In the light of the deal
between Lloyds TSB and
Royal and Sun Alliance,
how are insurers making
upply chain management
mare efficient? And how
might this affect smaller
suppliers and overall
service? Siephanie

Denton investigates.

jctober last vear, Hoval and Sun Alliance and
TSB their
ason Loenter into an agreement to lender
1 pracure building and contents services,
Thi deal sees REA manage the building and
supply Liowds TSB
usehold claims, with bath then continuing to
vice and administer their own notifications.
Phil Loney, managing director at Lioyds
B Insurance, said at the tme: ‘4
RSA would give us good

44 to additional procurement expertise,

wils Insurance announced

ntents chuain  for

Jakoration with

m enmabling us fo enhance our purchasing
wezzes pnd our claims service for our
zting customers.

“It i a huge move for bwo insurers Lo

ree to use the same serice providers and

I Murray, UR
for RSA. "It is

widing the Aght elaims selution for hoth

explaing Stewai

manager

itforms,”
pply chain
mpanies and the necessary leverage, We
i1 want to havea network like we had two
ars ago but are looking for large plavers in
gir own markels.”

As well as paining access o larder
ppliers, Mr Murray sdds that there are three
3in benefils with this type of procurement.
irsthy, il improves cuslomer service because
u-are delivering the capacity Lo shoren the
there is an alignmenl
tween the insurers and Uhe supplier. The

IS PrOcess

ocess is fransparenl and you free wp time and
spurces -and can focus on service delivery,”

he adds hal there ja & cosl
nefit based on significant savings. And
1ally, he believes this new process can
amabically redoce evcle time for RSA. He
plains that this is a by-product of the process
canse the svslem emables RSA to acl with
o customers (or ene process which also
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improves clstamer servid

Furthermare, Mr Murray believes the deal
benefits suppliers as they will be able to reduce
their costs to gale. “Suppliers with many
cuslomers interacl with different lerms bul
this will mean they can service two customers
will a single senvice.”

Howaver, other suppliers disagree that this
procurement method s in their best interest,
Bill Sibley, chairman of the Response Group,
which has just decided to exit the nsurance
markel. says: “RSA did a deal similar Lo this
with Halifax a counle of vears ago which caused
nothing but confusion. There 5 a lol of
disillusiomment in the market al 1he moment

because contractors see the insurance industry
as very fickle.”

Volatile market
Mr Sinley says contracters are concerned abaut

working wilh insurers because the markel is 50
valalile, “Insurers have changed suppliers from
large eompanies to smaller companies and
then Lo networks, Who says they won't changs
again?” he ashs,

It 5 not just swappng companies thal
worries suppliers, By using such methods, big
nsurers are squeezing out (he small suppliers
berause they are looking for lower costs.

Bob Spancer, British Damage Management

Assteiation chairman, savs: “As supply ¢
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requirements  have focused on mation

coverage, we have seen a reduction in U
number of regional specialists

Mr Sibley agrees, adding: “R3A and Lloy
TSE prabably believe that by joining forces ti
will get better buying power but this doest
matter because the cost of labour won't ¢
down. We are nol manufacluring but prosicic
a service and this limits the level to which yc
can drop prices,

“More work does not make a difference |
cost, maybe for some materials but this on
really works on jobs like housing associatic
constriction. For individual jobs, howew
people wanl something in keeping with the
hames — 56 it is impassible to bulk buy or bt
in advance,” he explains.

However, Mr Morray  defends RSS!
decision: “This is not fust two insurers getlin
together and playing hardball with the Titt
man. This is nol about screwing suppiers ¢
cast bul ereating 2 'win win' situation for U
supplierand both insurers.”

Kevin Wood, group chief technical offic
for loss adjuster Ashworth Mairs Grou
supports the ides bul raises a concermn aho
trade-affs: “Tf we were to embark on the san
kind of procedurs it would be because
wanted to save money and improve custom
service, Generally though it is to the benelil
one-al the expense of the other,



he state of the contractors market

Supply Chain Management

n response to conflicts within the industry, building contractors that werk on insurance claims have formed an
s accredited association that currently has 200 members. Eric Czewinnka, founder of the Association of Inserance
witding Contractars, says: “The main aims of the AIBC are ta increase the overall-level of education and
rofessionalism of its members, to provide to the insurance industry 2 benchmark by which to judge contractors
nd to fulfil the real need for an additional fayer of vetting of quality that does not currently exist.”
Kisvin Wood, group chief technical officer for Ashworth Mairs Group, cautiously supports. this but says: "IF the
ssociation goes ahead, we would like to see a code of conduct but really we prefer 1o set our own stanclards,”
However, Mr Czewianka explains that by careful selection and vetting of contractors, the association can
fractively offer the insurance industry a guarantee of quality and service, not currently available elsewhere.
Norwich Union's head of property and supply services, John Davies, is supportive in principle of what the
\8IC is trying to achieve: "95% of builders employ fewer than five people and for these groups the ABIC could
sring a voice and help improve health and safety,” he says. "\We take a partnership approach and we would be
-srcarmed if our suppliers felt they could not articulate any problems they have with us directly. However, there
5 a place for an association for small building contractors and if it 15 appropriate NU may join with this groug.”

This view is supported by James Grant,
anaging director of Multiassistance, who
plains: “When you are dealing with builders,
r examnple; there are a shortage of specialists
il about 400 000 missing sklled peopie:
yme trades, therefore, command high prices.
¢ question | would ask when someone has
Iditional bargaicing on price is: arg you
reing builders to reduce rates at the cost of
me on the ioh? Could this, therefore. be
ducing the guality of senice?”

John Davies, head of property and
antents supply services at Norwich Union,
sneurs: 1 am sceptical that this deal can
nprove service levels. From the outside it
ks like a buying club and this is OK for
lee] and concrete but our concern s in
srms of service: The claims experignce can
e what differentiates the business and we
fink that joining with others will lose this
pmpetitive differentiation.”

Jiluted message

mother service concern maised by Hob Withers,
nanaging director of Withersnetnet, s that
vhile insurers think they are dealing with big
narkel players there is often subcontracting
vhere insurers have no contral. He says: “At
onbractor level, it is natural that any
rganisation in procurement must tick all the
omzs but some of the large organisations that
lon't fulfil this themselves, just subcontract 1o
small to medium-sized enterprises on the
around. This makes the end-user remote from
{fe insurern”

Consequently, MrWilhers helieves insurers
using this approach are adding to their costs
while their message is being diluted. *The big
concemn with subcontracting is thal the end-
customer experience is remote from the
insurer,” he explains.

Mr Sibley agrees: “They may believe they
are just using a small number of companies
bt these companies are simply coniracting
work out and this is increasing (he distance
from the coalface. Inswrers don'l want to deal
with SMEs directly but then Lhey lose out
hecause they distance themselves further fram
the customer.”

After facing this problem himself, Mr
Withers saw a gap [n the market and helped
form Withersnet with Bearings Foundations
and Acorn Foundations. The service sees three
SMEs joining together to use their collective
pawer to offer comprehensive coverage for
subsidence, “Many suppliers are strong in their
own region but they can't do it all Jeining
together is certainly the anly way forward for
SMEs," he says. “This is good for customer
service ms we are all shareholder directors — 8o
it means something to us to get it right.”

Unfortunately, the one thing that both
suppliers and insurers agree on is that their
relationship s not currently working. Mr
Murray admits there is 2 huge golf between the
insurance companies in the FTSE 100 and the
L79 D0 VAT-registered huilders in the UK: *ltis
always difficult where two industries have a
relationship. Insurers need builders to provide
good customer service but builders don't abways
understand this. The first major obstacle is the
different customer ethos," he savs. “Builders
need to behave more like a husiness.”

However, confractors believe that insurers
have a ot to learm too, Mr Sibley says: “The way
the insurance industry manages relationships
shows they have little knowledge of the building
industry, If they continue to emplay people with
little or no experience of our industry then the
problems will continue. Having no idez about
the way we work creates a conflicl between us
doing a good job and whal the insurers are
willing to include in a policy,”

Mr Sibley believe this is hecause fnsurers
do not manage expectations and this is echoed
hy the Financial Ombudsman Service's Annual
Review of Complaint Trends: “Under some
policies, if repairs are needed in comjunclion
with a claim, the insurer appoints a repairer to
carry aut the necessary work. Disputes aboul
the quality of repairs carried oul in theses
circumstances are becoming a growing feature
of the complaints that we deal with involving
building (and contents) insurance.
Insurers’ marketing material often ]
slresses the advantage to cuslomers & .ol

of having the insurer lake care of

arrangements for any repairs. This canwi
i
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Small suppliers
are often not set
up-to deal with
hig insurance

confracls,

Phisted e

naturally lead to customers having high — an
sometimes unrealistic — expectations.
inzurers had an effective means of oversegin
the quality of the repalrers they appoint, then
seems to us that there would be far fewe
complaints of this bpe”

This is unlikely to happen untl insure
manage conbracts properiy, according to M
Sibley. “Tn some cases, contracls are just see
25 4 formality, payment terms are not stuck |
and contractors are not managed. Tnsore
mismanage contracts and don't seem |
umierstand that contractors cannot be bumi
on and off like water — we can't afford Eo ha
100 people standing arcund waiting for wo
only ta discover they are nof needed al all.”

Communication problems

This is niot the only area where communicatit
can cause a problem, Mr Wood savs sm
suppliers are oflen not set up to deal with E
insurance conlracts. “In our experiend
suppliers either want to be a part of these ar

ot — there are no half measures, This is tr
of their sbructure and they either At we
insurers, providing 247 cover a
interpersonal skills at insurers’ standards,

[hev do nok.”

I response Lo these issues, the Associati
of Insurance Building Contractors (see bo
which represents the needs of buildi
contractors, has been formed to help impr
this relationship and insurers agree there .
several simple solutions.

Mr Davies savs: “We share ideas and hav
real parmership, If you create an atmosph
with suppliers wherehy they think they are
one month and out the next then they will
focus on the short term. A lot depends on
approach. Lo suppliers — vou can have
adversarial one or a partnership — and |
drives the suppliers’ perception.”

My &Sibley supports this and adds t
suppliers mead to have a greater role in
dialogue: *Insurers do not invobve suppliers
0 there are unfilled expectations on bath si
Using builders Lo assess how leasible repairs
could see a drop in complaints beca
customers will know whal they will gel.

“Insurers need Lo encourage St
relationships,” he concludes with a wan
to the industry. “A4s long as conlrac
are seen as dispensable, experier
companies will conti
to  leave
market "




