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CONSTRUCTION & INSURANCE NEWSLETTER



Autumn 2004

INTRODUCTION
This is the first in what will be an occasional newsletter on construction and insurance related issues.

It has been produced by the Joint Construction Insurance Group (JCIG) which was established in 2003 under the auspices of the Strategic Forum for Construction.  The group’s objective is to foster better understanding between the Construction industry and the Insurance Sector. 

It is hoped that the newsletter contains information that will prove to be of interest to both groups.  

THE CONSTRUCTION MARKET IN 2003
The construction industry is a major contributor to the UK economy and in 2003 it provided about one tenth of our gross domestic product.  It continued to enjoy strong growth with the total volume of construction output rising by four per cent to reach £92.6 bn. 

It also remains a major employer in the UK and at the end of 2003 the industry employed about 1.6m people, up 1% on the 2002 figure.

The majority of the workforce are employed in small companies such that of the 166,000 construction firms over 94% have 13 or less employees. 

The UK Construction market is diverse with a number of distinct sectors each having different economic cycles.  In 2003 economic drivers were such that 

· house building remained a major sector promoted by the continued low levels of unemployment, an under supply of housing, low interest rates and poor returns on savings, stocks and shares fuelling demand for housing, both new and second-hand; 

· the infrastructure sector continued to be heavily supported by government investment in the UK's transport infrastructure; 

· industrial construction remained constricted as a result of the relative economic downturn and 

the ongoing pressures on the UK's manufacturing sector;

· commercial construction continued to benefit from public-sector and Private Finance Initiative (PFI) investment in new schools and hospitals;

· building materials sector remained strong due to general UK construction market conditions.

In summary UK economy remained reasonably robust in 2003 and this was reflected in the performance of the construction sector.  New work rose over the 2003 period, despite a decrease in the infrastructure and private commercial sectors.  Repair and maintenance rose, with increases in all sectors.

The DTI reported that in 2003

· The total volume of new work was three per cent higher with the total volume of repair and maintenance work seven per cent higher;

· New work in the public non-housing sector (excluding infrastructure) rose by 20 per cent compared to the previous year; 

· New private housing work was 13 per cent higher and new work in the public housing sector was 10 per cent higher;

· New infrastructure output was 11 per cent lower compared with the previous year;

· New construction work in the private industrial sector was 6 per cent higher compared with the previous year,

· Housing repair and maintenance work (including improvement work) in the public sector was eight per cent higher and five percent higher in the private sector; 

· New private commercial output fell by 6 per cent compared to the previous year; 

· Repair and maintenance work in the public non-housing sector was 11 per cent higher.

HEALTH & SAFETY PERFROMANCE 2002/2003
One of the major concerns for insurers continues to be the construction sector’s relatively poor safety performance both in terms of accidental injury and occupational ill health.
Making an accurate assessment of this using published HSE data is problematic for 2003 due to the reporting period used by the HSE.  However a positive feature is that in July 2004 HSE reported a relative improvement in the construction sectors fatal injury rate.  There were 70 fatal injuries to construction workers, the same number as in 2002/03.  The rate of fatal injuries to workers therefore fell from 3.8 to 3.5 per hundred thousand workers, reflecting an increase in the number of workers employed.  This figure remains however well a head of the all industry figure of 0.81.
The latest information on number of major injuries, which often result in the largest claims costs for insurers, were that in 2002/03 the numbers rose slightly by 1% to give a rate of 374.8 compared to 356.1 in 2001/02. 

Data on occupational ill health performance in the construction sector is limited.  In 2002 a self-reported workplace injury survey estimated that over 137, 000 people who were or had worked in the construction sector in the previous 8 years said they had suffered from an illness which they believed was caused or made worse by their job. 

What costs can be included in an injury claim?

“General damages” – are awarded for 

· Pain and suffering

· Loss of amenity

· Loss of earning capacity 

“Special damages” are awarded to cover the costs of 

· Past and future loss of earnings

· Past and future care, counselling,

· Medical fees

· Additional costs for holidays, equipment, adapted housing

Legal Costs

Interest on damages to be awarded

CONSTRUCTION INDUSTRY INSURANCE INITIATIVES

In 2003 a positive feature in terms of Construction industry’s relationship with the insurance sector has been the development by some of the trade associations of their own insurance schemes notably by the NFRC and the NFB.  The latter is being trialed on the basis that if it is successful it may be opened to other trade association members of the Construction Confederation.  A key feature of the NFB’s scheme is the use of external third party verification (CHAS) of the health and safety management standard combined with a commitment to improvement if found to be yet insurable but below benchmark standard.

The Construction industry has embarked upon a major investment programme to ensure that its workforce is properly qualified.  Operatives need a CSCS card (rather like a visa card) which will indicate what work they are qualified in and that they have had the appropriate health and safety training.  Increasingly over the next 6 years, workers without a card will be denied access to sites.  This is already happening on major contractors' sites.

This programme is creating a massive change in culture and is expected to have a positive impact on the industry's health and safety record".
CONSTRUCTION INSURANCE MARKET 2003

During the 1980s and 90s the general liability market and, in particular, the construction insurance market, has been highly cyclical and prone to bouts of over supply, intense competition and consequent under pricing.  These years of unprofitable underwriting and inadequate pricing forced insurers to raise rates significantly in 2001 and 2002 following the collapse of some UK insurers and reduced investment returns.
In 2002 the major commercial insurance competitors pursued a strategy of exiting unprofitable lines and avoiding exposure to high risks.

However in 2003 the impact of some of the factors that had resulted in loss of insurance capacity, and hence caused the increase in premium rates lessened.  However EL remained unprofitable and insurers continued to seek to raise their rates to cope with the growing cost of claims and particularly those relating to past work-related illness.

Towards the end of 2003 there were however anecdotal signs of a limited stabilization of rates and market softening as appetite returned.  For example some of the major general insurers had increased appetite for liability risks, particularly if other insurance products could be sold.  There was also some evidence of competition returning slowly for single type liability risks, and more quickly for large construction risks.  Some additional capacity has also entered the market with for example new entrants being Quinn and Illium and Lloyds brokers opening provincial offices e.g. Fusion.

The appetite for high-risk construction activities including PI continued to remain low.

Asbestos coverage became even more of an issue in 2003 as the cost of asbestos related disease claims continued to be a drain on liability insurers.  During 2002 and 2003 the major European reinsurers sought to exclude any form of asbestos exposure from their reinsurance treaties with UK primary insurers.  The EL risks of asbestos already rest with primary insurers.  However in 2003 most UK primary insurers reviewed the extent to which they would continue to provide asbestos coverage under PL and PI policies and some have introduced full or partial exclusions.  Those risks with known or admitted asbestos exposure e.g. asbestos removal contractors continued to be serviced by the specialist Lloyds market but capacity in his market came under pressure.

EMPLOYERS’ LIABILITY MARKET REFORM – AN UPDATE

In response to the problems for business caused by rapid increases in Employers Liability Compulsory Insurance (ELCI), in 2003 the Government initiated the Review of ELCI and this resulted in the production of the first and second stage reports.  

The second stage, and final, report set out a number of recommendations designed to improve the functioning of the ELCI market.

In September 2004 the DWP provided the JCIG with an update on the delivery of these recommendations.

Information
The government gave a commitment to use the Business Link website to provide guidance to all SMEs (Small and Medium Size Enterprises) on the liability insurance market (including ELCI) by January 2004. 

Guidance to SMEs was provided on the Business Link website in January 2004.  The website was launched on the 4 May 2004.

Insurance and Risk

Renewals:
The Association of British Insurers (ABI) and the British Insurance Brokers’ Association (BIBA) have been monitoring the implementation of the Statement of Good Practice on renewal of Employers' Liability Compulsory Insurance (ELCI) and public liability insurance published on 6 August 2003.  The ABI and BIBA have not received any complaints under the Statement.   

In addition the Financial Services Authority (FSA) sent “Good Practice Indicators” to all general Insurance Companies in June 2003.  The indicators included guidance on renewals.  The FSA will look at how companies writing liability insurance are adhering to these indicators as part of the risk assessment process.

Making the Market Work Initiative:

On 8 September 2003 the Association of British Insurers (ABI) launched an initiative called ‘Making the Market Work’, a joint ABI/Insurer committee set up to assess Trade Association health and safety assessment schemes.  The aim is that businesses will understand the health and safety practices insurers are looking for, while insurers will be able to reflect good health and safety in the terms they can offer.”

ABI has already sent out over 200 copies of its booklet explaining how it works in response to enquiries from trade associations and others.

Two trade associations - the British Printing Industry Federation (2500 members) and the British Coatings Federation (130 members) - have completed the assessment process and received ABI feedback. 

Further assessments have been carried out on schemes from the Federation of Small Businesses (185000 members), the National Federation of Roofing Contractors (811 members), the British Furniture Manufacturers (350 members), the Screen Printers Association (200 members) and the Mastic Asphalt Council (72 members).  ABI sent these organisations feedback on their schemes and is awaiting their responses before final assessments are circulated to all ABI members.  Applications for assessment have also been received from the Heating and Ventilating Contractor's Association, the British Woodworking Federation and British Chambers Connections.

On 6 May 2004 the DWP and the ABI issued a joint press notice to promote the progress to date and encourage others to take part.  The ABI is planning to undertake an evaluation of the initiative after one year of its operation, in Autumn 2004. 

Health and Safety Management Index:

The Health and Safety Executive (HSE) gave a commitment to launch a health and safety management index for large firms by February 2004 and a similar tool for small businesses by spring 2004.  The HSE has developed a management index to measure the health and safety management performance of large organisations and presented this tool to stakeholders at two conferences in February 2004.

HSE has placed the index on the HSE web site (www.hse.gov.uk/research/chaspi.htm) for validation. Validation commenced in April and will last four months.  

HSE have also progressed the work to produce a similar index for small businesses.  A validated version of the small business index is expected in June.  HSE will then commission further work to produce a free web based version of the index by Autumn 2004.

Regulation and Enforcement 

Proportionate regulation for small business:

The Government gave a commitment to produce a Regulatory Impact Assessment in March 2004 which would consider the proposal to waive the requirement to obtain employers’ liability insurance from limited companies that employ only their owner.  This would lift the requirement to insure from over 300,000 of the smallest UK businesses.

DWP published a partial Regulatory Impact Assessment (RIA) on 30 March.  The partial RIA concludes that the benefits to such small businesses would outweigh any loss of business to insurers that the change might give rise to. 
The period for responses to the partial RIA ended on 22 June 2004.  The responses showed that 78% were in favour of the change and, following a Government meeting recently, we have agreed to proceed to remove the requirement for ELCI from incorporated businesses that employ only their owner.

The Responses to the Consultation in September and regulatory changes will come into effect early in 2005 in both GB and NI.

ELCI non-compliance 

The HSE recently commissioned a survey of 18,000 businesses.  This research demonstrated that compliance with ELCI was good (>99%) and the results complemented those obtained from research conducted by the Small Business Service (SBS), OFT and the TUC.  Due to the encouraging compliance research results, stakeholders have suggested that consideration of a compliance database is less of a priority than initially indicated by the ELCI Review. 

DWP will assess the costs and benefits of a compliance database by Autumn 2004 (instead of April 2004 are originally planned) and also consider further how to best to tackle the small number of employers who do not have ELCI cover. 
Government Procurement  

The DWP has worked with the OGC (Office of Government Commerce) to produce new procurement guidance for Government Departments in April 2004.  This guidance deals with the procedures to be employed by Departments when checking the ELCI compliance of their contractors. T he aim here is to ensure that all bodies that contract with the public sector have valid ELCI insurance. 

The DWP has, with the help of the OGC, made amendments to the guidance on contracting issued to Departments, emphasising the need to ensure that contractors and sub-contractors are compliant with the requirement for ELCI.

The amendments are accessible through the Successful Delivery Toolkit website.

DWP and OGC are drafting a Centrally Issued Notice for issue to Heads of Procurement in other Government Departments.  The DWP and OGC are also considering how to announce the amendments through a joint press notice in May 2004.  DWP is considering how best to meet the commitment to review the take-up and use of the new guidance by October 2004.

Tackling Costs

Claims Pilots

One way to address the high costs associated with claims is to streamline the claims process.  The second stage report committed Government to work with stakeholders (e.g. the Association of Personal Injury Lawyers, insurers, representatives of business and unions) to plan a pilot scheme for resolving claims more cost effectively, quickly and fairer.  The goal was to start the pilots in June 2004.

The development of this pilot scheme is now underway.  The pilots will focus on low value (up to £10,000) accidents claims and will be designed to test the various options, identified by stakeholders, for improving the existing process.  The pilots will target the unnecessary costs at the start of the claims process (e.g. incident notification to inquiry/investigation) and then explore how to process claims cost effectively (e.g. claim negotiation and settlement).  The proposition is to ensure that the investigatory and other work undertaken remains proportionate to the complexity and value of the claim.  As well as reducing costs the intention is to deliver a speedier - but fair - outcome for claimants and through earlier notification increase opportunities for rehabilitation.

Stakeholders are working towards agreeing a pilot specification. The pilots should be launched in Autumn 2004. 

Fixed Costs

Fixed success fees for road traffic accident (RTA) claims run under Conditional Fee Agreements (CFA) were introduced from 1 March for cases that fall within the existing RTA fixed base costs scheme and should be introduced for all other cases from 1 June.  The RTA fixed costs scheme appears to be working well with cases being cleared more quickly and insurer’s claims expenditure controlled (and likely to reduce over time).

However, it won't be until end 2004 that sufficient cases would have been through the system to enable the formulation of a more informed view.  The formal evaluation will be conducted at the end of 2005.

Work on ELCI in 2004 has been focused on securing agreement with the major stakeholders on fixed success fees for ELCI cases run under CFAs. This has proved to be the most difficult agreement to achieve yet, but the prospects of agreeing and implementing fixed success fees for EL accidents, EL disease and public liability claims are good. Informal talks are being held with stakeholders about fixed base legal costs in EL but further substantive progress here is initially dependent on successful outcomes for success fees.

Long -Tail Disease Risk

The ABI has published a report on long-tail disease risk e.g. asbestosis.  Government officials were recently given an opportunity to attend a presentation on the researcher’s initial thinking. In discussion, Government stressed that:

· Issues around stability of the ELCI market were a high priority; 

· A better understanding of the level of reserving currently aggregated within the market, and the trends in current pricing, would inform the debate; and

· It is crucial to consider a range of options for implementing a new approach.

Officials met Government colleagues on 20 August to discuss the ABI report and will consider the views raised by OGDs at the meeting.   DWP will write to the ABI in the near future to give their initial feedback on the Report.
Vocational Rehabilitation

The Government is persuaded that the time has come to provide leadership and help establish a new approach to rehabilitation within the UK.  As a first step, DWP is looking to produce and publish a framework for vocational rehabilitation by late summer. 

DWP is looking to set out a Framework for Vocational Rehabilitation that will:

· Explain what we mean by vocational rehabilitation, so that scope of the new Framework for Vocational Rehabilitation is clear, and set out our long term aims for vocational rehabilitation. 

· Present an overview of current approaches, explaining who is involved, their roles and drivers.

· Highlight the principles common to the practical and effective processes used to deliver vocational rehabilitation.

· Identify best practice, including views on how to deliver vocational rehabilitation interventions that work.

· Consider the barriers to effective vocational rehabilitation. 

· Identify next steps and the way forward for vocational rehabilitation.

DWP analysts are currently considering the existing research to drawing out the principles associated with successful approaches to vocational rehabilitation, and information on interventions that work.  Research has also started to collect information from stakeholders (e.g. insurers, employers and rehabilitation providers) on their experiences of vocational rehabilitation, including thoughts on the approaches and processes associated with the effective provision of vocational rehabilitation.

In addition, a broader stakeholder discussion was initiated by publishing a discussion paper in May 2004.  The information collected from this discussion, and the other work streams, will be used to produce the Framework for Vocational Rehabilitation by Autumn 2004.

Government hopes to launch the Framework at the National Employment and Health Innovations Network (www.healthaction.nhs.uk) conference on the 27 October 2004 (http://www.centrevents.co.uk/events/nationalemployent.htm).
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