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ITf vou have further testlxon wr comments, please send them toe our email box
at PublicHearingsCommentséins.state.ny.us. You may include any attachment of
electronic documents in your email.

Your Testimony/Comment:

Thank you for giving the insurance community the opportunity to provide input

on producer Cuwpe wsation in the insurance industry, a key lssue that impacts

nGL only the income of the large number of licensed resident and non-resident

insurance proaucefo in New York, but also the marketing practices and pricing
tructure of insurers and the integrity of the insurance industry.

I am President of Pachner & Associlates, LLC, a tiny, growing, 5 yvear-old

gspeclialty broker that does bus 2gs in more than 20 states around the U.s. 1

am & fourth generation insurance broker and previously worked for my father

Charles W. Pachner and grandfather Lec 8. Frenkel at Frenkel & Co., Inc., a

-

egpected, closely-held internatiocnal insurance brokerage firm started by my
granfather’'s father Emil Frenkel in 1878.

Ag a small broker, compensabtion issues are extremely important. Direct
appeintments to insurance carriers arve difficult to come by, and my commission
sve iz roughly half whdz brokers with direct appointments retain.
surwizal difficult at best due to the cost of labor and electronic
ervices (agency management systems, insurance informatbion
IT infrstruacture and document management svstems.)

wher T worked for a larger brok@r, contingent commissions were extremely
inp . However, wy created a clear conflict of interest an intultive
ortant Howeve they create clear conflict of interest {(an £



conclusion that 1s dustified, glven the recent evidence of the resulting
corruption at the largest brokers in New York) where the clients' interest is
eclipsed by the need of the brokerage firm to increase profits by targeting
T
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Technically speaking, an insural
contract attorney whom deals only in insurance contracts and isaues
gurrounding them. We rveview the contractsg for clients, bind the contract and
represent the policy holders in their dealings with insurance carriers.
Insurance carriers influence this client agency and trust by offering
commissions.
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T have spoken about this at insurance assocliation meebings and know that the
brightest and most involved insurance agentg and brokers agree that we should
be compensated by our clients rather than by the insurance carviers. As
highly ¢ p@c¢dl zed contract attorneys, insurance brokers should be compensated
on & fee basis {(whether hourly, flat fee or contingent) for our work on behalf
cf clients.

Similar to arrangements entered into by atltornevs, the more ambitious or
talented brokers would command the highest compensation. The less talented oy
less ambitious brokers would receive the going hourly rate for thelr services,
at least high encugh to pay thelr overhead, personnel and a profit. The
competition would define thisg

Not only would this encourage attention to gervice by brokers and carriers,

this would aluo encourage bright, vyoung brokers to enter the industry, a
problem in today's business clim dte where the brightest college graduates feel
stifled by svstem and see greater opportunity in other business
segments .

The concept of agengy should be just that. Insurers could continue to assign

Managing General Agents, but most brokers would represent policvholiders and
the clear conflict of interest that inherently corrupts our industry would
disapper.

To an insurance carrier, the most crucial part of the rate making process and
marketing process is certainty. Two areas are crucial to carriers.

Retalning a loval customer base through a cadre of loyal agents has been the
method used for over 100 vears.

Insurance carriers have to earn and hold the respect of brokers, hence a
motivation to stand out and compete for buginess. They covet the agency
agssociation awards for best service by an insurer, which are handed out
annually as association luncheons. Thig represents no change from the current
state of the market.

Insurance carriers algo rely on certainty in the rate making process and
capitalization. A rate change may have to be phased in gradually, but
obvicusly attainable over a period of a few years. This has been done when
required by changes in policy forms, notably the current generation of
Insurance Services Office commercial general liability forms.

In an industry that holds itselfl up as a socially-beneficial financial service
and sells altrulstic goals of trust, one serious flaw prevents the public from
taking the industry sgeviously, the conflict of interest inherent in the agency
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have to change, the rates would have to be
for a new sa 2

es/marketing structure, and agents/brokerg




would have to adapt to a new merit-based system of compe
sround the end of the nineteenth century, many insurers
trust by being there for them when catastrophe struck.
prospered.  Prompt colaim payments after a catastrophe
industry’'s best advertising and publicity.

I can see a similar surge of public confidence in the in
the agency system ls replaced by a fee-for-gervice, meri
the ingurance industry and public do not need to suffer
achieve this beneficial resurgence.
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compengation gystem with integrity. I g

to our current agency system and replace it with a

Regpectiully,

Donald Pachner

President

Pachner & Assocliates, LLC
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