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AGENDA ITEM NO.   9

TRAFFORD COUNCIL



Report to:

Accounts & Audit Committee

Date: 


21 November 2012

Report for: 

For Information

Report of: 
The Acting Corporate Director Transformation and Resources

Report Title            

		Insurance Performance Report 2011/12   








Summary


		This report provides a summary of insurance performance for 2011/12.


The cost of non-schools insurance in 2011/12 was £1.9m, including premium costs of £0.5m and provision for claims of £1.4m, including a one-off £0.7m requirement for additional provision in respect of previous years’ claims as assessed by an independent actuary which was funded from the insurance reserve. 

Further reductions in premium of £121,000 were successfully negotiated for a new two year extension to the insurance contract against the general trend in the market as well as one-off rebates of £64,000. 

Overall liability claim numbers remained relatively consistent in 2011/12 with 333 new claims compared to 307 in 2010/11.  Current statistics on repudiation rates show that a greater proportion of claims are being successfully defended. The total cost of claims settled in 2011/12 was £672,000 with an average claim cost of £9,334 compared to £8,786 in 2010/11. 

A number of initiatives were completed in 2011/12 with further planned for 2012/13.







Recommendation(s)


		That the report be noted.





Contact person for access to background papers and further information:


Name:

Graeme Bentley




Extension:
4336


Background Papers – None

Background


1. This report deals with the insurance arrangements for the Council in 2011/12 for all non-school activity.


2. The provision of appropriate insurance cover and support for schools account for a significant amount of insurance activity and budget. The service operates under a service level agreement with schools which aims to recover charges equivalent to the cost of the function provided. Since 2010/11 a dividend has been included in the charges to recognise the good claims experience and this approach acts as an incentive for schools to adopt positive risk management practices. At present the Council continues to insure all primary schools with the exception of three which have assumed academy status. This is because the Council cannot insure academy schools as it does not have an “insurable interest” in the school. The majority of secondary schools arrange their insurances independently reflecting the high level of foundation/academy schools in the Borough.  

Performance Update 


3. This section provides details on insurance activity. Annex 2A provides information on the level of activity in 2011/12 compared to 2010/11 across the major insurance areas. It also provides information on the cost of claims settled in the year regardless of policy year. Annex 2B is different in that it shows claims relating to policy years. A summary of claims activity on liability claims in 2011/12 is summarised in the table below. 

		

		2011/12

		2010/11



		

		Workload (No Claims Rec’d)

		Cost of Settled Claims £000

		Workload (No Claims Rec’d)

		Cost of Settled Claims £000



		Highway Liability

		252

		357

		216

		362



		Public Liability

		70

		54

		70

		431



		Employer’s Liability

		11

		261

		21

		147



		Total

		333

		672

		307

		940





4. During the year liability claim numbers remained relatively consistent in 2011/12 compared to 2010/11 and this was also reflected in the estimated provision level provided by an independent actuary. Highway claim numbers show a 17% rise which is attributed to an increase in pothole related claims caused by the weather. The average cost of claims settled increased by 6.2% over the period to £9,334, in part reflecting the trend in external legal costs as shown below. 

5. Third party solicitor costs are challenged and over the last three years a saving of approximately one third, or £223,000, has been achieved on these costs. On non-litigated cases an external firm review solicitor costs. Ministry of Justice (MOJ) reforms to be implemented in 2013 will streamline and potentially reduce solicitor costs. Current CIPFA benchmarking show that Trafford’s legal costs are in the lowest quartile.
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6. Annex 2B shows the claims activity by policy year for the last five years which shows the trend in claims costs over that period together with details of claim numbers related to those policy years and repudiation rates. The following paragraphs provide a commentary for the major insurance classes.  

Public Liability Highway Claims


7. Highway related claims continue to account for the majority of liability claims in terms of both numbers and cost. Over the five year period to 2011/12 the average annual cost of claims was £520,000. In 2009/10 and 2010/11 the cost of these claims has shown a significant reduction. This reflects an increase in repudiation rates which is partly down to the positive approach in defending claims by our insurers and better and more effective internal claims handling processes. Also in recent years we have seen a shift in stance from the courts to the benefit of the Council. The figure in the chart for 2011/12 is artificially high due to the maturity of claims for that year and reflects the high reserves on claims still to be settled. It is expected final claim costs will be lower than this figure. 

8. Total prevention of every claim is not always cost effective. Currently around 30 to 40 claims a year are being settled across the highway network of 500 miles of roads and 1,100 miles of footways and this equates to approximately one claim to every 46 miles of the network. 

9. Claim settlements are monitored closely by both the insurance and highways inspection teams to identify any trends that may be of concern. A revised Highway Inspection policy was approved by the Executive on 29 October 2012. This policy sets the standards for the identification of defects on the carriageway and footway and also the inspection frequencies. This revision was made due to the proactive approach to risk management adopted by the Highways and Insurance teams working closely together and is anticipated to reduce the levels of missed defects and inspections and brings us in line with most other AGMA districts.

Public Liability - Other Claims

10. Other Public Liability claims, for example accidents in parks or claims involving vulnerable people are of relatively low volume in comparison with Highways but can be of significant value. In 2011/12, these claims made up around 18% of all claims reported, with an estimated cost of claims in 2011/12 of £200,000. The number of claims is consistent over recent years as is shown is Annex 2B. 

11. The cost of claimant solicitors can be significant, this is in part due to additional overheads which can be attached to these claims especially those cases involving vulnerable people.

Employer Liability Claims


12. Employers Liability claims are again of low volume but high value.  They account for around 4% of all claims with an estimated cost of claims in 2011/12 of £194,000. The trend on costs has seen a reduction in recent years as shown in Annex 2B.  This reflects the profile of the Council workforce being more office based than in years past.

13. A protocol for handling Employers Liability claims is being developed and is referred to under ‘Future Plans’. 


Motor Vehicle Claims


14. Motor claims have seen a decrease in volume of 25% since 2010/11 commensurate with the decrease in the size of the fleet however the cost of these claims has increased over 100% and the estimated cost of claims for 2011/12 is £124,000. This is based on claims arising within these policy years as illustrated in Annex 2B. A major reason for this is the cost of courtesy/(credit hire) cars which has fuelled the cost of insurance claims. The Association of British Insurers and the National Association of Credit Hire Organisations have implemented a General Terms of Agreement but despite this credit hire will continue to have a negative influence on motor insurance premiums across the industry.

15. It is noted in the chart in Annex 2B the figures for 2009/10 and 2011/12 are skewed due to a small number of high cost claims.

Insurance Budget

16. In 2011/12 the cost of insurance was £1.9m. This comprised of premiums of £0.5m and provision for the cost of claims of £1.4m, including a one-off increase to the overall provision of £0.7m in respect of previous year claims as assessed by an independent actuary. This increase was funded from retained reserves held to cover such occurrences. The table below compares actual cost for the year with the original estimate.


		

		2010/11 Actual £000

		2011/12 Estimate £000

		2011/12 Actual £000



		Premiums:-


Casualty


Property


Fleet

Money, Fraud

		515

215


161


130

9

		521

231


142


138


10




		513

219


160


125


9



		Provision:-


Liability Highway


Liability Other

		814

621


193




		729

539


190

		1,426

918


508





		Gross Expenditure

		1,329

		1,250

		1,939



		

		

		

		



		Less Income

		(239)

		(239)

		(239)



		Less Budgeted Use of insurance reserve

		(231)

		(263)

		(952)



		Net Expenditure

		859

		748

		748





17. Since 2008 premium costs have seen a significant fall and have reduced by 52% to their current level for 2012/13 of £559,000 (Note this figure includes school premiums). This is due to:

· A significant tender saving when Travelers were successful in winning the contract from April 2009 of £0.3m. 

· A move to greater self-insurance a number of policies that were ended with the Council covering insurance costs directly. This followed a risk assessment by the insurance team of a number of policies, for example balance of risk and commercial asset policies and this has delivered premium savings. It was concluded that these savings would outweigh any additional risks.


· A successful negotiation of premium levels at renewal in 2012 with a further significant reduction of £121,000 achieved as a result of a good claims experience and insurer confidence in the Council’s approach to its insurances. This represented a rating reduction of 10.7% on the main insurance classes.

18. After submitting an analysis of the claims experience a rebate of £47,000 was successfully obtained on the property and casualty policies. It was also identified that a rebate on motor insurance was due in respect of vehicle number adjustments and this resulted in a rebate of £17,000. Subject to continued good claims experience a further rebate for a lower amount can be anticipated in 12 months. These refund clauses were incorporated into the insurance contracts at the last renewal to cover these occurrences.


19. One of the successes of the renewal negotiation was Travelers agreeing to provide 15 days of free risk management support; the basic value of this would be approximately £11,000 excluding any long term benefit. This is to be utilised in key services over 2 years and will increase the overall risk management activity across the Council significantly.

20. A full programme to utilise these days will be developed with initial priorities to include highways and schools, the latter will assist in the possible retention of school business in the event of the conversion of more schools to academy status. Also an issue has been identified in grounds maintenance with regard to hand-arm vibration syndrome and work will be undertaken to address this.


21. Details of the insurance reserve are provided in a further report on this agenda.


Future Issues and Plan

22. The pace and extent of change in insurance is rapid and it is essential to keep up to date with developments. The following is certainly not exhaustive but illustrates some issues which could have an effect on the cost of insurance.


23. Major events such as hurricane Sandy will drive premium levels up over the next few years. The problem Trafford faces is that few insurers are willing to write local authority business which means limited choice and competition. This makes it all the more vital that a good claims experience is maintained in order to present a strong proposition to the market. It is acknowledged that the level of premiums the Council pays is competitive given the reductions secured at the last tender and subsequent renewal. It will be a challenge in the future to obtain further reductions though this remains a goal.

24. At a time of significant organisational change it is important to remain vigilant to risk mitigation, by way of risk assessments, inspections, maintenance and adherence to internal and external standards.


25. There are a number of projects being undertaken which should reach conclusion by the end of the year:-


· Consideration is being given to an initiative which aims at gaining involvement in employer’s liability claims very early in the process. The objective is to control a claim and ensure a fair settlement without the claimant feeling the need to involve solicitors, therefore keeping overall costs down.

· Resolution of the Carrington waste fraud claim.

· Working with broker, the Council is investigating a trading proposition to provide cover to Academies.


· Consideration of a new insurance product for schools related to supply teacher cover that could provide a revenue stream to the Council. 


· Following implementation of the Ministry of Justice reforms, expected in Spring 2013, elements of claims handling will change. At that stage an online system for claimants to deal directly with the Council will be trialled by the Ministry of Justice. The process would enable claims to be handled quicker and would avoid or reduce third party solicitor costs.

· To work with brokers in an attempt to avoid likely premium increases by providing accurate information on Council activities including risk management, property sums insured and detailed claims data to achieve this.

Annex 1

Details of Insurance Policies


		Category

		Policy

		Limit of Indemnity

		Excess



		Casualty

		Employers’ Liability

		£ 50,000,000

		£ 275,000



		

		Public Liability

		£ 50,000,000

		£ 275,000



		

		Public Liability (Lettings)

		£ 5,000,000

		Nil



		

		Officials Indemnity/Professional Negligence

		£ 2,000,000

		£ 275,000



		

		Personal Accident

		Various

		Nil



		

		Educational Visits

		Various

		£ 15



		Property

		Fire, Related Perils and Works in Progress

		Sums Insured

		£ 250,000 (Policy)  £ 2,000 (Service)



		

		Computer

		Sums Insured

		£ 250



		

		All Risks (Civic Regalia)

		Sums Insured

		£ 100



		

		Schools Balance of Risks (Contents)

		Like for like basis

		£ 200



		Money / Fraud

		Fidelity Guarantee

		£ 2,500,000 unspecified


£ 5,000,000 specified

		£10,000



		

		Money (Cash)

		£ 1,000 

		£ 250



		Fleet

		Motor

		Comprehensive

		£ 5,000 (Policy)


£ 1,000 (Service)


£ 250 (Minibus)





Annex 2A

Claims Statistics 


Claims Activity Report
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Liability 


Total


Motor  Total Highway PL EL


Liability 


Total


Motor  Total


Live Claim b/f 194 61 43 298 81 379 217 84 39 340 48 388


New Claims Received 252 70 11 333 34 367 216 70 21 307 53 360


Settled Claims 193 44 20 257 5 262 239 93 17 349 20 369


Claims c/f 253 87 34 374 110 484 194 61 43 298 81 379


Net Claims 59 26 (9) 76 29 105 (23) (23) 4 (42) 33 (9)


Cost of Settled Claims £000 £000 £000 £000 £000 £000 £000 £000


Claimant Costs  113 13 61 187 135 214 54 403


Claimant Solicitor Costs 204 37 180 422 193 178 81 452


Own Solicitor Costs 39 4 20 63 34 39 12 85


Total  357 54 261 672 362 431 147 940


Key Statistics


No of Claims Settled at Nil 146 30 9 185 189 47 6 242


Repudiation Rate of Settled Claims 76% 68% 45% 72% 79% 51% 35% 69%


Average Cost of Settled Claims £ 7,587.143,866.3823,758.389,334.27 7,234.779,373.3713,376.358,785.54


2011/12 2010/11




· This represents the on going claims activity carried out within the year, irrespective of when the claim occurred. 

· The costs and key statistics relate only to claims settled within the relevant financial year.

· Does not include for a small number of property and other claims.


Annex 2B

Claims Activity Report by Policy Year
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Policy Year


No of Claims


Open 


Closed 


No settled at nil 


No of claims paid


Repudiation Rate 


2007/2008


199


6


193


117


76


61%


2008/2009


203


5


198


131


67


66%


2009/2010


219


6


213


178


35


84%


2010/2011


209


21


188


156


32


83%


2011/2012


236


71


165


127


38


77%
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Policy Year


No of


Claims


Open 


Closed

No settled at nil 


No of claims paid


Repudiation Rate 


2007/2008


63


0


63


35


28


56%


2008/2009


54


3


51


25


26


49%


2009/2010


79


5


74


45


29


61%


2010/2011


64


9


55


30


25


55%


2011/2012


62


22


40


29


11


73%
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Policy Year


No of Claims


Open 


Closed 


No settled at nil 


No of claims paid


Repudiation Rate 


2007/2008


12


1


11


3


8


27%


2008/2009


17


2


15


7


8


47%


2009/2010


19


2


17


7


10


41%


2010/2011


9


2


7


2


5


29%


2011/2012


15


13


2


1


1


50%
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Policy Year


No of Claims


Paid £


Reserve £


Total Incurred £


2007/2008


77


55,757

-


55,757

2008/2009


64


83,571

-


83,571

2009/2010


45


129,480


12,662


142,142

2010/2011


41


54,534


2,862


57,397

2011/2012


30


40,598


83,509


124,108









