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To report on the prospects for the City Council’s insurance arrangements in 2006/07.

Recommendations:

(i) That the position on the renewal of the City Council’s insurances from 1 May 2006 be noted and that the Director of Corporate Services will report further once discussions with the insurers have been finalised.

(ii) That the implications arising from the proposed co-insurance clauses be referred to the Risk Management Group for further consideration.  
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Note: in compliance with section 100d of the Local Government (Access to Information) Act 1985 the report has been prepared in part from the following papers: Insurance renewal proposals for 2006/07 from St Paul Travelers, Zurich Municipal and others as arranged by Marsh UK Ltd.
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RENEWAL OF THE CITY COUNCIL’S

INSURANCE ARRANGEMENTS 2006/07

1. INTRODUCTION

1.1
The City Council last undertook a full retendering exercise for its insurances in the spring of 2003.  The outcome was to retain St Paul Travelers as the Council’s principal insurance provider with Zurich Municipal providing public liability insurance on highways claimed rights.  Some small specialist insurance covers are also sourced from elsewhere.  The purpose of this report is to detail the current prospects for the Council’s insurance arrangements in 2006/07.  At this stage it is not possible to detail the costs in this financial year as negotiations are still continuing with the insurance providers.  These will be reported to a future meeting of the Executive when these discussions have been finalised.  The Council’s insurance renewal date each year is 1 May.

2. INSURANCE PROSPECTS 2006/07

2.1 The outcome of the last retendering exercise saw an increase in the Council’s annual insurance bill of almost £200,000.  This outcome was a reflection of the very difficult state of the insurance market at that present time and the 50% increase in premium costs experienced by this authority was not untypical.

2.2 The insurance market remains difficult, not just for local authorities but also in the wider commercial world.  The current insurance contract incorporates a three year long term agreement with a two year extension option which would normally afford a certain level of price stability as well as a small discount on gross premium costs.  Following the January 2005 flood, the insurers broke the long term agreement in respect of the property element of the cover resulting in an increase in the annual  premium of some £85,000.  This action would normally have triggered a retendering exercise.  This option was however considered neither practical nor desirable at the time and this recommendation was reported to members (Report FS 1/2005). 

2.3 Discussions with St Paul Travelers on insurance renewal have been taking place over several weeks.  The Council continues to be advised by its insurance consultants (Marsh) and their recommendation is that the Council’s main insurance covers remain with St Paul Travelers.  The bulk of the cover provided would remain unaltered from the current year but insurers understandably remain concerned by the flood risks in the Carlisle area.  Accordingly they have proposed:

i) Continuation of full flood cover with a 20% co-insurance clause capped at £500,000 only applying to the three specific locations of Bitts Park, Sheepmount and Stony Holme Golf Pavilion;

ii) Increase in the material damage and business interruption premia only by 15%.

2.4 These terms are in fact less onerous than those originally proposed which embraced an increase of 25% in the above premia and a co-insurance clause which covered a much wider area in the City.  Representatives of St Paul Travelers visited Carlisle as part of the renewal negotiations and were made fully aware of the steps that are being taken by the City Council and other organisations to minimise the risk of any future flooding in Carlisle, particularly that on the scale experienced in January 2005. 

2.5 Negotiations are continuing between the City Council, Marsh and St Paul Travelers although the prospects for any further improvement in the terms on offer are not high.  Nevertheless, the recommendation from Marsh is that the Council renews its insurance with St Paul Travelers from 1 May 2006 for a further twelve months.  The principal risk from the City Council’s viewpoint is that another flood on the co-insurance areas could involve the Council taking a ‘hit’ of up to £500,000.  There is already a specific excess on the Sheepmount of £25,000 which was in situ prior to January 2005 and it is recommended that this issue be considered further by the Risk Management Group.  

2.6 Although the principal insurance covers are provided by St Paul Travelers, Zurich Municipal is still the Council’s insurer for highways claimed rights issues.  Proposals for the new financial year have recently been received from Zurich which indicate that a small reduction in the premium for 2006/07 can be accommodated due to the improved recent claims history of the authority.  The reduction would be £7,600 net of a fee of £2,000 compulsory risk management report to be undertaken by ZM which it is hoped would help to further manage risk and reduce future claims.

3 INSURANCE COSTS IN 2006/07 

3.1
Due to the fact that negotiations are ongoing, including the proposed level of index linking of all premia which is still to be determined, it is not yet possible to provide a definitive assessment of the costs to the Council of insurance cover in 2006/07.  This will be provided as part of the follow up report to the next meeting of the Executive but the indications at this stage are that costs overall can be broadly  accommodated within budget.  This is notwithstanding the increases proposed in para 2.3 but there is a risk that there will be a modest increase in the required sum.  The amount of index linking to be applied to next year’s premia may result in an increase over budget as may any adverse financial effect of the revaluation of the City Council’s property assets, an exercise that is only just being completed. 

4
JANUARY 2005 FLOOD CLAIM
4.1
Members may wish to note that the insurance claim arising out of the 2005 floods  still remains to be completed.  Negotiations between the Council and St Paul Travelers are however close to being finalised and most major issues between the two parties have now been agreed.  It is currently anticipated that all remaining matters, in what has been a long and complicated claim, can be settled within the next few weeks.   

3. RECOMMENDATIONS

3.1
That the position on the renewal of the City Council’s insurances from 1 May 2006 be noted and that the Director of Corporate Services will report further once discussions with the insurers have been finalised.

3.2
That the implications arising from the proposed co-insurance clauses be referred to the Risk management Group for further consideration.  

4. REASONS FOR RECOMMENDATIONS

To ensure continuity in the City Council’s insurance cover.

5. IMPLICATIONS

· Staffing/Resources – Included in the report.

· Financial – Included in the report.

· Legal – None.

· Corporate – Included in the report.

· Risk Management – Risk Management is at the heart of the insurance process.  The principal additional risk that the Council may face is in respect of the proposed co-insurance clauses at three locations in the City that in the event of a catastrophic flood on the scale of January 2005 could cost the authority up to an additional £500,000.  There is also a risk that the total premia required in 2006/07 will be in excess of the budgeted provision

· Equality Issues – None.

· Environmental – None.

· Crime and Disorder – None.

· Impact on Customers – None.

ANGELA BROWN

Director of Corporate Services
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