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1.0 SUMMARY

1.1. The purpose of this report is to bring before the Committee information regarding insurance premiums paid by the Council and the possibility of a greater degree of self insurance.

2.0 RECOMMENDATIONS

2.1. It is recommended that the Committee note this report.

3.0 BACKGROUND

3.1. As per the Council’s Financial Regulations it is the responsibility of the Head of Finance to “make appropriate insurance arrangements and negotiate all claims via the Council’s insurers”.

3.2. At the Performance and Audit Committee meeting on 24th August 2006 the Head of Finance was asked to report back to a future meeting of the Committee on the development plan to bring the Insurance Fund to a sufficient level to allow a greater degree of self insurance.

3.3. Clackmannanshire Council have engaged the services of Marsh UK Ltd on a consultancy basis for insurance purposes. This contract is due for renewal on 1st October 2008.

3.4. The Council’s insurance policies fall into eight main categories as follows:

3.4.1 Material Damage which covers

(i) Combined Property which covers all property (including buildings, contents, stock, works in progress, money, growing timber, computers etc) owned or utilised by the Council or held in trust or on commission for which it is responsible and used in connection with it’s business.    The current sum insured is £614,948,296.

(ii) Computer and Media which covers loss of or damage to computer or associated equipment from any accidental cause not specifically excluded.  The current limit of indemnity is £2,000,000.

3.4.2 Combined Engineering which covers all items of mechanical and electrical plant, boiler and pressure plant and lifting and handling plant detailed in the plant schedule.  This also includes periodical inspection of statutory plant as described in the schedule and reports at regular intervals.  The current limit of indemnity is £500,000.

3.4.3 Fidelity Guarantee which covers loss sustained as a consequence of fraud or dishonesty or criminal act of employees.  The current limit of indemnity is £1,000,000 any one loss, any employee.  

3.4.4 Motor Fleet which covers loss or damage to an insured vehicle and any legal liability arising out of the use of an insured vehicle.  The current limit of indemnity is £10,000,000 in respect of damage to property and unlimited in respect of bodily injury.

3.4.5 Combined Liability which covers

(i) Employer’s Liability which covers legal liability for bodily injury or disease of employees arising out of and in the course of their duties.  The current limit of indemnity is £25,000,000 any one occurrence.

(ii) Public Liability which covers legal liability for bodily injury to third parties or damage to their property arising out of the operation of the business.  The current limit of indemnity is £25,000,000 any one occurrence.

(iii) Officials Indemnity which covers legal liability for financial loss arising as a result of a negligent act or accidental error or omission for which a claim is first made.  The current limit of indemnity is £1,000,000 any one claim and in the aggregate.

(iv) Libel and Slander which covers legal liability for libels appearing in any publication normal to the business by any employee and legal liability for slanders in oral utterances made by any employee or member during the discharge of their duties.  The current limit of indemnity is £1,000,000 any one claim and in the aggregate.

(v) Public Health Act which covers legal liability for loss of income or damage to property under the terms of the Public Health Acts, suffered by a person who complied with a notice to cease work.  The current limit of indemnity is £1,000,000 any one claim.

(vi) Professional Indemnity which covers legal liability for loss to third parties in respect of any claim as a direct result of any breach of professional duty by reason of any negligent act or accidental error or omission committed or alleged to have been committed by an employee in providing the services of the Council.  The current limit of indemnity is £1,000,000 any one claim and in the aggregate.

3.4.6 Personal Accident which covers all employees.  The personal liability sum insured is £2,000,000.

3.4.7 Travel Business which covers all employees and members of the Council and accompanying partners.  The current personal liability is £2,000,000.

3.4.8 Travel Education Excursions which covers organisers, participants, employees and others travelling on excursions or trips organised by or under the auspices of the Council’s Services.  The current cover is an aggregate of £1,000,000 per conveyance accident.

3.5 Appendix 1 details cost to the Council for the years 2002/2003 to 2005/2006.

3.6 Appendix 2 shows the cost to the Council against the amounts paid out in claims.

4.0 CONCLUSIONS

4.1. Whilst taking the figures in Appendix 2 at face value the Council are paying for insurance cover that is not claimed against.  The obvious ones being Combined Property, Motor Fleet and Combined Liability although we did negotiate a lower premium for Combined Property by increasing the excess for 2005/2006.

4.2. Against this we have to take into account what would be payable if there was to be a claim against the Council, for example, for each educational establishment there is an excess payable of £250,000 each and every loss.  If the Council increases its level of self insurance either by increasing the excess levels or self insurance exposures suitable provisions will have to be made within the insurance fund to pay for this additional exposure.

4.3. Although Motor Fleet and Combined Liability cover looks, on the face of it, like we could make a substantial saving by self insuring it has to be borne in mind that our insurers have the knowledge and expertise to handle the claims that the Council doesn’t.  Many claims are repudiated so saving on excess and claim payments.  Again, suitable provision would have to be made within the insurance fund to ensure that catastrophe levels of claims could be paid.

4.4. Fidelity Guarantee cover previously included additional cover for loss sustained by four named employees but this was removed and the premium was almost halved.

4.5. Personal Accident/Travel insurance also looks like one that could be stopped but with school trips averaging around 380 per annum over the last three years there is the possibility of accidental injury which could be costly to the Council.  Any claim for medical expenses could prove prohibitive for the Council to fund.

4.6. The excess amounts payable by the Council depend on the number of claims and not the amount of a claim and are difficult to predict.  In order to be prudent in such matters the Council is currently building up an insurance fund to cover events where there could be more claims resulting in more excess amounts being payable.  If the Council was to consider Alternative Risk Transfer mechanisms for the protection of its assets and liabilities close collaboration with our insurance advisors would have to be maintained to ensure that all appropriate methods regarding the transfer of risk from the Council are investigated.

4.7. A decision was made for the 2004-2005 year to increase excess amounts payable by the Council which resulted in amounts transferred to the insurance fund increasing from £17,500 in 2004 to £67,000 in 2005 and £70,000 in 2006. 

4.8. The fund is also credited with an interest payment being the opening balance times the average bank interest rate for the year.

4.9. The insurance fund balance as at 31st March 2002 was £323,000 and has been steadily built up to a balance of £551,000 as at 31st March 2006.

4.10. Should we wish to go down the route of self insurance various aspects would have to be considered:

· General handling of insurance queries and claims which, depending on the volume, could take considerable time;

· Due to the complexity and nature of the queries an experienced member or members of staff would be required;

· An insurance risk advisor should be in place to provide advice and information on risk strategies and how to mitigate losses on a strategic basis as well as dealing with operational issues.

In cost terms this would mean an Insurance Officer at a salary estimated at  £30,000 and an Admin Assistant estimated at £20,000.  Oncosts of around £12,500 would take the total cost to £62,500. 

4.11. In-house dealing of claims would also bring about a conflict as the handlers would not be seen as being independent.  An indication of salary costs would be £25,000 plus oncosts of around £6,250 making a total of £31,250.

4.12. Employing an engineering technician for electrical inspections is not recommended as the reputational risk would be a difficult one for the Council to get around should a defective item injure a person or damage property.  Inspections should be carried out independently for this service.

4.13. In order to self insure we would require (although not mandatory) to have the insurance fund valued.  The Fund Evaluators Fee amounts to £9,750 per valuation.  The evaluator looks at the fund in order to verify there are adequate levels of reserves to meet the ultimate financial obligations for all the risks and policy years that it has insured and at what premium injection would be required to finance the forthcoming policy year.

4.14. In addition to this we would require professional services from Loss Adjusters at an estimated fee of £200 to £250 per case, Claims Investigators at an estimated fee of £500 + per case and legal representation which could amount to thousands of pounds.  

4.15. Property Valuation Services would also be required but we currently revalue every three years so there is no additional cost here.

4.16. If it is deemed useful, an Evaluators assessment can be arranged through our insurance advisors, Marsh UK Ltd.  This would assess whether we should opt to self insure some areas or look at increasing our excess payments.

4.17. A report was commissioned in July 2006 to look at claims for the years from 1st April 2001 to 31st March 2006 which showed that claims made under the material damage, motor fleet and combined liability policies totalled 792 of which 480 (61%) were settled at no cost to the Council. 

4.18. Insurance cover is for the year 1st April to 31st March and Marsh UK Ltd have been instructed to look at increasing our excess payments in order to reduce premiums where it is felt that it would be to the Council’s advantage.

4.19. This report seeks to make members aware of insurance implications and that current policies are in place in order to minimise risk and exposure to the Council.

5.0 SUSTAINABILITY IMPLICATIONS

5.1
N/A

FINANCIAL IMPLICATIONS

6.1 The effect of self insurance cannot be estimated.  It could result in a large saving or an even larger cost to the Council.  Current insurance policies are designed to minimise the Council’s exposure to insurance risk.

6.2
Declarations

	1. The recommendations contained within this report support or implement Corporate Priorities, Council policies and/or the Community Plan:
	Reference

	
Corporate Priorities
	

	
Council Policies
	

	
Community Plan
	

	2. In adopting the recommendations contained in this report the Council is acting within its legal powers. 
	X

	3. The full financial implications of the recommendations contained in this report are set out in the report.  This includes a reference to full life cycle costs where appropriate.
	X


                                                        

Head of Service
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