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As a partner, we’re committed to being here for our brokers, delivering support that helps you

do right by your clients. Making sure your clients have adequate business interruption protection
is one way in which we’re doing this, ensuring business owners have a length and level of cover
that won’t leave them underinsured should a claim occur.

Uninsured working expenses (UWEs) are costs that would stop being incurred following a loss, and
should therefore not be included when calculating business interruption cover needs. However,
identifying these expenses isn’t always as straightforward as you’d think. To ensure your client isn’t
underinsured, it’s important that only those uninsured working expenses that vary directly with
turnover should be excluded from the insurance.

In this guide we'll look at some of the common examples of working expenses that clients choose not
to insure. What we often find is that these working expenses do not always directly vary with turnover
and should therefore be considered in the client’s insurance level calculations. Remember the majority
of losses are partial, not total, losses.

Business rates

These will still be payable on the undamaged parts of the premises and will be
payable as soon as the building is repaired, even if the insured has not yet moved
back in. They will also need to pay business rates on temporary premises.

Verdict: should be fully insured.




Subcontracting

This will depend on individual circumstances. If, for instance, your client

uses subcontractors for a particular process, such as painting each of the
products they produce, then this may vary directly with turnover and can be
excluded. However, they may still choose to insure these costs in order to pay
subcontractor to retain their services especially if they would be difficult or costly
to replace. Where back-office functions such as IT, payroll etc. are outsourced,
these costs will not vary directly with turnover and so need to be insured.

Verdict: depends on agreements in place but generally should be fully insured.

Utilities

While power and water costs do vary with turnover, the correlation isn’t often
in direct proportion - a lot of the costs are incurred regardless of how many
products are manufactured in terms of light, heat and machine running costs.
For example, there’s often little difference in the machine-power costs between
manufacturing 50 or 100 products.

Therefore, if production reduces following a claim, the power costs are unlikely
to reduce in direct proportion and so should be insured. However, there may be
exceptions; for example, it takes 20 gallons of water to make one pint of beer and
so it may be appropriate for a brewer to exclude the production costs of water as
these are directly variable. However, they would still need to insure their other
water costs (drinking, toilets, washing, etc).

Verdict: should be fully insured except where a direct correlation can be shown.




Packing and packaging materials

Packing and packaging materials (boxes, wrapping etc.) are normally bought in
the same proportion as goods bought/manufactured and so can generally be
excluded from the insurance as they will vary directly with turnover.

Verdict: should not be insured.

We hope this guide has proved helpful to you in understanding the pitfalls of uninsured working expenses.
And remember that if you have any questions, your Aviva team are always on hand and happy to help.

This document contains general information and guidance. It is not intended to be specific advice and should not be relied on as such. It may not cover every risk, exposure or
hazard that may arise and we recommend that you obtain specific advice relevant to your clients’ circumstances. We accept no responsibility or liability in respect of any person
who may rely upon this document.
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