Annex E : Transitional costs in the Insurance Specialist Sector

1E.1 Consultees considered that the costs to specialist insurers may be significant. These costs have therefore been looked at in detail.

1E.2 Costs are considered under two headings. In Year 1 specialist insurers are expected to review their policy and draft possible new clauses. In Year 2, they are expected to train underwriters and claims staff.

     Year 1: reviewing and amending policy documentation 

(1) Internal Review 
1E.3 In their response to Law Commissions’ 2012 consultation paper, the International Underwriting Association noted that specialist insurers will need “to review and amend standard policy documentation”. For example, they will need to develop protocols about when the default rules should apply and the circumstances in which they would need to contract out of certain default rules. They will also need to consider training requirements, and instruct legal advisors to review contract wordings. 

1E.4 In Year 1, it is assumed that two senior staff in each specialist insurer review the changes introduced by the Act and consider their strategy for dealing with those changes. 
1E.5 It is likely that each insurer will take a slightly different approach. A low estimate would see each of the 125 specialist insurers allocating 2 members of senior staff to consider the issue for 2 days each. A better estimate, based on an understanding of the extent of work involved, would see 2 senior staff each spending 5 days – a working week – on this process. This leads to an estimate of 1250 days.
1E.6 Cost of the senior staff time is estimated at £809 per day. This is based on a senior underwriter’s salary of £140,000.
 A daily rate has been calculated by applying a 30% uplift and assuming 225 working days a year.
 
1E.7 On this basis, the internal review element of the transitional costs is estimated at 1250 days at £809 per day = £1.011 million.

(2) Reviewing existing contracts and drafting new contract terms

1E.8 Specialist insurers may wish to instruct internal and external lawyers to revise standard warranties and/or draft new exclusion clauses in the light of the reforms. 

1E.9 It is expected that many firms will act collectively through trade bodies to draft standard clauses. This is common in the industry and the Lloyd’s Market Association already maintains a large database of standard clauses.
 Others will instruct their own solicitors. In the absence of information about how each of the 125 specialist insurers will ultimately choose to act, it is assumed that half of the specialist insurers (63) take an individual approach, using 20 hours at £300/hour (assistant or associate level)
 and 5 hours at £400/hour (at partner or legal director level) = £504,000.
 The other 62 firms take a collective approach, using 50 hours at £400 and 100 hours at £300 = £50,000. The assumptions about the divide between assistant/associate and partner level involvement is based on the Department and the Law Commissions’ estimation of the work involved and their understanding of the system of work allocation in many law firms and legal departments 
1E.10 This gives a total estimate for legal costs of £554,000.

(3) Year 2: training underwriters and claims staff
(4) Estimating the number of underwriting and claims staff in specialist insurers

1E.11 It has not been possible to obtain accurate figures on the number of underwriters and claims staff employed in the specialist insurance sector. However, most Lloyd’s syndicates report the number of underwriters and claims staff in their annual reports to Lloyd’s. However, many syndicates do not report staff numbers. There is also some double-counting where multiple syndicates are run by the same managing agent.
 

1E.12 To estimate the number of staff, a sample of 20 Lloyd’s syndicate reports was considered.
 Looking at the number of underwriting and claims staff against total written premium income, this established a ratio of one member of staff for every £3.08m of gross written premium income. Applying this ratio across all Lloyd’s syndicates and IUA members results in 14,866 staff.
 The number of underwriting and claims staff has therefore been estimated at around 15,000. 

1E.13 When consulted, a specialist insurer said that it envisaged most training would be in-house training “but external advice and assistance may be required”. It is thought that across the industry, firms will use a combination of internal and external training. 
1E.14 The model estimates that 2,500 senior staff will attend half-day external courses, while the remaining 12,500 staff will receive two hours of internal training.

(5) A half day course for senior staff

1E.15 A half-day training session is assumed, based on the training sessions offered by the CII on the Consumer Insurance (Disclosure and Representations) Act 2012, which is a comparable set of changes. The cost of the half-day external training for senior staff is estimated at £382. This is based on two elements. First, the cost of staff time is based on an annual salary of £75,000 for a senior underwriter.
 A daily rate has been calculated by applying a 30% uplift and assuming 225 working days a year, leading to £217 for half a day. Secondly, the cost of a course is taken to be £165, based on the price the Chartered Institute of Insurers charge for a half day course.

1E.16 The total cost of sending 2,500 senior staff on a half-day course is therefore estimated at 2,500 x £382 = £955,000.
(6) Internal training for other staff

1E.17 It is common within this sector for most training to be delivered in-house, with some larger insurers advertising the quality of their internal training provision. This was confirmed by a member of the IUA who anticipated that training would be delivered this way, with the training prepared internally by senior staff. It is assumed that the remaining 12,500 staff will be trained in-house, for around 2 hours. 

1E.18 The modal salary for an underwriter is between £30,000 and £40,000.
 For these more junior staff the hourly rate has been calculated at £29, based on a salary of £35,000.
 This means that the cost of 2 hours would be £58. 

1E.19 Thus the staff time element of training 12,500 junior staff for 2 hours would be £725,000. 

1E.20 Each firm would also need to prepare, deliver and monitor the training. An allowance has been made for this, based on 3 days per firm,
 with the preparation done by the same senior staff who carried out the review in Year 1 (at £809 per day). Three days for 125 firms would amount to 375 days x £809 a day = £303,375. 

1E.21 On this basis the total costs of training are estimated at £955,000 + £725,000 + £303,375 = £1.983m.
�  Earnings figures for the insurance sector are provided in the ONS Annual Survey of Hourly Earnings, Table 16.1a.  A higher degree of granularity is provided by � HYPERLINK "http://www.salarytrack.co.uk/average-underwriter-salary" ��http://www.salarytrack.co.uk/average-underwriter-salary�, which shows that  £140,000 is considered a “top end” salary for an underwriter. Only 1% of underwriters are paid more than £140,000.


� (140,000 + 30%) / 225 = £808.89. The figure of 225 has been used to reflect the number of productive days the firm would normally be expected to receive from their employees, assuming a 5 day working week, less 25 days holiday and 10 days public holidays/sick leave. The 30% uplift reflects the reasonably generous pension provision in this sector: see also the use of 30% cited in the Green Book at p 59. 


� See Making a Difference: An overview of the Lloyd’s Market Association, available at � HYPERLINK "http://www.lmalloyds.com/LMA/About_Us/about/LMA/About_us/About_the_LMA.aspx?hkey=a1464b86-0391-4abe-9db3-8b511090f71f" ��http://www.lmalloyds.com/LMA/About_Us/about/LMA/About_us/About_the_LMA.aspx?hkey=a1464b86-0391-4abe-9db3-8b511090f71f�.   


� The hourly rates for legal advisors are based on the 2010 Civil Costs Guideline Hourly Rates, which are still being used: � HYPERLINK "http://webarchive.nationalarchives.gov.uk/20110218200720/http:/www.hmcourts-service.gov.uk/publications/guidance/scco/previous_rates.htm" ��http://webarchive.nationalarchives.gov.uk/20110218200720/http:/www.hmcourts-service.gov.uk/publications/guidance/scco/previous_rates.htm�.


� Confirmed by industry sources in the legal market. 


� In correspondence with the Law Commission, Lloyd’s commented that “we do not collect data on staff employed and I do not believe that anyone else in the corporation collects this data”. They went on to explain: ”While most syndicates include the staff note, some do not arguing that the staff are employed by the agent and their services are simply provided to the syndicate for a service fee.  Another issue is where one agent has multiple syndicates...  there is the possibility of the same member of staff being counted more than once.”


�  The sample was taken from annual accounts filed by Lloyd’s syndicates for the year ending 2013. They are available here: � HYPERLINK "http://www.lloyds.com/lloyds/investor-relations/financial-performance/syndicate-reports-and-accounts" ��http://www.lloyds.com/lloyds/investor-relations/financial-performance/syndicate-reports-and-accounts�


� In 2011, the gross written premium income was £23,477 m for Lloyd’s (Lloyd’s Annual Report 2011) plus £22,313 m for the IUA London market (IUA Annual Report 2011).


� See note 1 above. Also � HYPERLINK "http://www.insurancejobs.co.uk/jobs/lloyd-s-and-london-market/senior-underwriter/?sort=Salary" ��http://www.insurancejobs.co.uk/jobs/lloyd-s-and-london-market/senior-underwriter/?sort=Salary� and � HYPERLINK "http://www.prospects.ac.uk/insurance_underwriter_salary.htm" ��http://www.prospects.ac.uk/insurance_underwriter_salary.htm�.


� Earnings figures for the insurance sector are provided in the ONS Annual Survey of Hourly Earnings, Table 16.1a.  A higher degree of granularity is provided by � HYPERLINK "http://www.salarytrack.co.uk/average-underwriter-salary" ��http://www.salarytrack.co.uk/average-underwriter-salary�, which shows that the average underwriter salary is between £30,000 and £40,000.


� A daily rate was calculated as £35,000 + 30%/225. It was then divided by 7 to reflect 7 hours in a working day.


� This is particularly based on an estimate from one Lloyd’s syndicate.





