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Executive Summary

Primary findings:

There is a lack of understanding among SME business owners of what constitutes
advice; 33% of SMEs not using a broker to arrange their business insurance did not
understand that they weren’t receiving advice and were probably only being offered a
single product

In spite of the apparent confusion, advice is highly valued with 96% of SMEs who used a
broker stating that advice was important

Among both those who use a broker and those who do not, there is confusion as to
where they can obtain advice; 63% of SMEs who did not use brokers said they received
the service of identifying a suitable secure insurance policy and specialist advice

We therefore conclude that SMEs are confused about what constitutes information and
advice and where they should go to obtain advice

Secondary findings:

SMEs recognise the value a broker provides by understanding their business and

tailoring the most appropriate solution for their circumstances:

= 94% of those using an insurance broker felt the broker provided reassurance that they
have the right cover in place

- 89% felt using a broker allowed them to focus on their business

- 85% felt using an insurance broker ensures they always have a competitive premium

- 81% that say that their broker identifies a suitable secure insurance policy and
explains why it is appropriate for me with specialist advice

SMEs value the support they receive in dealing with what is a complex issue, providing

them with reassurance and allowing them to focus on their own business

Insurance brokers played an active part in supporting their clients in the claims process

Brokers are held in high regard by their SME clients who express high levels of loyalty

and satisfaction and are frequently willing to recommend them

Brokers can be confident when promoting themselves that they offer an important

service that is highly valued by their clients

Introduction

This report summarises the findings from a survey of Small to Medium Enterprises con-
ducted during the final quarter of 2008. The primary survey objectives were to deter-
mine:

whether SME decision-makers understood the difference between advice

and information

whether SMEs believe advice is important and has a value

where decision-makers in this market would go to obtain advice

Secondary objectives were to understand the role that insurance brokers play in arrang-
ing and maintaining insurance cover for their clients.

We were particularly interested in the views of decision-makers in the smaller firms
in this market and restricted the sample to companies with fewer than ten employees.
These are termed SMEs for the purposes of this report.

It is estimated there are 4.7 million SMEs in the UK ™ working in virtually all sectors of
the economy. They have a wide range of insurance needs and generally access cover via
insurance brokers, banks, their representative trade bodies or direct with insurers.

This report has been prepared by NMG Financial Services Consulting, whichis a
member of the Market Research Society and a specialist in financial services. NMG
interviewed 250 SME decision-makers, two-thirds of whom used insurance brokers to
arrange their business insurances [CHART 1].
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Chart 1: Channels used to arrange insurance
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Base: 250 - And which of the following channels do you use to arrange your business insurance?

This quantitative research was supplemented by face-to-face in-depth interviews con-
ducted by NMG with 10 SME decision-makers. The qualitative study was not confined to
those who use brokers, thus giving us views for comparison and validation.

The SME sample was classified by: size, industry sector, types of business insurance
held, and business insurance spend per annum. The characteristics of the proportion of
the SME sample using brokers to arrange their insurances were consistent with the main
sample. Our sample of 250 firms represented a wide spread of industry sectors and it is
safe to assume that the insurance requirements of firms differ widely depending on the
products or services they offer.

Approximately two-thirds of the SMEs in the main sample bought their business insur-
ance (excluding business motor insurance) in a single package rather than a collection of
separate policies. A similar proportion of the SMEs using brokers also bought a pack-
aged solution. SMEs spent on average in excess of £2500 per annum per firm for busi-
Ness cover.

(1) Source: BERR Enterprise Directorate Analytical Unit 2007 — Sole Practitioners and firms employing fewer than 10 employees)

Primary findings:
While advice is highly valued, it is apparent that there is considerable confusion about
what constitutes advice and who is able to provide this valuable service.

63% of those who used a broker said they received advice — they were provided with
afirm opinion or recommendation on which policy was most suitable. Additionally, when
asked: Does your insurance broker identify a suitable secure insurance policy and explain
why it is appropriate with specialist advice? 81% said their broker provided this service.
This was significantly higher than the earlier 63% who said they received advice.

[CHART 2]
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01

“llook tothemto give me
advice... theyarethe
professionals”

02

“l would stick with the broker
because of the advice | got
and the fact that there was
more than one product
available —much better
than just sticking with one
company who can only give
you one product”

03

“Given the specialist
nature of ourinsurance
requirements [l] felt advice
was necessary”

Chart 2: Service provided
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. Information on a policy and left you to decide if this was suitable for your business Other Don’t know
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Which of the following best reflects the service provided by your insurance provider?

Furthermore, a concerning 33% of SMEs who did not use brokers said they were pro-
vided with a firm opinion or recommendation on which policy was most suitable and 63%
said they received the service of identifying a suitable secure insurance policy and special-
ist advice. Since most direct offerings are on a non-advice basis, it was likely that a good
proportion of these SMEs were also mistaken, believing that they had received advice
when they had not.

There s further evidence of confusion. When those SMEs who used brokers for busi-
ness insurance but did not use brokers for personal insurance were asked why, over
athird said it was because they did not believe they needed advice for that particular
personal insurance product. This appeared to confirm some recognition of the differentia-
tion between information and advice but that this differentiation has not been applied in the
business market.

We therefore concluded that while SMEs value advice, they are confused about the
differentiated role of insurance brokers who are able to provide advice and other channels
where it is commonly the case that they are restricted to providing information. However,
there was no confusion over the importance of advice; when those who use a broker
were asked whether being able to receive advice was an important benefit of the relation-
ship, 96% felt it was either very important or quite important [QUOTE 1]. While advice is
clearly important to SMEs, 60% of those who did not use a broker were left to choose their
own policy from information provided by a limited resource which may not offer sufficient
protection.

Secondary findings:
SMEs recognise the value a broker provides by understanding their business and
tailoring the most appropriate solution for their circumstances

Over two-thirds of SMEs (who used a broker) regarded it as very important for their broker
to understand their business. When asked whether their broker understood their needs in
terms of risk exposure and protection of assets, an overwhelming 92% said they did. Nearly
two-thirds of SMEs regarded it as very important for their broker to have access to products
from a wide range of insurance companies. [QUOTE 2]. When asked whether their broker
searched for a suitable policy, 89% agreed they did; 81% said their broker identified a suit-
able secure insurance policy and explained why it is appropriate with specialist advice.

While we concluded earlier in the report that SMEs are confused about advice, they were
almost unanimous (97 %) in saying the service they received from their broker met their
expectations. [QUOTE 3]
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04

“I knew by the questions he
[my broker] was asking |
was going to get the right
policy”

05

“lwould put advice above
the premium ifit was
ranked, it’s very important
forus...it'sabout having
adequate cover”

06

“The broker will basically
know the small print so
there won’t be something
nasty creeping out of the
woodwork should | want to
make a claim”

These figures contrasted with the SMEs who do not use brokers, where only 86% felt
the service met their expectations.

We concluded that SMEs who use brokers recognised that they played an important
role in providing expertise and service to deal with a complexissue. In the main, SMEs
were satisfied that brokers delivered those aspects of the relationship they regarded as
most important. [QUOTE 4]

Those SMEs who use a broker were confident to delegate the administration of their
insurance arrangements and brokers also invariably set the policy up at outset, ensured a
seamless renewal, and dealt with claims.

Where brokers are servicing larger clients, possibly with more complex requirements,
a wider range of services is being provided. Itis particularly noticeable in these areas that
businesses that employed five or more staff received additional services. For instance,
89% of the “five plus’ sample had their brokers process mid-term changes. This pattern
continues when we look at risk management advice where nearly two-thirds of the ‘five
plus’ sample receive this service. Clearly, there was a correlation between size of SME
and range of service received.

SMEs value the support they receive in dealing with what is a complex issue, pro-
viding them with reassurance and allowing them to focus on their own business
We have already seen the importance SMEs attached to various aspects of broker
service, and that brokers tailored service to meet clients’ needs. We now turn our atten-
tion to the product.
We found that SMEs who use brokers understood that the cover provided by the policy
was as important a factor in the buying decision as was the total cost. In our sample
84% thought that the cover was very important. As far as cost was concerned, only 67%
thought this was very important. Clearly, SMEs using brokers appreciated that in the
business market cheapest is not always best. [CHART 3] [QUOTE 5]

Chart 3: Policy factors’ importance
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Base: 159 - When deciding which policy to purchase, how important is...

SMEs using brokers felt that any significant terms and conditions were also important
factors to be taken into account when buying business insurance, 86% agreed with this
—-53% said it was very important and 33% said it was quite important.

Therefore as far as product selection is concerned, brokers clearly played a fundamen-
tal role helping SMEs with the important, but often complex, issues around matching
cover to risk and ensuring the small print did not jeopardise the client’s ability to make a
valid claim. [QUOTE 6]
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07

“l was their [the broker’s]
client rather than dealing
with the company... they
made sure everything
[claim payment] was OK”

When we looked at SMEs who did not use brokers and the range of service they re-
ceived we noticed some interesting differences. When asked if their providers offered an
understanding of their insurance needs, the proportion that said yes was lower than their
counterparts using brokers — 82% against 92%. This pattern was followed in the other
areas of service and the difference was quite marked.

We expected this to be the case where the question was about identifying a suitable
secure insurance policy and explaining why it is appropriate with specialist advice. This,
after all, is the preserve of brokers so, as has been noted, it was surprising that as many
as 63% of SMEs who did not use brokers said they received this service. Itis more likely
that they were offered information on a single policy from the provider as opposed the
service received from a broker who makes a recommendation from a selection of suitable
options giving expert advice on the choices available in order to obtain suitable protec-
tion.

This suggests to us a significant misunderstanding about the nature of the service be-
ing provided on the part of those using non advised channels.

The size of the SME in the non-broker sample did not appear to be material as to
whether these services were provided or not. [CHART 4]

Chart 4: Services offered
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Base: 159 (broker); Which of the following services does your insurance broker offer?
Base: 91 (non broker); Which of the following services does your provider offer?

There is potential for brokers to highlight the added-value service they provide, mak-
ing a virtue of being able to pick from a wide choice of companies to provide the cover
required at competitive cost without necessarily being the cheapest.

Insurance brokers played an active part in supporting their clients in the
claims process

When asked if they thought the insurance cover they had in place was appropriate,
75% of SMEs using brokers thought that it was completely appropriate, a further 22%
said it was mostly appropriate. Only 3% felt their cover was not at all appropriate. This
differed only slightly from the SMEs who did not use brokers where the proportions were
83% completely and 17% mostly. We surmised that SMEs are less likely to be critical
when they arranged the cover themselves. Given our early findings the SMEs’
confidence may be misplaced.

When asked whether the service their broker offered included dealing with any claims,
80% of SMEs using brokers said they did. The answer was similar for those SME’s not
using a broker. Among those SMEs who had made a claim in the last three years, the
proportion satisfied with the claims settlement was high. [QUOTE 7]
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“My time is better spent
running the business and
getting orders”

09

“[The] broker knew what
he was talking about...
definitely added value”

10

“[We've] stayed with them as
they treatuswell... lookinto
the best deals for us”

Of those SMEs using brokers who had experienced a claim, 75% said the broker
played an active role and dealt with the company on their behalf, with a further 6% saying
they went as far as negotiating a better settlement with the insurer. [QUOTE 8]

We concluded that brokers play an important part in supporting their clients through
the potentially stressful experience of making a claim. This is a service that would be
unlikely to be available to those purchasing business insurance through other channels.

Brokers are held in high regard by their SME clients who express high levels of
loyalty and satisfaction and are frequently willing to recommend them

Virtually all (95%) said they were confident their broker understood their business insur-
ance requirements. The majority (57 %) were very confident this was the case. When they
considered whether the cover arranged was suitable for their needs the response was
similar; 97 % said they were confident with 71% being very confident. [CHART 5]

Chart 5: Benefits of using insurance broker
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Base: 159; How confident are you that your insurance broker has a good understanding of your businesses
insurance requirements?

Base: 159; How confident are you that your business insurance cover is suitable for your needs?

Base: 159; To what extent do you agree or disagree with each of the following?

When asked about the reasons for using an insurance broker, 94% agreed that a
broker provided reassurance that they have the right cover, 89% that broker involvement
enabled the SME to focus on running their business, and 85% that the broker ensured
the premium was always competitive.

Virtually all the SMEs using a broker (96%) said that, taking everything into account,
they were satisfied or very satisfied with the service they received from their broker. Two-
thirds of the sample were very satisfied. The remaining 4% were neutral. It is significant
that none of the SMEs who use brokers were dissatisfied or very dissatisfied. When we
looked at SMEs not using brokers we found lower levels of satisfaction. [QUOTE 9]

Nearly all (95%) of SMEs who use brokers said they are likely to continue using their
insurance broker for their business insurance when it next falls due for renewal. Two-
thirds of the sample were very likely to do so. In fact, there is a great deal of loyalty in this
market with 73% of SMEs having used the same broker for more than 6 years. [CHART 6]
[QUOTE 10]
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Chart 6: Likelihood to use insurance broker for renewal
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Base: 159; How likely are you to continue to use your insurance broker for your insurance when it next
falls due for renewal?

In addition, 87% of SMEs using brokers said they are likely to recommend their broker
to member of their family, a friend or a business associate. Among those who are likely,

over half (53%) have done so. [CHART 7]
Chart 7: Likelihood to recommend
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Base: 159; How likely would you be to recommend your insurance broker to a member of your family, friend or
business associate?

Base: 139 (those who are likely); And have recommended your insurance broker to anyone?

Two-thirds of SMEs decided to choose their broker after arecommendation, either
a personal recommendation from a friend or family (42%) or a business recommenda-
tion from a business associate, accountant, bank manager or similar (22%). The largest

SMEs in our sample showed a higher propensity to appoint a broker following a business
recommendation. [CHART 8]
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Chart 8: Choice of broker
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Base: 159; How did you decide which insurance broker to use?

Brokers can be confident when promoting themselves that they offer an important
service that is highly valued by their clients.

Itis clear from the findings of this research that brokers offer a service that is highly val-
ued by their clients. Indeed many of the most valued elements of the brokers’ proposition
are those that constitute advice — a service that brokers are uniquely able to offer.

It appears there is a virtuous circle of referrals working to the benefit of both SMEs and
insurance brokers. We can justifiably surmise that BIBA members would benefit from
maintaining the momentum of this.



