity as an additional
insured

~ Observation of all operating rules
and procedures
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* Mutual covenants:

Confidentiality of individual mem-

bers® information, both during the

term and after termination

- Non-solicitation/non-piracy
among members, both during the
term and for at least 24 months
thereafter

- Non-solicitation/hiring of anoth-
er member's employees

- Restriction of member agencies
“brokering” with (or for) non-
members agencies

- Restriction of member agencies
joining any other agency network

Transfer of member agency owner-

ship:

- Prior netification to the network
if a change in an agency’s own-
ership or management control is
anticipated

- Approval process for continu-
ing as a member if ownership or
management control of an agency
changes

Other Collaboration
Agreements

Other options include “franchisor”
or “aggregator” organizations. Un-




like agency networks, these agree-
ments generally involve an override
or profit element for the individual
or entity that controls participation in
the group. Such organizations provide
some of the benefits of a network,
but do not provide the mutual sup-
port among member entities and an
equal voice in the management of the
group, which are characteristics of
true networks. Franchisors or aggre-
gators do however represent a valid
alternative to relieving some of the
market pressures independent agents
experience. Many of the decision cri-
teria discussed in this article with re-
spect to joining a network would also
apply to becoming involved with a
franchisor or aggregator.

Though “brokering” relationships be-
tween agents may involve collabora-
tion, they do not qualify as agency net-
works. These arrangements involve a
voluntary sharing of commissions for
business placed by an agent that does
not hold a particular insurance com-
pany appointment, through an agent
who does have an appointment with
that company. Laws and regulations
vary from state-to-state with respect
to the legality of “brokering,” and the
notification the two agents must pro-
vide to the policyholders. This type of
arrangement is often times unknown
to the insurance carrier and is gener-
ally governed by informal understand-
ings between the two agents. This
method is frequently seen when mar-
ket capacity crises emerge, and agents
have little or no options for meeting
the immediate coverage needs of their
customers.

Conclusion

The purpose of this article is to pres-
ent a broad overview of some of the
primary issues and guestions 10 be
answered when an agency is consid-
ering membership in an agency net-
work. To some degree, every agency
network is unique. Membership in
a network involves benefits, restric-
tions, and responsibilities. It is impor-
tant that all parties fully understand
these in advance.
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The Academy;%l /i
Merges with
Higher Education

n recent months and years, The National Alliance Research
IAcademy has cultivated unique relationships with universities

that offer coursework pertaining to the insurance and risk
management industry. By working with these universities, The
Academy helps to develop more substantial insurance and risk
management programs while working to ensure continued
success in attracting and training new talent. In addition, The
Academy conducts cooperative research with these higher
education institutions to help educate and inform current
insurance and risk management professionals.

As a part of these relationships, The Academy offers aspiring
professionals the opportunity to use university insurance and
risk management coursework to obtain credit toward their
Certified Insurance Counselor (CIC) or Certified Risk Manager
(CRM) designations, Students who successfully complete the
approved university coursework receive credit for one part of
either the CIC or CRM designation. Participating students are
then given the opportunity to receive credit for an additional
part of the CIC or CRM programs by studying and using their
knowledge to complete a proctored exam. Upon passing the
approved coursework and exam, students will have eamed
credit for two of the five required courses leading to the
corresponding designation.

At this point, successful students will also obtain one of two
new designations offered by The National Alliance—the

or the University Associate Certified Risk Manager (JACRM)
designation, These designations give recognition for hard work
and represent a distinct advantage for those students entering
the insurance and risk management workforce.

Participating universities:
Appalachlan State University University of Mississippi

Ball State University University of North

Baylor University Carolina~Charlotte

University of Central Arkansas ~ Olivet College

East Carolina University University of South

Florida State University g

University of Georgia am_versuy of Southern
aine

University of Houston~

Downtown

Join us in our efforts fo attract new talent into the industry
and support these dedicated students by contributing to the
Jerry Montgomery Memorial Fund, which funds scholarships
for the UACIC and UACRM programs. For more information,
email William J. Hold at wihold@scic.com or call 800-633-
2165, ext. 3326.
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University Associate Certified Insurance Counselor (UACIC)




