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	ITEM NO.



REPORT OF THE CITY TREASURER


TO : LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES
ON Monday 19th  January 2009

Environmental Risk Management report on Housing Stock Transfer


RECOMMENDATIONS:

That the quotation from AIG ( Option 1, Table 1 below) for the purchase of Environment Impairment Liability ( EIL) insurance is accepted, and that the standing orders are waived to allow other than the lowest quotation to be accepted,  as this quote offers the best  cover and value in terms of exposure against the risk of environmental pollution.

EXECUTIVE SUMMARY:

To consider the financial implications of giving of a clean warranty to City West and how best to manage the risk now that the Council has lost control of environmental risk management and consequently the management of any remediation strategy and costs. The options considered were whether or not to place cover as appropriate or live with the risk of offering a clean warranty to City West without insurance cover.

The information supporting this recommendation is described in more detail in the appendix including a detailed assessment of the risk and additional support for the recommendation. 

BACKGROUND DOCUMENTS:

(Available for public inspection)

Report of Council’s Insurance Broker AON, Report of Global Environmental Partners and the Report of WSP Environmental.

ASSESSMENT OF RISK:

A project group has met periodically and assessed the risk and looked at the various options. This group included representatives from Sustainable Regeneration, in house and external solicitors, external consultants and the Council’s Corporate Risk Manager

SOURCE OF FUNDING:

The cost of premiums can be funded from the risk management fund.
COMMENTS OF THE CITY TREASURER OF CUSTOMER AND SUPPORT SERVICES (or his representative):

LEGAL IMPLICATIONS:
N/a
FINANCIAL IMPLICATIONS:
The latent risk of environmental liability falling upon the Council over the next 10 years is considered to be a risk that should be insured and the premium cost is considered to provide value for money and can be funded.
PROPERTY (if applicable): N/a
HUMAN RESOURCES (if applicable): N/a
 

CONTACT OFFICER:

Cliff Peacock – Corporate Risk Manager  

Tel: 0161 793 3239 

cliff.peacock@salford.gov.uk

WARD(S) TO WHICH REPORT RELATE(S): All wards within West Salford. 

KEY COUNCIL POLICIES: N/A


DETAILS: See report attached.


1
Background

1.1
Risk Management is a key component of a local authority’s corporate governance arrangements. It is essentially the systematic process by which key business risks / opportunities are identified, prioritised and controlled so as to ensure the achievement of Council objectives and commitments.
1.2
Prior to the recent City West transfer the Council had the responsibility and ‘control’ of the environmental liability by way of a remediation strategy for the properties and open land. The Council had always held this liability as previous owners of the properties but did not have environmental impairment liability insurance and has therefore always lived with these risks.
1.3
With the transfer of land and property to City West the Council has retained the environmental liability exposure but has now lost control of environmental risk management and consequently the management of any remediation strategy and related costs.
2
Detail

2.1 The Council’s insurance brokers AON have been commissioned by the Council to provide advice on the environmental risks, liabilities and insurance associated with the housing stock transfer to City West. On the basis of the information as set out below AON are recommending that the Council purchase environmental insurance and consider that on the basis of this information a minimum policy limit of £10 million and up to £20 million to cover the potential for property development be obtained.
2.2 In summary AON recommend that the Council consider transferring the risk and place insurance at a cost of £320K with AIG, as set out in option 1a, Table 1 ( in bold) below, for the following reasons:

· This quote offers better cover e.g. for pollution discovered during site redevelopment and excludes less property clusters, ( see Table 2, appendix 2)  should an incident occur; it is therefore better value in terms of exposure and;
· although slightly more expensive than ACE it also provides adequate cover against the estimated maximum loss of £20million and there is also a low deductible of £25,000 which reduces the costs to the Council should there be a number of claims against the Council. 

· AON therefore recommends placing cover with AIG and also negotiating further with AIG to further reduce or remove the redevelopment and property exclusions. 
2.3
Table 1 below summarises quotations obtained by AON from ACE and AIG
Table 1

	Limits of Liability
	Premium Indications ( £)

	Option 
	Period (yrs)
	Each incident
	Policy Aggregate
	Deductible
	ACE 
	AIG

	1a
	10
	£10m
	£20m
	£25K
	£288,075
	£320,000

	1b(ii)
	10
	£15m
	£15m
	£25K
	£322,623²
	

	1b
	10
	£20m
	£20m
	£25K
	
	£420,000

	1c
	10
	£30m
	£30m
	£25K
	Not requested
	£550,000¹

	2a
	10
	£10m
	£20m
	£50K
	£279,345
	£305,000

	2b
	10
	£20m
	£20m
	£50K
	
	£400,000

	2c
	10
	£30m
	£3m
	£50
	Not requested
	£500,000¹


Notes: 
1 .Although not requested, AIG offered cover with a £30 million policy limit. 

2 Original quote provided to GEP.
2.4
As the housing stock transfer has already been completed, AON also recommend that cover is placed as soon as possible. The insurers have agreed that, as more information is made available, they will endorse the policy removing the redevelopment exclusions, as appropriate.
2.5    
Tender from AIG, for cover with a minimum policy limit of £10 million and up to £20 million aggregate at a one off payment of £320k, is therefore preferred. 

3.
Finding

3.1
The cost of the premium can be funded from the risk management fund.

4. Recommendation

4.1
That the quotation from AIG (see option 1a) is accepted and that standing orders are waived to allow than the lowest quotation to be accepted.

APPENDIX 

1. ENVIRONMENTAL ASSESSMENT
In more detail WSP Environmental (WSPE one the worlds leading environmental consultancies) initially undertook a desktop environmental assessment of the properties within the transferring housing stock. WSPE calculated a remediation cost estimate, which they factored down from £43million to £8.6 million based on experience of costs being realised. 

2. LIMITATIONS OF THE ENVIRONMENTAL ASSESSMENT

WSPE desktop environmental assessment therefore examined the potential for the land to be contaminated from past industrial activities either on or off-site. The highest risk is attributed to potential contamination sources on-site, as the property owner is likely to be liable for the contamination. Considerable uncertainty surrounds these assessments due to gaps in or inaccuracies in information on site history and local geological conditions. 

In addition the cost estimates do not include the following:
♦ third party costs for legal or other advice;

♦ third party claims in relation to contamination;

♦ internal costs, including Council time;

♦ cost of disruption or loss of income (e.g. rental income);

♦ removal of obstructions or any reinstatement required (i.e. the costs assume unrestricted access to the areas to be remediated); or

♦ inflation or changes in costs over time following the production of this report.

added to this are third party claims for property damage and bodily injury.

3. ESTIMATED MAXIMUM LOSS ( EML)
GEP ( Global Environmental Partners – insurance broker placed by Housing and Planning) used a simple Monte Carlo model to assess the EML  and making a number of assumptions and using the WSPE figures it was predicted that there was a total exposure of about £15 million allowing for redevelopment. Assuming no land redevelopment the total exposure reduces to about £6 million.
It should be noted that the WSPE figures were used as the basis for the calculations and these do not include those excluded cost implications listed above, the most significant of which is third party claims e.g. a neighbouring property owner makes a claim against City West as owner of the pollution source contaminating the neighbouring site. Therefore inclusion of third party claims will increase the total exposure. On the basis of this information the Council should consider a minimum policy limit of £10 million and up to £20 million to cover the potential for property development.

4. WARRANTIES

The Council has warranted that there are no dangerous substances in, on or under the property transferred to City West i.e. a clean warranty. A dangerous substance is defined as a substance causing harm to man or any other living organism or causing damage to the environment or public health or welfare. The warranty is for a period of 22 years.

5. OPTIONS FOR RISK MANAGEMENT AND TRANSFER

5.1 Do nothing

Through the warranty, the Council retains the environmental liability for the properties and open land transferred to City West for the next 22 years. The Council has not placed environmental impairment liability (EIL) insurance but does have insurance quotes based on the survey findings and is now ready to go to the market. 

Using the findings AON has estimated a large environmental exposure, up to £43 million to the Council based on the assessment to estimate the potential for contamination of the ground. A single claim for remediation would have a significant impact on the Council’s finances. In addition legislation and standards are changing such that the need for, the quality and costs of remediation are increasing e.g. the environmental liability directive, proposed soil framework directive and reduced drinking water standard for e.g. Boron. 
5.2 Risk transfer

The premium indications received are based on the provision of additional information on specific property clusters. The Council’s Environment Directorate provided this additional information to AON and subsequently two insurers, ACE and AIG, were asked to provide premium quotations for specific cover options, which were agreed with Cliff Peacock and David Williams at Salford City Council. 
The quotes for the various options are summarised in Table 1 below.

Table 2 compares the conditions and exclusions for each quote.

It should be noted that ACE’s original indication placed a redevelopment exclusion on a relatively small number of property clusters (418 properties) and additional information was requested from the Environment Directorate on this basis. The information provided by the Environment Directorate has not improved ACE’s perception of the risk. Since then ACE has undertaken a more thorough review of the WSPE report and increased the number of property clusters with a redevelopment exclusion (to total 705 properties as at Oct 2008).

The quote from AIG includes a smaller number of clusters with a redevelopment exclusion (182 properties approx) but there is an increased deductible of £100K on 3 clusters (88 properties) and no on-site cover for one cluster of 8 properties.

5.3 Improving the cover

More detailed information on the level of contamination of the ground beneath or adjacent to the properties with a redevelopment exclusion could demonstrate a lower risk than indicated by the environmental assessment and thus allow the exclusion to be removed.

The Environment Directorate has already provided additional information for the original set of clusters (418 properties) identified by ACE and AON has provided this information to the insurers. Following ACE’s revised quote AON has requested information from the Council’s Planning Department. With the agreement of the  Council, AON will take the same approach with the new clusters identified in ACE’s quote, from the Environment Directorate.

Appendix 1

Table 2 Summary of differences in cover and conditions ( supplied by AON )

	Insurer
	Conditions
	Exclusions
	Additional information required prior to binding

	AIG
	1. Insuring Agreements, Varied Coverage

Endorsement

100k deductible to apply to the following:

♦ Cluster 3 (4 properties)

♦ Cluster 421 (8 properties on the reservoirs)

♦ Cluster 409 (76 properties)

2. No Coverage A or C to apply to the

following:

♦ Cluster 313 (8 properties)


	1. Redevelopment Exclusion

Modified

♦ Cluster 78 (24 properties)

♦ Cluster 177 (76 properties)

♦ Cluster 311 (25 properties)

♦ Cluster 382 (29 properties)

♦ Cluster 411 (28 properties)

♦ Cluster 5093

2. Material change of use

3. Land scheduled for development


	1. Completed AIG Pollution Legal

Liability Application form.

2. Final copy of the proposed

Transfer Agreement and

environmental warranty.

3. Full and final copies of all

environmental surveys.

4. Details of any Part IIA sites that overlap with the transferring properties


	ACE
	1. Definition Amendment

Endorsement - loss of use of

material property which is not

physically damaged including

but not limited to costs of

relocating residents and loss

of rental income.


	1. Pollution Conditions discovered during or as a result of either voluntary site investigation or activities undertaken for the purpose of an application to a Regulatory Authority by the Insured to develop or undertake construction activity at a

Covered Location, on the following listed Clusters:
Cluster 

No. of Properties

2

10

72

14

78

24

145

76

177

92

191

94

218

13

220

10

231

6

281

7

311

45

312

10

313

37

314

15

318

28

382

29

384

13

394

12

408

2

409

76
410

78

421

23

2. Material change of use
	1. Signed and completed ACE

PPL proposal form

2. Provision of Transfer

Agreement

3. Details of proposed

development with respect to

those transferring properties.
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