NATIONAL COUNCIL OF INDEPENDENT SCHOOLS’ ASSOCIATIONS

SUBMISSION TO

THE SENATE ECONOMICS REFERENCES COMMITTEE

IN RELATION TO

THE INQUIRY INTO THE IMPACT OF PUBLIC LIABILITY AND PROFESSIONAL INDEMNITY INSURANCE COST INCREASES

EXECUTIVE SUMMARY

1. There is considerable evidence that the cost of public liability insurance for independent schools is rising.  Independent schools report an increase in their premiums of between 30 and 75 per cent from the previous year, with some facing an increase of 100 per cent.  Increases of between 250 and 350 per cent have also been reported.  The group insurance scheme of the Association of Independent Schools in Victoria has experienced enormous increases in the per pupil premium over the past six years, from a base index of 100 in 1997 to 564 in 2002.

2. There are other costs associated with these increases in premiums:

· increases in insurance excess, by 100 per cent in many cases;

· increases in the cost of extra curricular activities, as providers face their own premium increases;

· difficulty in finding a company willing to provide a quote for insurance, as the number of companies willing to underwrite school insurance decreases markedly;

· increases in the number of exclusions on insurance, which together with rising premiums have the potential to modify or limit core curricular as schools reduce their risk exposure; and

· adjustments to school budgets, resulting in reduction in expenditure on school teaching and learning resources, cancellation of extra curricular activities, and restructure of staffing.

3. The reasons for the increases in premiums are many and well documented.  For schools however, the current crisis is compounded by the reluctance of underwriters to provide cover for schools.  Insurance companies regard the risks associated with educational facilities as high, principally because of:

· the age and experience of the students;

· the type of course, course related activities and activities undertaken during breaks; and

· increasing vandalism at primary and secondary schools.

4. Many schools, however, have reported large increases in premiums without any increase in number of claims.  Indeed, data from the Association of Independent Schools Victoria group insurance scheme reveals a decrease in the number of claims, suggesting that claims history is not a contributing factor to the increase in premiums.

5. Mechanisms that might reduce the cost of public liability insurance and/or better calculate and pool the risk for independent schools include:

· exemption of some groups and organisations from claim costs;

· pooling/group insurance, where not already in place;

· limit liability of schools;

· risk management strategies within schools, where not already in place;

· exemption from stamp duty (8-11% of total cost
); and

· encourage use of personal accident insurance as an adjunct to public liability insurance.

6. More general mechanisms that would benefit schools and the broader community in the longer term include:

· better utilisation of services provided by insurance brokers;

· education campaign to change the increasing litigiousness of our society;

· increase communication between insurance industry and consumers, providing greater transparency and developing trust;

· government underwriting of insurance; 

· legal mechanisms for arguing personal responsibility;

· establish mediation and/or other alternate dispute resolution practices;

· review payment of settlements; and

· change ‘no win no pay’ arrangements.

7. The NCISA recommends that the Committee:

i. considers the impact of insurance costs and related difficulties on the independent schools sector in its deliberations;

ii. considers the schemes, arrangements and reforms outlined in this document to address the immediate crisis in the insurance market in terms of cost and availability of insurance; and

iii. considers the longer-term measures outlined in this document to achieve greater stability in the insurance market, legal reform and changes in social policy.
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The National Council of Independent Schools’ Associations (NCISA) is the peak national body covering the independent school sector.  It comprises the State and Territory Associations of Independent Schools.  Through these Associations it represents a sector with 957 schools and some 371,000 students accounting for 11.4 per cent of Australian full-time school enrolments.  

Independent schools are a diverse group of non-government schools serving a range of different communities.  Many independent schools provide a religious or values-based education.  Others promote a particular educational philosophy or interpretation of mainstream education.  Independent schools include:

· Schools affiliated with larger and smaller Christian denominations, for example, Anglican, Lutheran, Presbyterian, non-systemic Catholic schools

· Non-denominational Christian schools 

· Islamic schools 

· Jewish schools  

· Montessori schools 

· Rudolf Steiner schools 

· Grammar schools

· Community schools

· Indigenous community schools

· Schools that specialise in meeting the needs of students with disabilities. 

Independent schools are not-for-profit institutions founded by religious or other groups in the community and are registered with the relevant state or territory education authority.  Most independent schools are set up and governed independently on an individual school basis.  However, some independent schools with common aims and educational philosophies are governed and administered as small systems, for example the Lutheran system.
1. The NCISA welcomes the opportunity to contribute to the Senate Inquiry into the impact of public liability and professional indemnity insurance cost increases.  Independent schools are experiencing similar problems with public liability insurance to those observed in business and community-based organisations.  Premiums are increasing significantly and the number of insurers is decreasing.  Some schools have reported difficulty in finding a company to insure them, and others have concerns that certain higher risk activities, such as woodwork, science, school camps, and excursions, may be threatened.  Industry placement schemes for senior secondary students, now an integral part of post compulsory education for most secondary schools within the independent schools sector, may also be in jeopardy.  

2. Since most independent schools are established and governed independently on an individual-school basis, they do not have the access to broad based support mechanisms which are available to school systems.  The government school sector, for example, generally operates under self-insurance with the support of the respective state or territory government and most Catholic schools operate as part of a system.  Without such support, non-government schools are particularly vulnerable to changes in the insurance climate.

3. Schools play an important role in our community.  Without insurance, schools cannot operate, and with only limited insurance cover, schools are unable to offer the broad based curriculum that is so important to the development of our children.  

4. Against this background, this submission focuses specifically on the issues associated with public liability insurance in the independent school sector.  It looks at the impact of increases in premiums on independent schools, with particular emphasis on the terms of reference of the Inquiry.

Cost of public liability insurance

5. There is considerable evidence that the cost of insurance for independent schools is rising.

6. A recent survey by the Association of Independent Schools in South Australia (AISSA) of its 90 member schools found that most schools faced an average increase of between 45 and 60 per cent, with some facing a premium increase of 100 per cent.  Increases of between 250 and 300 per cent were also reported.  Table 1 puts the cost of these increases into perspective. 

Table 1: Public Liability premium increases at some South Australian independent schools

	School
	Premium increase from previous year

	Torrens Valley Christian School:
	$25 000 to $35 000

	Woodcroft College:
	$13 000 to $30 000

	Seymour College:
	$40 000 to $53 000


7. The survey also revealed that insurance excess increased, in most cases by 100%.

8. Furthermore, some schools noted increases in the cost of extra curricular activities such as camps, transport and aquatics, as the providers of these activities and services face their own premium increases.

9. In Victoria, the Association of Independent Schools Victoria (AISV) reports significant increases in its premiums since 1997.  AISV auspices a group insurance program which has been operating for approximately 20 years.  It currently involves around 110 schools and covers all school activities.  The change in per pupil premium since 1997 is outlined in Table 2, using 1997 as the base year, with an index of 100.

Table 2: Index of per pupil premiums for public liability insurance at Independent schools in Victoria

	Year
	Index of per pupil premium ($50m cover)
	No. of claims
	$ value of incurred claims (nett of excess)

	1997
	100
	74
	$430,923

	1998
	99
	46
	$389,331

	1999
	99
	34
	$1,300,872

	2000
	275
	32
	$271,894

	2001
	429
	11
	$111,649

	2002
	564
	
	


*The large increase in premium from 1999 to 2000 partly reflects the large, atypical value of incurred

 claims for 1999 (the bulk of which was the result of a single claim); however, this increase

 predominantly reflects the impact of external factors in the insurance market at the time.

10. Other State and Territory Associations of Independent Schools (AISs) have reported similar increases within their jurisdictions, detailed in Table 3.

Table 3: Examples of increases in Public Liability Insurance at independent schools in Queensland, Northern Territory, and Western Australia

	School
	% increase from previous year

	Mueller College, Queensland
	75%

	Whitsunday Anglican School, Qld
	66%

	Cannon Hill Anglican College, Qld
	34%

	Trinity Anglican School, Qld
	351%

	Alice Springs Rudolph Steiner School
	117 %

	various independent WA schools
	30-70% in small schools;

300% also quoted


The impact on schools

11. There are other costs associated with these increases in premiums

12. Firstly, increases have had an impact on the ability of some schools to obtain insurance, as the number of companies underwriting insurance decreases and those that are left become less willing to underwrite school insurance. Three companies refused to quote for the Alice Springs Rudolph Steiner School, and anecdotally it has been revealed that one school in Queensland had such difficulty finding an insurer that it eventually looked abroad for cover.  These are not isolated cases.

13. Secondly, there is the potential for increases in premiums and exclusions in insurance cover to limit activities offered by schools.  Schools may need to modify school activities to reduce the risk exposure of the school.  Indeed, underwriters may require that such action be taken.  Activities likely to be affected include higher risk components of core curricula such as woodwork eg use of power tools, physical education and science, in addition to extra curricular activities such as school camps, school excursions and adventurous activities.  There is some evidence that this is already happening.

14. Thirdly, other activities within schools are suffering as schools make adjustments to their budgets to accommodate the higher charges.  Expenditure on school teaching and learning resources is being reduced, extra curricular activities are being cancelled, and staffing is being restructured.  

15. The extent of the problem faced by independent schools is illustrated by the fact that even government school activity is now being constrained.  Earlier this year, it was reported in The Canberra Times (Appendix A refers) that the ACT Department of Education and Community Services directed schools to withdraw from participating in the litter collection component of the annual Friday Schools Clean Up, part of the Clean Up Australia program, because of concerns over their exposure to risk.

Reasons for the increase in premiums

16. Most forms of insurance for schools have increased over the past few years, however the largest increases are associated with public liability insurance.  Consultation with insurance brokers has identified a number of reasons for the increases, including the commonly quoted contributing factors:

· underpricing of insurance premiums in the 1990s;

· a “hardening” of the insurance cycle ie rising prices, selectivity in acceptance of risk, and reduced competition;

· “long tail” nature of liability insurance, particularly in relation to injuries to children - public liability claims involving children may take many years to settle, since legal action is not required until the child reaches 18 years of age and can be delayed until they are 25 years of age, creating uncertainty for liability insurers who may pay a claim many years in the future based on a premium charged many years earlier;

· increasingly litigious society;

· increasing cost of claims; and

· fewer companies offering insurance  (in Victoria, there were 10-12 underwriters prepared to write liability business for schools 10 years ago, while today there are 3).

17. Significantly for schools, insurance companies regard the risks associated with educational facilities as high, principally because of:

· the age and experience of the students;

· the type of course, course related activities and activities undertaken during breaks; and

· increasing vandalism at primary and secondary schools.

18. The effect of these factors is a reluctance by underwriters to provide cover to schools.

19. However, many schools have reported large increases in premiums without any increase in number of claims.  Indeed, the Victorian group insurance scheme figures in Table 2 show that a considerable increase in premiums was observed, despite a substantial decrease in number and value of claims, suggesting that claims history is not a contributing factor to the increase in premiums currently being experienced in the independent schools sector.

Schemes, arrangements or reforms that might reduce the cost of public liability insurance, and/or better calculate and pool the risk.

19. The Joint Communique of 27 March 2002 arising from the Ministerial Meeting on Public Liability, identified a number of mechanisms to address the problems currently being experienced.  A number of these initiatives would have direct benefit to independent schools and have been listed below.  Targeted measures have also been included.

20. Mechanisms that might be developed to assist independent schools through the immediate crisis include:

i. exemption of some groups and organisations from claim costs – this could be extended to some activities that form part of school activities and are often provided by outsiders eg work experience (parents would need to have the right to have students excluded from protected activities);

ii. establishment of group insurance schemes, where not already in place, which takes advantage of volume business to obtain better premiums;

iii. risk management strategies within schools, where not already in place;

iv. limited liability of schools eg based on meeting certain requirements such as risk management procedures;

v. exemption from stamp duty for independent schools (8-11% of total cost
); and

vi. Government underwriting of insurance.

21. More general measures that would benefit schools and the broader community in the longer term and minimise the impact of the hardening of the insurance market include:

i. education campaign to change the increasing litigiousness of our society and to develop a sense of personal responsibility for actions – this might be incorporated into school curriculum;

ii. better utilisation of services of insurance broker, seeking advice on options available, ways to minimise premium, and meet individual needs;

iii. increase communication between insurance industry and consumers, providing greater transparency and developing trust;

iv. legal mechanisms to oblige a person to take at least some responsibility for their own action;

v. establish mediation and/or other alternate dispute resolution practices to reduce legal costs and ultimately amount of claim;

vi. review payment of settlements: considerations might include capping of settlements and payment of health care costs associated with rehabilitation directly to health provider, as required (rather than to claimant up front);

vii. change ‘no win no pay’ arrangements which ultimately cause an increase in cost; and

viii. increase use of personal accident insurance as an adjunct to public liability insurance.

Conclusions and recommendations

22. The problems currently being experienced in the insurance industry are complex and resolution requires a consistent, strategic approach.  In developing solutions, NCISA recognises the need to ensure ongoing availability of insurance at an affordable price, while developing long-term measures to counteract the extremes in premiums associated with fluctuations in the insurance cycle.  Some of the mechanisms outlined above would reduce premiums for public liability insurance and facilitate future stability in premium levels.

23. The NCISA recommends that in examining the impact of public liability and professional indemnity insurance cost increases on small business and community and sporting organisations, the Committee:

i. considers the impact of insurance costs and related difficulties on the independent schools sector in its deliberations;

ii. considers the schemes, arrangements and reforms outlined in this document to address the immediate crisis in the insurance market in terms of cost and availability of insurance; and

iii. considers the longer-term measures outlined in this document to achieve greater stability in the insurance market, legal reform and changes in social policy.

Bill DANIELS

Executive Director

Canberra

13 May 2002

� Insurance Council of Australia, 7 Mar 2002, Public Liability Briefing Note, www.ica.com.au/hotissues/liability.asp


� Insurance Council of Australia, 7 Mar 2002, Public Liability Briefing Note, www.ica.com.au/hotissues/liability.asp





Page 1 of 8

