AURIMS ANNUAL CONFERENCE   25 May 2000
Tenders, Broker/Insurer Performance and Choosing an Insurance Broker
- John Freeman, Manager Risk and Insurance, Monash University

1.
Brokers

With such a broad ranging topic to cover it is logical to start at the beginning and ask ourselves - do we need a broker or can/should we be dealing direct with insurers?


My personal view is that if we are buying in the general marketplace a correctly selected broker can provide us with a number of key advantages, ie

· Increased negotiating power.

· Closer involvement with the market than we can hope to have - our exposure is liable to be brief and periodic and therefore to become out of touch/out of date quite quickly.

· Access to specialist skills in key areas - we cannot hope to develop such a broad range of specialist skills.

· Access to worldwide expertise and resources.


However a broker must demonstrate that they are adding value to each process - 'Post Box' roles must be avoided!

2.
Tenders

A)
Overview


Tenders are an opportunity to test the market to ensure that we are getting the best value for money (not necessarily just the cheapest premiums - remember cheap can be nasty!).



You will need to have a clear and agreed approach as to the level of risk that your organisation wishes to retain by way of deductibles.  You may find that its financial ability to absorb 'working losses' (low cost, high frequency) is much higher than its traditional desire to do so, opting instead to 'insure everything'.



It will assist prospective brokers in marketing your account if they are able to present your organisation as being prepared to accept its own working losses and is therefore only looking to insure against more major events/claims.



Most of our organisations would expect us to put our broking services and Insurance Programme out to tender on a regular basis, often every 3 years.



It is important to recognise that there are significant costs and time involved in a tender, not just for you but also for the tendering brokers.  I would strongly suggest that you do not go out to tender unless you are prepared to make a change if that is what the tender results indicate.



Brokers and the insurance market will not react favourably to organisations that tender regularly but never change anything!



Providing you are getting the service you require, I would not recommend tendering within 3 years and even at that point satisfy yourself that there is a potential benefit in going out to tender again.  Do not go to the opposite extreme though and just let an appointment roll on untested for years and years.



My suggestion for calling for tenders would be between a 3 to 5 year frequency.


B)
Invitations to Tender


This will require more than a visit to the Yellow Pages.  You are looking for a medium to large broker to access their expertise, resources and negotiating power.



It would be preferable if they have other University/Higher Education clients and thus have exposure to our industry's issues and that they are reasonably accessible to you.



Network with your industry colleagues to help you to choose who to invite.



Remember there is also an industry mutual to be considered.  This may be on a direct basis or via a broker.



Prior to all the mergers etc, when there were more brokers to choose from it would have been practical to ask 5 or 6 for a conceptual submission and to then invite a shortlist of 2 or 3 of these to submit full costed submissions.   Now due to there being less players it is appropriate to combine both a conceptual and a detailed approach within a single stage tender.


C)
Developing Tender Documents


Maintain control of the process by developing your own tender.  Whilst this may entail considerable effort, it is worth it - again, networking with industry colleagues can avoid totally 're-inventing the wheel'.  An example outline is attached to these notes as Appendix A and a suggested time table as Appendix B.



Check and conform to any rules and regulations within your organisation as to the format and timing of tenders.


D)
Duty of Disclosure/Information Requirements
· Your objective in arranging insurance cover is to protect the assets of your organisation, ie to have cover that is appropriate to your particular exposures.  It is most important that there are no hidden surprises for any of the three partners involved, insurer, broker, insured.

It is thus critical to know your business - what they really do!
· You must fulfil your Duty of Disclosure obligations and thus you must establish the key information that your insurer requires in the renewal submission.  It is better to err on the side of providing more information than assuming that the insurer knows all about your type of business.

Set up an appropriate internal information gathering process.  An annual snapshot or Insurance Census.

· Ensure that brokers and insurers understand that some of the information you are providing is confidential and must be treated accordingly.

· Encourage location visits by your insurers so that they can see your operations at first hand.

· Wherever practicable, be involved in presentations on your account by the broker to the insurer.

3.
Assessing Submissions and Choosing a Broker

I would recommend that the submissions are reviewed by a panel comprising you, your manager and either an internal client or someone else within your organisation with a working knowledge of insurance or insurance law.


Key criteria to be assessed would include:

· Service - broking and claims management ability and experience

· Scope of cover and policy wording

· Minimisation of administration

· Fee for service rather than brokerage/commission

· Development of strategies to maximise your organisation's negotiating power in the marketplace

· Premium cost and stability

· Potential for long term agreements with insurers

· Supplementary service capabilities (eg. Risk Management).


Conduct an 'as if analysis' of your last 10 years claims data to ensure that any apparent premium saving being offered for taking higher deductibles is a real saving and not illusory.


Require each broker to provide a 'face to face' presentation of their submission and ensure that the actual team they are proposing as your service team attend the presentation.  Look for any 'flowery promises' in the submission and interview the service team as to how they will actually deliver them!


It assists in achieving an objective assessment to do a formal evaluation by allocating a weighted maximum score to each of the key requirements of your tender and then having each panel member score the submissions individually.


Check with the referees provided by the broker, a phone call is usually preferable I believe.


Normally I would only advocate appointing one broker on your account unless there are very good reasons to split the account - this can involve considerable duplication of effort and create potential gaps if the programme is separated.

4.
Service Agreement

It should be a condition of your tender that the successful tenderer will enter into a service agreement with you.


A service agreement may include:

· Term of agreement (length)

· Scope of services

· Performance review mechanism

· Service fee mechanism

· Claims management upon termination

· Termination clauses.

5.
Monitoring Broker Performance

This should be a two level process, ie on an ongoing daily basis, together with a more formal annual review which can include a self assessment by the broker.


i)
Daily


A simple objective performance monitor is to allocate a number to each query/ issue being dealt with by the broker (other than perhaps the detail of an annual renewal) with the request and completion dates and a simple comment column to notate any problems with the response (eg. timing/accuracy/lack of cover etc.).



The system also provides a useful listing of the status of current issues.  An example is attached as Appendix C.


ii)
Annual


An annual performance review can be conducted along similar lines to the initial evaluation of the brokers submission, ie by allocating a weighted maximum score to each key requirement and then matching your scoring with the brokers' independent self assessment score.  An example is attached as Appendix 'D'.  Any significant variance in scores may indicate an area that needs further investigation/discussions by both parties as to the cause for the different view of the result(s) they have achieved.

6.
Changing Insurers

A)
A change of insurer is likely to occur either due to a tender process or during a subsequent annual renewal exercise.



Insurance is subject to the doctrine of 'utmost good faith' and in my view developing longer term relationships with insurers is an important step in working towards this.  Changing insurers should always be seen as a major decision.  This is particularly important in regard to Liability insurance.


B)
Liability is a long term project



-
Claims may not surface for some years after the incident/event.



-
Litigated claims may take years to reach a court.



-
Claims may be paid in values commensurate with today's values rather than the values in vogue when the Liability Policy was arranged - therefore purchase higher liability limits wherever possible (with the future in mind).



-
Gap possibilities can exist between claims made/occurrence wordings.


C)
What should you do?



-
Establish the financial strength of the insurer (usually via your broker).



-
Retain copies of prior policies in a secure place.



-
Implement tight internal incident/claim reporting systems.



-
Buy on quality - not just price.



-
Remember changing your liability insurer should always be seen as a major decision.
7.
Insurer Performance

This can be measured by


A)
Coverage/policy wording



-
Does the proposed wording match your exposures?



-
Combined policy wordings can eliminate coverage gaps.



-
Obtain agreement on wording prior to renewal date.



-
Check geographical spread of cover (overseas issues).


B)
Efficient and timely resolution of claims



-
Seek a partnership approach in managing claims (particularly liability claims).



-
Access to the Claims Manager.



-
Suitable claims information system.



-
Agreement on legal firms to be used on liability claims.



-
Agreement on loss adjustors to be used on property claims.


C)
Value for money premiums and premium stability



-
A sole approach of chasing cheaper premiums will eventually produce an unwanted result.


D)
A reasonable approach by insurers to requests to 'Note and Allow' new/unusual activities / contractual obligations.


E)
Willingness of insurers to meet with you and obtain first hand experience by visiting some of your locations.


F)
A willingness to develop long term relationships.

8.
Conclusion


To summarise - your mission - 'should you have chosen to accept it' was to:


-
arrange the most cost effective insurance programme to adequately protect the insurable assets and liabilities of your organisation.


In order to achieve this you have:

· Clearly identified your assets/exposures.

· Clearly identified your philosophy on risk retention.

· Clearly identified what you require from your broker and your insurers.

· Used a specifically designed tender process to locate the broker who can best provide the services you need.

· Entered into a service agreement with your broker on a fee for service basis.

· Gathered as much relevant information/data as practicable on your organisation to enable prospective insurers to assess and rate the risk.

· Carefully checked all proposed policy wordings to ensure they match your exposures.

· Set up performance measuring systems.


Now you can sit back for 5 minutes and wait for the premium invoices to arrive for payment.


Appendix A
DEVELOPING A TENDER DOCUMENT  - SUGGESTED CONTENTS


1.
Tender Outline


2.
Rules of Tender


3.
Draft Service Agreement


4.
General Information (on the University)


5.
Scope of Services (required from the broker)


6.
Submission Requirements


7.
Outline of Current Insurance Programme


8.
Underwriting Data (by Policy class)


9.
Claims Experience (by Policy class)


10.
Appendices


NB
Check for existing procedures/guidelines on tendering within your University.

Appendix B
SUGGESTED TENDER TIMETABLE

(FOR 31/12 RENEWAL)

BY UNIVERSITY
BY BROKER(S)

(
Approval of Tender strategy
Mid May


(
Drafting Tender documents/scope of service
Mid August


(
Approval of Tender documents
Early September


(
Invitations to Tender issued by
Mid September


(
Lodgement of Tender submissions

Mid October

(
Panel review of submissions
3rd Week October


(
Appointment of successful Tenderer
1st Week November


(
Renewal quotes due by

1st Week December

(
Authority to place cover
Mid December


(
Confirmation of placements

3rd Week December

(
Copy of placing slips

3rd Week December

(
Insurance manual

Mid January

(
Policy wording copies

End February
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