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13th May 2002

Mr Peter Hallahan

Secretary

Senate Economics Committee

Parliament House

CANBERRA  ACT  2600

Email: economics.sen@aph.gov.au

Dear Sir

Re:
Inquiry into Public Liability Insurance & Professional Indemnity Insurance

Please find attached our submission to this Inquiry.

We thank you for the opportunity and attach our submission.

Yours faithfully
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BRUCE NADENBOUSCH

Director Industrial Relations APESMA

For & On Behalf of APESMA, MPA & POAV

Encs.
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1.
Introduction

I refer to your 11 April 2002 letter in which you extended an invitation to make a submission to the Senate Economics Committee on matters referred to it involving public liability and professional indemnity insurance.

We thank you for the opportunity to put our views and outline our brief submission below.

This submission is made on behalf of the Association of Professional Engineers, Scientists and Managers, Australia; the Managers and Professionals Association and the Professional Officers Association (Victoria)(the organisations) all of which are registered under the Workplace Relations Act 1996. The combined memberships of the organisations total almost 30,000 and cover the fields of both professional and managerial employment in the private and public sectors throughout Australia. Up to 1,800 of the total membership operate as independent contractors or in some form of consulting capacity.

2.
Why is Public Liability and Professional Indemnity an issue for members?

2.1.
Growth of Property & Business Services Sector

The vast majority of our self-employed members are involved in delivering services as part of the Property and Business Services sector and are required to take out professional indemnity and/or public liability insurances. The impact upon them, their business operations and the sector as a whole is significant.

In 2000-2001 for the first time Property and Business Services surpassed manufacturing as the single biggest sector of the Australian economy. Property and Business Services output was $74.09 billion compared with manufacturing output of $73.98 billion (Source: Trends in Services, Services and Emerging Industries Division, Department of Industry Tourism and Resources, Vol. 12, March quarter 2002.).

Rising public liability and professional indemnity costs threaten the growth of this thriving sector.

2.2 Professional indemnity costs

In 2001, APESMA’s self-employed members participated in a Victorian Department of State and Regional Development survey which looked at the cost of professional indemnity premiums for professional engineers who comprise the majority of our independent contractor and consulting membership.

2.2.1
Premium increases

The Victorian study reported that the average professional indemnity insurance premium increased by 18.9 per cent in 2001-02 over the previous year. We are concerned that increases in 2002-03 will be of a similar order.

2.2.2
Premiums as a percentage of revenue

As a percentage of revenue, professional indemnity insurance premiums average about 2.6% for engineers. An indication of the percentage increase in revenue required to meet the premium increase is the product of the premium increase for 2001-02 and the share in gross revenue represented by the premium. The average increase that would be needed to meet the premium increases is about 0.4%

These findings are of course a major concern to our independent contractors and consultants involved in the delivery of business services. The majority of our self-employed members operate as sole traders with narrow margins – increased operating costs impact significantly on their viability with no guarantees that their businesses will experience growth sufficient to offset the rise in premiums.

2.3
Availability of public liability and professional indemnity insurance

APESMA recently had a case where an independent contractor involved in what we consider a low risk engineering project was rejected under our umbrella professional indemnity insurance cover. At the time, APESMA attempted to negotiate with the underwriter but they have continued to refuse to provide cover. So in addition to the issue of rising costs, our concern is that cover will simply be unavailable for some consultants deemed by the insurance companies to be involved in high-risk projects, putting in doubt the continuance of many small engineering projects and leading engineers to exit the industry.

3. Proposed Reform Measures

A range of measures have been detailed by community, business and government groups which would assist with reducing the cost and better calculating and pooling risk. Whilst we need to consider the implications for members of each of the proposed schemes, we generally support the review of the structure of payouts awarded, as well as a review of the no win/no fee arrangements currently being promoted.

4. Conclusion

We look forward to initiatives being undertaken which will ensure a viable insurance industry alongside available and affordable public liability and professional indemnity cover for professionals. We see this as essential infrastructure support to a growing business and professional services sector and the continuing prosperity of our members and their business operations.

5. Submission preparation and further comment

This submission was prepared by Bruce Nadenbousch, APESMA’s Director Industrial Relations, and Kim Rickard, Executive Officer Connect – APESMA’s special interest group for independent contractors and consultants.


For further comment, please contact:


Mr. Bruce Nadenbousch


Director Industrial Relations


APESMA, GPO Box 1272L, Melbourne Vic. 3001


Telephone:  03 9695 8800


Fax:  03 9696 0826


Email:

bnadenbousch@apesma.asn.au

Websites:
www.apesma.asn.au



www.apesma.asn.au/connect
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