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COMMISSION INTERIM REPORT ON BUSINESS INSURANCE MARKET 
 
 
 

The Federation of Finnish Financial Services (the Federation) is a newly 
formed organisation that represents insurers and financial institutions 
operating in Finland. The body was formed by combining the operations of 
the Federation of Finnish Insurance Companies, the Finnish Bankers’ 
Association, the Employers’ Association of Finnish Financial Institutions 
and the Finnish Finance Houses Association under one roof starting from on 
1 January 2007. 
 
Like the relevant trade bodies in the other EU countries, the Federation of 
Finnish Insurance Companies was involved in the Commission inquiry into 
the business insurance sector by answering to the Commission 
questionnaires. Therefore the Federation, which continues the operations of 
the Federation of Finnish Insurance Companies, would like to make the 
following statement on the interim report. 

 
I  DISTRIBUTION CHANNELS 
 

The Commission interim report on distribution channels refers in section 
1.1.2 to Finnish, Danish and Swedish legislation on insurance intermediaries 
and reports on some insurance brokers’ critical views of the net quoting 
system adopted in the Nordic countries. As this section of the report 
contains both a number of mistakes and biased claims, we would like to 
bring the following to the Commission’s attention. 

 
   Net quoting in non-life insurance 

 
 It is true the Finnish Insurance Mediation Act (570/2005) prohibits payment 

of commissions by insurers to brokers. This prohibition on broker 
commission will not, however, take effect until 1 September 2008 at the 
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expiry of a three-year transition period from the effective date of the law. 
Until then, Finnish insurers may continue to pay commissions to brokers. 

 
 Despite the transition period, a significant number of non-life insurers 

operating in the Finnish market changed over to net quoting in 2003-2005. 
This changeover resulted from the Federation of Finnish Insurance 
Companies recommendation in late 2002 to the effect that broker 
commission not be charged to customers as part of the insurance premium 
but that non-life insurers change over to quoting net premiums.1 The reason 
why the recommendation was issued was a decision made by the Helsinki 
administrative court on insurance premium tax, according to which 
customers would have had to pay insurance premium tax at 22% on not 
only the insurance premium but also on broker’s commission in cases 
where the insurer collects the broker remuneration as part of the insurance 
premium. But if the broker charges its fee direct to the customer, no 
insurance premium tax need be paid on the fee, because insurance premium 
tax is not imposed on broker fee. 

 
 In practice, the proportion of work put in by the broker for the benefit of the 

insurer was taken into account in the changeover to the net quoting system 
in such a manner that the insurer lowered the premium charged to 
policyholders using brokers by an amount that equalled the amount of the 
commission paid earlier to the broker. 

 
 Legislation draws a line between agents’ and brokers’ roles in the 

market 
 
 According to Finnish legislation, insurance intermediaries have been 

divided into two groups, agents and brokers, since 1994. The key difference 
between the two is that an agent is a representative of the insurer working 
for the account of the insurer at the insurer’s risk. An insurance broker, 
instead, is a representative of the customer, or the policyholder, whose role 
is to compare and analyse insurance products available in the market, shop 
around for insurance cover that best meets the customer’s needs and serve 
the customer also otherwise in insurance-related matters. Some of the core 
characteristics of a broker is impartiality and independence from insurers. 
A broker may not be financially dependent on the insurer either as an 
employee, agent or in any other capacity. 

 
 One of the reasons behind Finland’s new legislation on insurance 

mediation, effective since 1 September 2005, was that practices in the 
insurance market had gradually changed in a direction that was not only 
contrary to the purpose of the existing law, enacted in 1994, but also partly 

                                                 
1  BIPAR, the International Federation of Insurance Intermediaries, complained about the recommendation of the 
Federation of Finnish Insurance Companies to the Commission, which informed the Federation in September 2005 (CASE 
COMP/01/38.748), however, that the case would be closed because BIPAR had withdrawn its complaint. 
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misleading to customers. Supervision of the independence and impartiality 
of insurance brokers failed to work in the desired manner in a setting where 
some brokers were in effect working as agents to a number of insurers, 
although the brokers were marketing their services as independent and 
impartial players. The problem thus was that the roles of agents and brokers 
blended, brokers’ impartiality was jeopardised and the pricing of broker 
services became non-transparent. A case in point is a survey made in 2003 
in Finland which disclosed that 69% of the small and medium-sized 
businesses that used insurance brokers did not know how much of the 
premiums paid by them went to the broker in compensation for the service 
provided.  

 
 As a result, the most vital objective of the new insurance mediation law was 

to clarify the roles of insurance brokers and agents. To improve customer 
protection and prevent conflicts of interest, the law was written to include a 
provision to the effect that a broker may accept remuneration from the 
customer only, ie the party whom the broker represents and in whose 
interest the broker is obliged to work. 

 
 Net quoting system improves both transparency and competition 
 
 According to what has been told in both Finland and the Commission 

interim report on the inquiry, some brokers have voiced views that the net 
quoting system has adverse effects on brokers’ operations and puts brokers 
in a less favourable competitive position than insurers’ agents. This has 
been claimed to lead in the long run to brokers’ departure from the market, 
which in turn would reduce customers’ chances of getting impartial and 
independent advice and specialist service. 

 
 These are incorrect claims. What the net quoting system means is only and 

exclusively that broker compensation is no longer added as a non-
transparent part to insurance premium; it does not mean anything like 
imposing adverse effects on the broker distribution channel. In the net 
quoting system, a broker negotiates and agrees with its customer, ie the 
policyholder, about the price of the broker service. This is a normal practice 
and business convention in any industry: the purchaser of the service pays 
for the service purchased. The insurer on its part sets its net insurance 
premiums by taking account of the fact that part of the work done by the 
broker reduces the amount of work needed on the part of the insurer. 

 
 Insurers operate in the insurance services market, providing various 

insurance products to policyholders. Insurance brokers, instead, operate in 
the intermediary services market, providing advisory and intermediary 
services to policyholders, independently from insurers. These are two 
separate markets and two separate services. Sound and effective 
competition requires that advisory services marketed as independent and 
impartial services really are independent and impartial also in practice and 
that both insurance premiums and broker fees are transparent. This is 
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possible only through a clear division between the prices of services traded 
in two separate markets. Impartiality and transparency can be ensured best 
by having the customer negotiate the price of the broker service and pay the 
fee agreed. 

 
 Brokers’ views of how the net quoting system puts brokers in a less 

favourable competitive situation than agents are not correct either. The net 
quoting system does not mean that broker remuneration and thus brokers’ 
chances of carrying on the business would be abolished; instead, it means 
that broker remuneration is to be negotiated between the proper parties 
concerned, the parties to the transaction, ie the customer and the customer’s 
broker, and not between the broker and the insurer competing for the deal. 

 
 Second, it is worth pointing out that agents and brokers are not competitors, 

because they do not provide the same services and they play different roles 
in the market: an agent is a representative of the provider of insurance, ie 
the insurer, whereas an insurance broker is a representative of the buyer, the 
policyholder. 

 
 In our view the transition to the net quoting system has not removed the 

need for independent and impartial advisory services in the insurance 
market. On the contrary, the need for such service is likely to increase in 
the future, notably in the present setting where insurance products are 
increasingly sophisticated, policies are more and more difficult to compare 
and the internal market is developing and becoming increasingly 
international. This, however, is the case only if the specialist and advisory 
services which are marketed as impartial and independent services really 
are what the words imply and add value to the customer. 

 
 The changeover to a net quoting system has increased competition in the 

Finnish insurance brokerage market too. It has proved to be in the interest 
of the customer to gain control of not only insurers but also insurance 
brokers choosing insurance coverage on behalf of the customer. 

 
 The experience gained from the Finnish insurance market may lead to a 

situation where a small number of insurance brokers convert their 
brokerage business into an agent’s business. This is not a bad alternative in 
circumstances where operations are in effect merely reshaped to fit the true 
character of the business. Even so, most insurance brokers operating in 
Finland have continued to work as brokers in spite of the adoption of the 
net quoting system and thus proved to add value to their customers in the 
market for independent and impartial intermediary services. 

 
 On the basis of the above the Federation considers that, in order to avoid 

the conflicts of interest described in the Commission interim report, it is 
important to clarify the role of insurance brokers and to improve the 
transparency of insurance broker’s compensation. 
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II  HORIZONTAL COOPERATION AND BLOCK EXEMPTION REGULATION APPLIED 
TO INSURANCE INDSUTRY 

 
 The Federation agrees with the CEA statement on the necessity of the block 

exemption regulation and considers that although different member states 
have made use of the regulation in different ways the situation can hardly 
lead to the conclusion that the regulation is needless. How individual states 
cooperate under the block exemption depends on the market structure, 
legislation and authorities’ responsibilities, which all differ from state to 
state. 

 
 Standard policy conditions 
 
 The Federation considers that cooperation in the preparation of standard 

policy conditions should be allowed in the present scope also in the future. 
The benefits of this cooperation are discussed widely in a statement issued 
by the former Federation of Finnish Insurance Companies, the Finnish 
Consumer Ombudsman, the Finnish Insurance Ombudsman and Kuluttajat 
ry (The Consumers) on 24 September 2002 (Enclosure 1). It appears from 
the statement that both the insurance industry and insurance consumer 
organisations unanimously agree that cooperation in the preparation of 
policy conditions is necessary and useful from the perspective of insurers, 
insurance consumers and supervisory authorities. 

 
 Approval procedures for safety equipment 
 
 The Federation considers that the approval scheme for safety devices now 

allowed under the block exemption regulation should be allowed also in the 
future. Insurers’ standards, guidelines and assessment criteria possess many 
benefits compared to the procedures of European standardisation 
organisations. 

 
 Broadly speaking, the insurance industry rests on the European standards, if 

they exist. Gaining market access through the European standards scheme 
has, however, proved to be a very slow process for new technology 
products, owing to commercial interests. The insurance industry, being a 
neutral player on the scene, is far more flexible and quicker to create fair 
safety requirements for the safety equipment market. In this setting, the 
approval system operated by the insurance industry advances the entry to 
the market of new safety devices and increases competition in the safety 
equipment market, because it is an effective and quick way financially 
independent from safety equipment suppliers. 

 
 The approval system applied in the insurance industry has a wider coverage 

than the European approval system. The standards, guidelines and 
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assessment criteria applied in the insurance industry often relate to entire 
systems such as extinguishing systems, access control systems and intruder  

 alarm systems, whereas the European standards are generally equipment 
standards. It may be worth pointing out here that the European equipment 
standards are often based on the assessment criteria crafted by the insurance 
industry. 

 
 The requirement on safety equipment imposed by the insurance industry 

also improves the position of consumers. The approval system helps 
insurance consumers and small businesses to select safety equipment and 
safety systems that meet the requirements imposed by insures and which 
provide the best protection to property. If the present system were not 
allowed, it would be far more difficult for insurance consumers to compare 
products and make the right choices when shopping for safety equipment. 
Moreover, it is easier for consumers to switch to another insurer when the 
safety equipment and safety systems are covered by the same approval 
system. In this respect, the approval system also serves to improve the 
efficiency of the insurance market. 

 
 Looking from a wider perspective, it is useful to have the approval process 

operated in the insurance industry because then all information on loss 
prevention, risk reduction and consumer education is stored under one roof. 
This improves collection of reliable data, which in turn is used for drafting 
legislation and guidance to consumers and households on questions relating 
to protection of property and overall security. The data accumulated in the 
industry also reveals the latest phenomena on the loss front. Then the 
problems can be tackled without delay by issuing safety guidelines and 
criteria made available to everybody. 

 
 In view of the above, the Federation is of the opinion that the validity of the 

block exemption regulation should be extended beyond 31 March 2010. 
 
  
 Yours sincerely, 
  
 
 
 Federation of Finnish Financial Services 
 Lea Mäntyniemi 












