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ABSTRACT 

This thesis will focus on the study of the small 

independent insurance agent and a method to survive in 

the 1990's. 

The small independent insurance agency is faced 

with a number of problems which may jeopardise the 

future existence of the independent system as we know it 

today. These concerns i nclude: lack 0£ market 

availability; higher premium volumes required by the 

insurance companies; intense competition £rom direct 

writers , captive agents, and national brokerage houses; 

increased of£ice and operating expenses; and a 

perpetuation plan £or the business in the event of 

death, disability or retirement. 

Many agents feel that in order to survive, they 

need to represent more companies in their agency. They 

want to have enough volume with each company to develop 

clout. They desire better commission contracts and 

pro£it-sharing agreements. They would like to spend 

more time selling and less time servicing existing 
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accounts and managing the o££ice . 

to make more money. 

And, they would like 

The purpose 0£ the present study is to investigate 

agency clustering as a method 0£ operation to meet the 

needs and concerns 0£ the independent agent . 

Speci£ically, it is hypothesized that agency clustering 

o££ers the bene£its 0£ expertise and £inancial reward . 

It should be considered a viable alternative £or the 

survival 0£ the independent agency system. 

Six independent insurance agencies participated in 

the study . The subjects completed a questionnaire and 

data were obtained on basic agency organizational 

in£ormation; company premium volumes and loss ratios; 

gross revenues to the agency; physical plant; 

automation; and general concerns about current market 

conditions. Data were analyzed and compared to the 1988 

Agency Per£ormance Results Study. 

Results 0£ the analysis produced evidence to 

suggest that the hypothesis be rejected because the 

£inancial rewards 0£ agency clustering are not as great 

as anticipated. There would be non-£inancial bene£its 

to joining a cluster, while it is £elt that only 20 to 

30% a£ the independent insurance agencies would bene£it 

£roman agency cluster. 
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CHAPTER 1 

INTRODUCTION 

Background 

The insurance product is distributed or offered to 

the general public by insurance companies through 

several di££erent methods . A company may use direct 

mail to solicit and sell policies . GEICO Insurance 

Coapany and USAA Insurance Coapany use this method 

quite extensively in dealing with the military market 

and eliminate the agent or middleaan. A second method 

is the direct writer used by companies such as Allstate 

and Prudential . These agents are considered employees 

of the insurance company. Another method is the 

captive agent used by companies such as State Farm, 

Farmers Insurance Group and American Family Inusrance 

Company . These agents are considered independent 

contractors and not employees, but they can only write 

insurance policies £or the insurance company they are 

contracted with. The final method 0£ distribution used 

by many insurance companies is the independent agency 

system. Companies such as Hartford, Travelers, and 

Safeco distribute their policies using this system . An 
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independent agent is an independent contractor who can 

negotiate contracts to represent as many insurance 
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companies as he or she sees £it. The independent agent 

is an entrepreneur . As an independent agent writes a 

policy £or his client, he maintains an ownership right 

in that policy. As the agent writes more policies he 

builds a 'book 0£ business' and establishes a value £or 

this business as a going concern. The customer list or 

policy expirations list is the independent agent ' s most 

valuable asset and would be comparable to a 

manu£acturers or retailers inventory . The market value 

0£ the agency is important £or two reasons. First, 

£rem an external viewpoint a banker would want to 

analyze the agent's balance sheet to determine 

£inancial strength. If a value is not assigned to 

expirations, the agent's £inancial position is not 

accurrately portrayed. And second, in order to sell an 

agency, it is di££icult to determine the value which 

should be assigned to this valuable intangible asset. 

The scope 0£ this research paper will focus on the 

methods of operation of the independent insurance 

agent . 

In the past 10 to 12 years insurance companies 

have been requiring higher premium volumes from their 

agents in order to maintain their contracts to write 



business . Minimum volume requirements are rising even 

£urther as the insurance companies seek to pare down 

their agency plant to obtain greater efficiency. In 

his Points & Viewpoints coluan in the National 

Underwriter, Al Jaffe refers to a survey done by the 

Independent Insurance Agents of America with its 

members which dealt with the minimum quotas 0£ 

coaaercial business placed upon agents as well as the 
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minimum premiua required of individual commercial risks 

demanded by moat companies. 

A very large percentage of the smaller 
agents, typically those in rural areas or 
smaller communities, simply could not meet 
the minimum volume requirement, and also had 
many clients whose premium did not come up to 
the miniaum premium standards. The minimum 
volume demanded ranged from S50,000 to 
S250,000 or more . Today, an agency with a 
premium volume of Sl,000,000 is indeed a 
small agency . Take this guy with $1 million 
or less, of which maybe S300,000 or so is 
commercial . He has to have 3 or 4 companies. 
With moat minimum quotas at $100,000 to 
S250,000 .. . how can he possibly satisfy his 
companies and write any new business with 
them? 

And then there's the matter 0£ minimum 
account premiums. While the largest number 
of these were set at SlOOO ... very significant 
numbers 0£ these minimums were set at $2,500 
or $5,000 or more. Many small town 'Main 
Street' risks just don't develop that auch 
premium, so that i£ a portion of our agent's 
book of business doesn't qualify, his chances 
0£ meeting the volume quota is that much 
slimmer (49). 
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Some companies are requiring volume commitments, 

while courting the business through their larger or 

more committed agents, and are seeking business through 

agents which have sales centers or who can generate 

high-end business. Where does this leave the small 

agent and especially one located in a rural community ? 

Al£red Haggerty reports in a National Underwriter 

article that the plight 0£ the small, rural agencies 

were examined at the annual convention 0£ the 

Independent Insurance Agents 0£ Cali£ornia. His 

coverage included a speech by Robert W. Reagan, 

president 0£ Hales & Associates, Chicago, who indicated 

.. . Statistics suggest there are real problems 
£or small agents, and more and more 0£ them 
going out business. Limited access to 
markets, limited ability to hire and develop 
sta££ and public perception are some 
potential weaknesses 0£ small and rural 
agencies .. . (29) 

The companies are realizing that 20% 0£ their 

agents are giving them 80% 0£ the business. So when i t 

is decided to reduce or drop some agency contracts, 

they £igure that 80% 0£ their agents may not be worth 

keeping. Joe Quinn cited the £allowing example in his 

address to the Independent Insurance Agents 0£ America 

national convention 



Lumberman's in Massachusetts wanted to get 
down to about 50 agents. They were well over 
500 agents in Massachusetts at one time. 
What they are doing is selecting the agent. 
They may select a small agent in a rural area 
and say "that S500,000 book 0£ business we 
are getting is good and we want that agency." 
But I think they are going to look in the 
metropolitan areas, city areas in particular, 
and they are going to say, "We want a large 
agency, and we want the business to be 
developed the way we want or we don't want it 
at all." ("Agency Clustering" 122) 

Many 0£ the smaller agencies rely on Personal 

Lines business such as automobile and homeowners 

policies as their main lines 0£ business. Consider a 
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company which re£uses to handle Personal Lines business 

altogether, £or either an inde£inite or a designated 

period 0£ time. Others are terminating their small 

agencies, typically those who still depend on Personal 

Lines £or the majority of their volume. In an article 

"In Search For Markets" Noreen Lupo illustrates this 

situation 

Cynthia Lewis, president 0£ Mart Pioneer 
Insurance, Mart, Texas, a rural agency with a 
premium volume 0£ Sl.5 million, was 
prohibited by one of the agency's lead 
carriers £rom submitting new homeowners 
business £or one year. Now, only two 0£ her 
£our carriers, one 0£ which is a regional 
company, will handle both standard auto and 
homeowners buiness. And the other national 
carrier in the agency will accept auto but 
only under strict underwriting gudelines. 
(19) 
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Office Expenses 

As with all businesses, the coats of operation are 

escalating all the time and the independent agent is 

constantly looking for ways to cut expenses. Rising 

rent, utilities, taxes and office payroll can quickly 

eat into the bottom line 0£ the business. Thia is 

especially true during periods of a ' soft market ' when 

the insurance companies are reducing premium, the net 

effect is reduced income to the agent . On a Sl0,000 

premium account the average commission to the agency is 

15% or S1500. If the inauance company reduces the 

premium coat down to S8000, the agent ' s commision is 

reduced to S1200, a loss of income of S300 on one 

account. Thia can be devastating to the agency when it 

realizes that a negative cash £low has developed . 

possible ways are there 0£ keeping expenses under 

control and within a manageable limit? 

Competitive Markets 

What 

Competition is the name-of-the-game in insurance. 

There is a finite amount 0£ business out there to write 

and each company wants to grow so that business has to 

be taken away from someone else. The direct writers 

such as State Farm, Allstate, and Farmers Insurance 
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Group have made tremendous progress from the mid-1950's 

to the present. 

her article . 

Noreen Lupo illustrates this fact in 

It is no news that the independent agency 
system gave up large chucks of market share 
to direct writers during the last hard 
market . And the effects are still being 
felt, with direct writers having strongholds 
in certain areas of the country that the 
agency companies had abandoned. 

John Kyes, president, Kyes Agency, Allegan, 
Michigan, says that the agency companies are 
having a rough time fighting of£ the direct 
writers in his area. The direct writers are 
coming in with premiums on six-month auto 
policies between S60 to $200 lower than what 
the agency companies are offering. As a 
result, he has lost some business to the 
direct writers. Only a couple of years ago, 
Keyes averaged 31 applications for every 100 
leads; today, he is down to about 21 
applications for every 100 leads. (20) 

The direct writer distribution system accounts for 

about 65% of all Personal Lines business written in the 

country today but only about 25% of the Commercial 

Lines business. By keeping their expense ratios lower, 

they can promulgate a lower premium and be very 

competitive. The independent companies are trying to 

lower their expense ratios to be more efficient and 

they start by looking at their agency plant. 

The small independent agent typically represents 

five or six standard companies on a direct contract 

basis. Some of the larger agencies and national 



brokerage houses may represent 40 to 50 companies and 

can compare prices and coverages to get the best 

premium rate for the client . Ten to twelve years ago 

8 

the national brokerage houses wouldn't talk to an 

account that generated less than S50,000 of premium per 

year . Now they are soliciting business with minimum 

premiums of S20,000 per year . The direct writers have 

said they want to gain a 50% share 0£ the Commercial 

Lines market and they are aggressively pursuing larger 

Commercial Lines accounts . So the small independent 

agent is in competition with the direct writers, the 

larger agencies a n d national brokerage houses, and 

other small agencies just like himsel£ . 

Perpetuation 

And finally, how does a small independent agency 

perpetuate his business in the event of his death, 

disability, or retirement . He has worked a good 

portion of his life building a capital asset which is 

marketable to a willing buyer . I£ the owner is a one-

man shop and he dies unexpectedly, is there someone 

available, a ready buyer, to continue the business and 

preserve the estate for the £amily? 
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Purpose 

The purpose 0£ this research project is to re£lect 

on the problems and concerns £aced by the small 

independent insurance agency. These concerns include: 

market availability and volume requirements, 

competition, increased o££ice and operating expenses, 

and a perpetuation plan in the event 0£ death, 

disability or retirement. Although there are several 

distribution methods available, this project will 

research the advantages and disadvantages 0£ 

a££iliating with an Agency Cluster. 



General Problem 

CHAPTER 2 

LITERATURE REVIEW 

The small - to- medium-sized independent agent £aces a 

number 0£ challenges. The insurance companies exert 

pressure on one side with requests £or more prem i um 

volume. Agents with less than the minimum volume are 

having their contracts cancelled, or else the company i s 

not allowing any new applications to be submitted . The 

agent is also experiencing higher operating cost wi th i n 

his own agency with increasing rents, utilities, and 

taxes . Fierce competition threatens the business 0£ the 

independent agent, as aggressive direct writers, 

national brokerage houses , and other small agents 

solicit a £inite amount of insurance bus iness. And then 

there is the problem of perpetuating the agency to 

protect the capital investment £or the agent ' s he i rs. 

One possible solution to these problems is Agency 

Clustering. 
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Agency Clustering 

Clustering can be defined as a grouping 0£ two or 

more individual agencies for the purpose of 

consolidating certain operating and/or marketing 

functions. Its principal purpose i s to improve or 

maintain market share, either through the reduction of 

expenses or by increasing the amount of premium volume 

so that minimum volume requirements can be met, 

sometimes resulting in a bonus. A cluster is a joint 

venture which allows agents to maintain their own 

identities while affording them an opportunity to 

generate more income. It can take over certai n 

administrative functions, thus allowing producers to 
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concentrate on sales of new business. Even though some 

or all of the resources are pooled, each agency owner 

retains the equity in his or her individual agency. A 

new entity, which may be a partnership or corporation, 

is owned by the participating agencies. 

There are basically three types or categories of 

clusters. 

1. The Informal Cluster - in this design the 

members usually cluster in a central office and share 

the rent , utilities, secretarial and clerical costs. 



12 

Each agency maintains its own individual identity and 

independence . Customers who visit the office enter a 

common waiting room and are then directed to the agency 

that handles that account. This basic model for agency 

clusters was described by Morrison and Bakst in their 

1965 classic, "Agency Purchases and Mergers" . Morrison 

and Bakst called their cluster the 'Worcester Plan', and 

described it as a ' factory ' in which the internal 

operations of several operations are consolidated ("The 

Agency Cluster" 1984). 

2. The Formal Cluster - the members may or may not 

cluster in a central office but the main difference is 

that a management company is set up to handle the 

processing and day-to- day decisions of the cluster. The 

agency cluster is ma.naged by an agency manager who is 

responsible for internal operations. The manager is an 

employee of the cluster and is responsible to the Board 

of Directors, composed of the principals of the 

participating agencies. He or she may or may not be a 

principal in the cluster . The manager's compensation is 

determined by the Board of Directors , and depends on the 

overall performance of the cluster . The management 

company sets up the contracts and volume commitments 

with the insurance carriers . The expenses and operating 
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costs 0£ the cluster can be handled in one 0£ two ways 

or a combination of both. First, the management company 

is compensated by overriding commissions and a share 0£ 

Pro£it-Sharing commissions. Second , all members pay a 

set percentage 0£ their commission income to the 

management company to o££set operating expenses. All 

member agencies retain their own non-cluster contracts. 

A £ormal written agreement should be drawn up between 

cluster members covering operating cost, personnel, 

management services, and ownership 0£ expirations. 

3. The Complete Cluster - this type 0£ cluster 

arrangement includes elements £ram the in£ormal and 

£ormal clusters. There are some additional £ormalized 

agreements which could include: 

A. Buy-sell agreement between the cluster and 

member agents . 

B . Procedure £or allowing new participants i nto 

the cluster . 

C . Agreements £or removing participating agencies. 

D. Perpetuation agreements . 

The di££erence between a Cluster and a Merger is: 

a cluster member retains his own book of business and 

his own identity . A new entity ( the cluster) is formed 

as a partnership or corporation and is owned by the 

participating agencies . In a merger, the ownership of 
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two or more agencies are consolidated and a complete new 

entity with a new identity is £ormed . Roy Lindhardt and 

his partner Hank Ford 0£ the Ford Agency in South£ield, 

Michigan, £avor merging with or acquiring agencies in 

order to grow. 

Management 0£ clusters is too complicated and 
agent/principals who were £ormerly independent 
have to relinquish their control. Further­
more, the agencies involved must be compatibl e 
or the cluster will work ine££iciently. For 
example, agencies that do not seek new 
business aggressively do not contribute to the 
cluster because they are essentially looking 
for an easy way to remain stable. 
("Clustering: The Debate" 48) 

The di££erence between Clustering and a Franchise 

is: a £ranchise operates very close to a cluster, but 

normally the £ranchise is an independently owned company 

and is not owned by all member agents . An agent would 

join a £ranchise by paying a franchise fee and then a 

percentage 0£ his monthly commissions are paid to the 

franchise. In return the member would receive such 

things as: agency management expertise, internal 

operations systems, sales management guidance, 

competitive products, risk analysis assistance, and a 

valuable image identification. They do not usually 

provide services like accounting and processing. 

Although the member retains his own book of business and 

independence, he affiliates himself with a national 
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image such as Century 21 and ERA have done in the real 

estate industry. In a 2-year study done by Russell 

Miller, Inc , it was concluded that " The franchise is the 

only business structure which combines the fina ncial and 

marketing advantages of unity with the strength and 

success of ownership independence" ( " Franchises And" ) . 

Three franchise groups which have gained nationwide 

prominence are : 

Francisco , CA ; 

ISU/Insurorsgroup located in San 

Pridemark , Inc, in Costa Mesa, CA; 

Marketforce out of Kansas City , MO. 

Benefits of Clustering 

and 

Clout with the companies . Clout is the amount of 

influen ce that an agency may have with a particular 

company . An agency that has Sl,000, 000 of premium 

volume and a low loss ratio will recei ve more 

underwriting and premium concession s than a smaller 

agent with Sl00 , 000 of volume . But clout should be used 

diplomatically because an arrogant attitude may be 

harmful to the cluster no matter how good it is. 

Better commission contracts . Some companies 

c an offer an agency with a Sl,000, 000 of volume a better 

contract o n commission s paid to the agency . The average 

But a larger volume agenc y may 
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receive between 1% and 5% more commission depending on 

the additional services provided by the agency. 

Mississippi Insurance Managers do some policy writing 

and underwriting £unctions and they are paid a 

couple 0£ extra points 0£ commission ("Agency 

Clustering" 114}. Karl Gebhart relates an incident 

whereby a major national carrier pulled out 0£ all their 

small agencies in Delaware . The marketing 

representative approached the cluster a year later and 

wanted to get back into the state and o££ered 2 1/2% 

additional commission i£ they could get $500,000 0£ 

personal lines business <"Agency Clustering" 1 2 4 > . 

Better profit-sharing agreements . In 

conjunction with the better commissions is better 

profit-sharing. I£ the premium volume 0£ an agent 

exceeds a minimum level and i£ his overall loss ratio is 

lower than a maximum level, the agent may share a 

percentage 0£ the profits. This is typically on a 

graded scale basis whereby the larger the volume and the 

lower the loss ratio, the greater the share 0£ pro£it . 

Some additional £actors which can be negotiated with the 

companies are: reasonable stop-loss amounts; no loss 

carry-over to succeeding years; and an equitable loss 

expense ratio. Twig Branch 0£ the Iroquois Group states 

in his taped interview with George Nordhaus, the 
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president of Insurance Marketing Services, that their 

cluster is made up of 200 small, rural agents in upstate 

New York and Pennsylvania . Their success has come from 

a low loss-ratio system which pays them a better-than-

average profit sharing bonus each year . Branch 

indicates that the loss ratio of the Iroquois Group is 

30~ better than any one of their company's loss ratios 

( "Clusters and Other Agency Cooperative Groups" ) . 

Sharing of expenses . There are possibilities of 

reduced expenses when the management company can 

negotiate volume purchases for the member agencies on 

everything from computer equipment to office supplies . 

John Pryor notes in his article that savings on printing 

costs are especially inviting. When purchases are 

increased from 2 , 000 or 5,000 units to 10,000 units or 

more , the unit coat drops markedly . Another expense 

savings c ould be joint advertising where the cluster 

coordinates the entire advertising program for its 

members . And finally, one agency may find the cost 

prohibitive to purchase and maintain a rating program o n 

its own. But by sharing the coat among four or five 

cluster members, the system may be affordable {84 ) . 

Sharing of expertise. Clustering can bring 

individuals together who have knowledge or abilities in 

technical areas such as life and health, manufacturing 
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risks, the bonding exposure, etc. Or they may have 

abilities in financial management, sales management, 

marketing, etc. The expertise contained in the c luster 

will make that cluster more valuable to its members and 

i nsurance companies. Bill Anderson 0£ Total Insurance 

Services states: 

One 0£ the great strengths 0£ a cluster is 
that it enables a group of agents to benefit 
from one another ' s expertise. For example, 
one 0£ our members, Robert Lamb, is a real 
numbers person. Naturally, he ' s treasurer 0£ 
the corporation and serves on the finance 
committee . Another cluster member, Robert 
Key, knows a great deal about computers. We 
are highly automated ... thanks in no small part 
to this person. ( " Joini ng Forces" 21) 

Availability 0£ more markets. The smaller agents 

participating in the cluster may have access to 

additional markets from the other cluster members. The 

insurance companies may not want the small agent but as 

a cluster member that small agenc y can preserve most 0£ 

its independence and acquire the market stability needed 

to survive. Typically, a s mall independent agency 

represents between three or £our standard companies o n a 

direct contract basis. After the cluster is formed, the 

agency suddenly has access to between 12 and 15 

insurance carriers. A. H. Morelos touches on this 

subject in " Clustering: An Insider's View." He states: 



Although the ability to represent more 
insurance companies was not the primary 
concern 0£ our original agencies, as the 
market tightened it became an important 
concern, as well as the most signi£icant 
reason that other agents later chose 
to join our cluster a£ter the original £ormation. 
When we came together as A££iliated, each 0£ us 
individu a l ly repre sented one or t wo major 
carriers. Even though several of us had 
contracts with the same companies, we ended up 
with a total 0£ eight companies in the 
cluster . As new agents were admitted, new 
companies were added and other deleted until 
we now have representation through 12 majors 
and numerous specialty carriers. This gives 
our producers a very broad spectrum and we 
£eel, a competitive advantage that we did not 
enjoy previously . Cl) 

1 9 

When the cluster is formed, one 0£ the steps is to 

create an inventory 0£ companies represented and the 

premium volume with each company. The number of 

companies to be retained should be small enough to 

guarantee a su££icient volume to each company to make 

the cluster important to that company. The clustering 

agents can then negotiate with the chosen companies to 

determine i£ more £avorable contracts and other £orms of 

assistance can be obtained ("The Agency Cluster" 4) . 

Improved management systems . Every agency goes 

through the process 0£ managing, selling , and servicing 

within its operation. In a small agenc y these processes 

may fragment the principal's time resulting in 

inefficiency and substandard per£ormance. With the 

formation 0£ the cluster, one member may be appointed 
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sales manager to oversee production 0£ the cluster. 

This individual will assist in preparing a uni£ied 

business plan which is essential £or proper £orecasting 

and budgeting. Sales meetings are set up to discuss 

sales objectives and make producers accountable £or 

production goals . I£ done properly this sales 

management system will produce more consistent results . 

The insurance companies appreciate this, especially if 

the cluster sales goals correspond to their programs or 

market niche . 

A second management system is underwriting and 

claim control. I£ all applications are submitted to the 

cluster service center prior to submission to the 

insurance company, the accuracy and completeness can be 

checked by the placer. Anderson highlights the 

importance of this £unction in " Joining Forces" 

Our insurance companies really like the £act 
that two experienced placers are controlling 
the quality of the applications coming out 0£ 
the cluster . The companies know they are not 
going to have to incur the expense of 
rejecting applications that are either 
incomplete or submitted £or risks that are 
improperly classi£ied . They are recognizing 
that when something comes in with o ur name on 
it, it £lows right through. (56> 

The quick and e££icient processing of claims make 

£or a class agency. The client wants to be contacted 

promptly and treated fairly when he as a claim. With 



the service capabilities 0£ the cluster, a separate 

claim department could be set up to process claims 

quickly . 

2 1 

The third management system is an automation 

network of computers linked from satellite offices to a 

central processing unit . I£ the cluster sets up a 

central accounting system, production reports and 

accounts current can be produced £or each member agent 

who in turn pays the net premium minus the commission to 

the cluster. The cluster then makes one payment to the 

insurance company . As the cluster grows and builds its 

automation system, it may add wordprocessing and 

marketing capabilities which would not be possible £or 

the smaller agent . And finally, an automated rating 

function could be added to the system. This would allow 

comparative rating between the various companies in the 

agency and establish consistent accuracy of the 

quotations. George Frazier, president 0£ Insurance 

Advisors , Inc . in Hope , Arkansas, lists automation as 

one of the most important benefits of clustering . 

Lack of automation creates a situation where 
the disadvantages are particularly acute . 
Agents are aware that survival is questionable 
unless they automate, but the size 0£ their 
agency and the cost of equipment make 
automation an unaffordable luxury . The 
absen ce of computer capability aggravates all 
of the other problems since small and mid­
sized agencies probably can't compete without 



automation ; yet unless they can compete and 
grow, they can't a££ord automation. In 
addition, the long range plans 0£ most 
companies in the independent agency system 
include communicating electronically with 
agents in all phases 0£ operations . Thus, any 
agent not in a position to be a part 0£ a 
computer network will be, in time, less 
desirable to its companies. Clustering gives 
the small and mid-sized agency the same 
opportunity to succeed as the large all­
service agency. Computer capability, 
accomplished by a hook-up between the core and 
each member agency , therefore becomes 
a£fordable, helps reduce the costs of doing 
business , and, by freeing producers time, 
allows for volume expansion with additional 
expense.<2-4) 

Perpetuation of the agency. The cluster provides 

2 2 

a buyer £or a member who wants to retire. If a member 

agent dies, his equity can be preserved in the cluster 

with buy-out proceeds being paid to the family or 

estate . This is especially important to the small rural 

agent because there may not be another local independent 

agent who is interested in buying his business when he 

is ready to sell . The cluster buy-out provisions 

eliminate this uncertainty . 

There are two buy-out alternatives, the first of 

which is where the cluster actually buys the agency and 

distributes the business to the various members 0£ the 

cluster . And the second alternative is where another 

member agent enters into an agreement with the sell i ng 

agent to buy the business . Typical cluster buy - out 



clauses may call £or the agent who wishes to sell 

his/her business to o££er it to the cluster entity 
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£irst. The cluster core or Board 0£ Directors may make 

an o££er to the agent to buy out the business i£ it so 

desires. I£ the selling agent £eels the £igure is too 

low, the business can be sold outside the cluster. 

There may be a requirement that the cluster entity be 

given the opportunity to match anyone else's higher 

o££er . I£ the cluster core declines to do so, the 

business is sold and leaves the cluster. ( "Agency 

Cluster" NAPIA. 10> 

The perpetuation arrangement in a cluster is 

explained by Carol Hammes 0£ the Middleton Group as 

follows: 

Another common use 0£ clusters to facilitate 
ownership perpetuation is to provide an 
opportunity £or a group 0£ agents to enhance 
the value 0£ their individual agencies and 
their attractiveness to a third party buyer. 
The agents can merge their operations while 
maintaining individual ownership 0£ their 
business until such time as an outside buyer 
purchases all of their books 0£ business 
jointly. Most such arrangements provide for 
the cluster to buy their business upon 
retirement, death or disability in case the 
outside sale is not consummated by then. (34 ) 

John Pryor, an associate in KIA Insurance Associates in 

Bakersfield, CA , addresses the perpetuation plan as 

follows : 



Part and parcel 0£ a cluster agreement should 
be a soundly conceived "buy and sell" 
agreement in the event 0£ a participants 
premature death or long-term disability . It 
can also provide £or agency transfer in the 
event 0£ retirement; however, this is a 
transfer that £unctions with the sellers full 
participation. An agreement can be made with 
other producers to assume ownership 0£ their 
agency in the event 0£ death or disability. 
This can be outside 0£ the cluster contract 
because the cluster contract typically will 
permit such speci£ic arrangements between 
individual members 0£ the cluster. <85) 
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Increased profits. The cluster can o££er a menu 0£ 

services and benefits £or the member agency such as : 

clout; sharing 0£ expertise; more markets available; 

improved management systems; and perpetuation 

provisions. But the bottom line is to determine i £ each 

member agent has the opportunity to increase their 

profits and make more money £or themselves. The "profit 

£actor" will be determined by: commissions contracts 

being o££ered by the companies to the cluster; bette r 

profi t - sharing agreements; and the sharing 0£ expenses 

to utilize the economies 0£ scale . 

Possible Concerns 0 £ Clustering 

Loss 0£ independence. An agenc y principal may have 

started his agency a number 0£ years ago and dur i ng th is 

period he has had complete authority and responsibil i ty 



in making business decisions. When this agency 

principal joins a cluster he £inds that decisions must 

be made and voted on by the executive committee of the 
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cluster entity . I£ his philosophy or idea di£fers £rem 

the majority of the executive committee members, chances 

are his idea will not be implemented. However, loss 0£ 

some independence might mean gaining more independence 

in a di££erent way . An agency principal may feel 

chained to his desk as the owner 0£ his business even 

though he longs to be out selling. The cluster may free 

the member agent to engage in more selling ("Agency 

Clusters" 2). 

Loss 0£ identify . The agency principal has spent 

time and money developing the identity of his individual 

agency. Now he is affiliating with a cluster entity 

with two or more other member agents. Depending on the 

method used to advertise, a member agent's name may be 

lost in the list 0£ other members. This can be 

especially confusing where 3 or 4 agencies cluster under 

the same roe£ and advertise on a sign listing each 

agency name . 

Expensive start-up costs. Ray Marcum# president 0£ 

Cumberland Insurance Group# indicates that it took 13 

months of preparation with two or three meetings per 

month to make Cumberland Insurance Group a reality. In 
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order to offset the initial expenses for attorneys and 

accountants to draw up the corporate by-laws and 

capitalization plans, each member was levied $200 per 

month . A total 0£ $80,000 in capital has been 

contributed by the stockholders of Cumberland Insurance 

Group . With 10 stockholders, this is $8000 paid by each 

(Marcum 1-2>. When asked how much it takes to start a 

cluster, one cluster expert said that when you determine 

a figure for the start-up costs, you should double it! 

Personality conflicts . The compatibility 0£ the 

cluster members may create obstacles. If one member 

likes to have martini's £or lunch, stay out late at 

night and come to the o££ice late in morning, and the 

other members are more conservative and family-oriented, 

the chances are there will be a personality conflict. 

Roy Phillips says you need to find people you know, 

like, trust, and respect . There has to be a 

psychological £it--a chemistry- - or problems can result 

<"Producer Perspectives" ) . In "Agency Clustering" Tom 

Clarke believes trust is absolutely the most imperative 

issue in putting together the group of people you are 

going to cluster with (119) . 

Differing business philosophies . One overall 

philosophy must prevail in the cluster . The members 

must agree on their marketing attitudes -- whether they 







Implementation: The marketing manager in the 

service center will contract with appropriate E & S 

aarkets; keep members abreast 0£ the types 0£ risks 

which can be written; obtain quoes £or producers; and 

send £lyers to outside agencies concerning market 

availability. 

Responsibility: The service center manager will 

prepare activity reports on a monthly basis 0£ E & S 

business quoted and written. 

Monitor & Control: The activity reports will be 
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£orwarded to the various cluster members for review and 

to determine if goals are being met. 

Sales Activity: It is anticipated that all cluster 

members will utilize the E & S unit in their daily 

activities. 

Cost Analysis: The service center manager will be 

paid on a salary basis so increased sales by the E & S 

unit will o££set operating expenses and excess will go 

back to the cluster members as a dividend. 
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THIS AGREEMENT made this ___ day of ____ , 
19 _, by and between Hometown Agencies , Inc . 
and [Name of Agency] (AGENT). 

THIS AGREEMENT is made with reference to 
following facts: 

<CLUSTER ) 

the 

(a) The parties are each corporations , duly 
organized and existing under and by virtue of the laws 
of the State of Illinois, each with principal place of 
business in the County of ______ , State of Illinois 
and each duly licensed and engaged in business as an 
insurance agency. 

(b) In order to enhance its product line and 
co~pensation arrangements, AGENT desires to combine its 
agency business with that of CLUSTER so as to offer a 
larger voluMe of business to present and prospective 
carriers in exchange £or agency agreements on the most 
favorable ter•s available. 

NOW THEREFORE, in consideration of the recitals, 
covenants, conditions and promises herein contained, the 
parties agree as follows: 

1. Transfer 0£ Accounts: 
For valuable consideration, receipt of which is 

hereby acknowledged, AGENT here by sells, assigns and 
transfers to CLUSTER, effective upon the close of 
business ______ , 19 __ (Transfer Date), all its 
right, title and interest in and to the insurance 
accounts of AGENT (except for all business brokered to 
AGENT ) , together with all expirations and related books 
and records, and the exclusive right to use the name 
(Agency Name) or any variation thereof in the conduct of 
the insurance agency business of CLUSTER. 

2. Warranties: 
AGENT warrants to CLUSTER as follows: 

A. It is the lawful owner 0£ all of the 
assets sold, assigned and transferred pursuant to this 
Agreement. All said assets are free from encumbrance. 
It has the right to sell the assets . None of the 
insurance accounts to be transferred to CLUSTER were 
brokered into it by any other party. AGENT will warrant 
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and de£end the foregoing against the lawful claims and 
demands of all persons. AGENT hereby assigns to CLUSTER 
any and all rights, claims and causes of action it has 
against any insurance company, agent or broker or any 
other party involving the ownership of insurance 
accounts and agrees to cooperate with CLUSTER in the 
prosecution of all such rights, claims and causes of 
action whether in its name, that CLUSTER or that of any 
assignee of CLUSTER. 

B. All accounts current rendered to AGENT by 
any and all insurance companies are paid in full up to 
the Trans£er Date, or will be paid in full by AGENT 
within 30 days after the Transfer Date, and will not in 
any event be or become the responsibility or obl i gation 
of CLUSTER. 

C. On or before the Transfer Date, AGENT will 
procure the written assurance of [Present Carriers 
Represented by Agent] that they, and each of them, will 
appoint CLUSTER its agent. 

D. AGENT has never heretofore divulged its 
customer list or other confidential records to any other 
party. 

Covenants: 
The parties covenant to each other as follows: 

A. AGENT will assist and cooperate with 
CLUSTER during the transition period following the 
Transfer Date in order to enable CLUSTER to perform the 
functions and achieve the objectives contemplated by 
this Agreement. Without limiting the generality of the 
foregoing, AGENT will inform its insureds by mail of the 
transfer of accounts and will assist CLUSTER in 
obtaining new licenses and agency agreements by which to 
conduct business with the accounts here transferred and 
under the business name here assigned. 

B. Subject to the provisions of paragraph 8, 
AGENT will not, directly or indirectly, except on behalf 
of CLUSTER, solicit or accept any insurance business of 
any kind or nature from any of the insurance accounts 
being sold, assigned and transferred pursuant to this 
agreement, nor will it, directly or indirectly, assist 
or be employed by any other party in soliciting or 
accepting insurance business of any kind or nature from 
any of those accounts. 
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C. All information concerning the insurance 
accounts being sold, assigned and transferred pursuant 
to this Agreement, including without limitation the 
customer list expiration dates in connection with them, 
is confidential information and will be treated as such 
by the parties. Subject to the provisions of paragraph 
8, AGENT will not hereafter, directly or indirectly, 
except on behalf of CLUSTER, make use of any such 
information for its own benefit or reveal the customer 
list or other confidential records to any other party. 

4 . Services: 
The parties shall provide services for their mutual 

benefit as follows: 
A. CLUSTER will be and remain, throughout the 

term of this Agreement, duly licenses by the State of 
Illinois to solicit and broker all lines of life, 
disability, property and liability insurance. Except to 
the extent the parties agree to the contrary, it wil l 
procure agency agreements with each carrier now 
represented by AGENT and will seek such additional 
agency agreements as the parties believe will broaden 
its product line, heighten its competitive posture in 
the •arketplace and raise its commission and contingency 
compensation to the most favorable terms available. 
CLUSTER will collect AGENT-billed premiums and remit 
them the appropriate carriers as provided by the 
pertinent agency agreements . 

B. Except as provided above, AGENT will 
continue to sell and service the accounts transferred to 
CLUSTER under this Agreement, but will do so on behalf 
of and under the business name adopted by CLUSTER for 
the conduct of its insurance agency business. AGENT 
will renew all existing business and submit all new 
business solely in the name and for the account of 
CLUSTER, unless renewal or replacement of any such 
accounts or lines is expressly declined by the CLUSTER 
Executive Committee, acting with AGENT abstaining . 

C. Notwithstanding the duties described 
above, the officers, directors, employees and agents of 
each party are free to fully exercise their own judgment 
and discretion with regard to the performance of the 
duties assumed under this Agreement. This is not a 
contract of employment, and nothing contained in it will 
be construed to create the relationship of employer and 
employee between the parties; each is an independent 
contractor as contemplated by this Agreement. 

D. Any expenses incurred by CLUSTER or AGENT 
in the performance of their respective duties hereunder 



will be paid by the party incurring the expense, and 
that party will hold the other harmless from them. 

5. Compensation: 
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The compensation of the parties will be determined 
and paid as follows: 

A. CLUSTER will segregate on its books and 
records the accounts received fro• AGENT and those AGENT 
later procures on its behalf in order to clearly 
distinguish such accounts from all other business of 
CLUSTER. CLUSTER will account to and pay AGENT monthly, 
throughout the term of this Agreement, commencing 
[Effective Date of Agreement], for the calendar month 
next preceding. 

In addition, the Executive Committee will 
periodically determine and authorize payment to AGENT of 
a fractional interest in and to contingency income of 
CLUSTER. All actions of the Executive Committee taken 
with respect to AGENT will be by majority vote 
determined with AGENT abstaining. That fractional 
interest may be, but need not be, a sum equal to the 
ratio of the gross commission income the measured period 
from accounts transferred to CLUSTER by AGENT -
excluding business brokered in or out - to the total of 
such commission income earned and unearned by CLUSTER . 

B. CLUSTER will retain 10~ from gross 
commission income as its total compensation for the 
services it provides under this Agreement. 

C . All co•mission earnings will be based on 
net commissions <gross commissions less returns). 

6. Quality Control Measures: 
CLUSTER will cause AGENT to be appointed to the 

Executive Committee of its Board of Directors. The 
Executive Committee shall, by majority vote, make all 
determinations with respect to insurance accounts to be 
accepted or declined, the carrier or carriers to be 
utilized for a particular account, and those accounts to 
be placed with other - unrepresented - carriers through 
brokerage sources. It is understood by the parties that 
the guiding principles in that process are, first, to 
use the most competitive market available, second, 
within that constraint, to earn the highest commission 
and contingency compensation possible, and third, to 
consider the impact of historical and projected claims 
experience of each account in order to enhance 
contingent, experience-based compensation. 
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7. Term of Agreement: 
The term of this Agreement will commence on 

, 19 __ , and will continue until terminated 
as provided at paragraph 8. 

8. Termination Agreement: 
Thia Agreement will terminate on the first to occur 

of the following: 
A. The written agreement of the parties. 
B. The dissolution, bankruptcy or insolvency 

of either party. Upon the occurrence of such a 
condition, the dissolved, bankrupt or insolvent party 
will provide written notice to the other party and may 
concurrently terminate this Agreement, whereupon 
compensation will be paid only to the date of 
termination. 

C. Termination for cause as here provided: in 
the event that during the term of this Agreement either 
party violates any of the provisions set forth herein or 
fails to perform competently the duties assigned 
pursuant to it, the nondefaulting party may provide 
written notice of that default to the other party and in 
the event the default is not cured within £ive days 
following receipt of the notice, the nondefaulting party 
may immediately thereafter terminate this Agreement upon 
second notice to the defaulting party, whereupon 
compensation will be paid only to the date of 
termination. 

D. At any time, either party may provide to 
the other two week's written notice of termination . 

E. Concurrently with the termination of thi s 
Agreement, CLUSTER will exercise the Stock Repurchase 
Option held under a separate written agreement, will 
promptly deliver to AGENT all expiration records and 
data associated with existing insurance accounts 
originally transferred to and those subsequently placed 
with CLUSTER by AGENT during the term of this Agreement 
and will cease the use of the name (Name of Agent) and 
any confusingly similar variation thereof. 

9. Release and Indemnity: 
In view of the allocation and delegation of major 

legal and accounting responsibilities, as well as sales 
and administrative functions, the parties agree to 
assume sole responsibility £or their respective 
obligations. Accordingly, each, for itself, its legal 
representatives and assigns, fully and forever releases 
and discharges the other party, its agents, 
representatives, employees, legal representatives, 
successors and assigns, and each of them, of and from 
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any and all claims, demands, actions, causes of action, 
suits, controversies, agreement, promises, 
representations, damages and demands whatsoever, in the 
law or in equity, however arising, directly or 
indirectly, without respect to time but arising £rom 
business operations of the releasing party. 

This is intended as a full and complete release of 
all such persons and entities of and from any and all 
liability of any nature whatsoever £or all damage, 
injury, loss, expense, including any consequential 
expense, loss or damage, whether known or unknown to the 
parties, expected or unexpected by the parties, or 
whether they have appeared or developed, and all rights 
under Article 1542 0£ the Civil Code are hereby waived 
and relinquished. 

Each releasing party will protect, indemnify, 
defend and hold harmless the other party, its legal 
representatives, successors and assigns, from and 
against all debts, liabilities, obligations, loss, 
damage, cost or expense <including but not limited to 
attorneys' fees), accruing or baaed upon or arising from 
facts or events occurring prior to the date of this 
Agreement and connected with the facts underlying any 
claims described above. 

Whenever any party learns, through the filing of a 
claim or the commencement of a legal proceeding or 
otherwise, of the existence of any liability for which 
another party is or may be responsible under the terms 
of this agreement, such party will notify the other 
promptly and furnish such copies of documents ( and make 
originals of them available) and other information as 
such party may have which may be used or useful in the 
defense of such claims, and will afford the other party 
full opportunity to defend them in the name of any 
party, and will generally cooperate with the other party 
in the defense of such claims. 

10. Remedies: 
The parties acknowledge that their services under 

this Agreement are unique and of an intellectual 
character endowing them with peculiar value, and that in 
the event of any breach of this Agreement, the 
nonbreaching party may be caused irreparable injury. 
Accordingly, the nonbreaching party may seek equitable 
relief in preventing a breach 0£ this Agreement or any 
portion 0£ it, and such relief will be in addition to 
any other rights or remedies available to the 
nonbreaching party. 
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11. Attorney's Fees: 
In the event any action is brought to en£orce any 

provisions 0£ this Agreement, there will be allowed to 
the prevailing party, to be included in the judgment 
recovered, reasonable attorney's £ees to be £ixed by the 
court. 

12. Agreement to Per£or• Necessary Acts: 
Each party agrees to perform any further acts and 

execute and deliver any docu•ents which may be 
reasonably necessary to carry out the provisions of this 
Agreement. 

13. Authorization: 
The Corporation is authorized to enter into this 

Agreement by virtue 0£ the resolution adopted at its 
organizational meeting of incorporator. 

14. Notices: 
Any notice required or permitted to be given will 

be in writing, either personally served or sent by 
United States mail and will be deemed given when so 
served or deposited in the United States mail, 
registered or certi£ied, with postage prepaid and 
properly addressed. 

15. Time: 
Time is 0£ the essence with respect to this 

Agreement. 

16. Bene£it: 
The covenants, conditions and promises contained in 

this Agreement will inure to the benefit of and bind the 
legal representatives, successors and assigns of the 
parties. 

17. Entire Agreement: 
The parties acknowledge that this Agreement, except 

for those agreements contained in the Stock Repurchase 
Option executed concurrently with it, contains their 
entire agreement. No representations, promises, 
conditions or agreements with re£erence to its execution 
were made or entered into between the parties other than 
as here expressly provided. 

18. Captions : 
The titles or headings for the paragraphs of this 

Agreement are not a part of it and will have no effect 
upon the construction or interpretation of its terms and 
provisions. 
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IN WITNESS WHEREOF, the parties have executed this 
AgreeMent the day and year first above written. 

HOMETOWN AGENCIES, Inc. 

by 
President 

[Name of Agency) 

by 
President 
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