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FIRE SERVICE INSURANCE MUTUAL REPORT
1.
Purpose

1.1
To provide the Committee with an update on the progress being made in establishing a Fire Service Insurance Mutual.

2.
Recommendations

2.1 The Policy and Finance Committee is asked to note the report.

3.
Risk Assessment

3.1
Legal - The possibility of legal challenge as to the powers of fire and rescue authorities to form and participate in a mutual insurance company.  This has been covered in paragraph 5.6, and while a challenge remains a possibility, the likelihood of the arrangements being ruled unlawful is considered low.

3.2
Economic - The insurance cover provided by the mutual being significantly different from that currently secured from the conventional marketplace.  In this respect covers obtained from the mutual are the same or better than those currently in place and therefore there is no greater exposure.

3.3
The financial viability of the mutual itself.  In this respect there are a number of measures in place which reduce this risk including the need to secure FSA approval and the use of the reinsurance market to provided external cover for major or catastrophic claims for both individual and cumulative levels of claim.  

4.
Background

4.1
At its meeting on 14 December 2006, the Authority agreed that it should become a participating member of the proposed insurance mutual.  

4.2
Following a tendering and selection exercise undertaken by Firebuy, CTC has since been appointed as the managing agent for the next three years.  CTC has considerable experience of running mutuals and will act as professional adviser to the participating authorities as well as providing the day to day functioning of the mutual.  CTC was also successful in becoming the managing agent for the London Boroughs’ insurance mutual which began operating on 1 April 2007.  

4.3
The Authority also accepted that as a participating member, it would be required, along with the other participating fire and rescue authorities, to capitalise the company by way of an initial cash contribution (estimated at the time as about £12,000) and an additional financial guarantee (estimated at the time as about £127,000).  The agreement in principle was subject to confirmation that the financial implications of the proposal did not alter significantly.

4.3
The mutual has now been registered as a company in the name of ‘Fire and Rescue Authorities Mutual Limited’ (FRAML). 

5.
Current position
5.1
Membership 

5.1.1
Ten fire and rescue authorities have agreed in principle to join the insurance mutual.  Of these, five will be participating members (i.e. will receive insurance cover via FRAML) from 1 July 2007 - or as soon thereafter as practically possible.  The other five will become participating members on a phased basis as and when their existing long-term insurance contracts expire.  However, all ten authorities will be required to make the necessary financial contributions and guarantees to the capitalisation of FRAML in the first year.

5.2
Constitutional arrangements
5.2.1
The company has been registered and all the necessary constitutional documentation, including the Memorandum and Articles of Association and company rules, have been prepared.  Independent legal advice on the documentation has been commissioned from the law firm Wightmans LLP. This advice has been reviewed by the Authority's legal adviser who has confirmed that there are no issues that cause concern.

5.3
Financial Services Authority (FSA)
5.3.1
CTC have held a number of meetings with the FSA and the constitutional and other documentation (broadly similar to that submitted by the London Boroughs’ mutual) is currently being reviewed.  It is anticipated that formal approval should obtained by 1 July 2007.

5.4
Appointment of directors
5.4.1
The constitution provides for a maximum of 11 directors and a minimum of 5, at least two of whom must be independent directors (with some experience of the insurance industry).  The vetting of proposed directors is also being undertaken by the FSA.  

5.5
External audit 

5.5.1
Detailed information is being shared with the Audit Commission at a national level.  Given that the Audit Commission is already familiar with London Boroughs’ mutual and that the legal and accounting issues are very similar, it is anticipated that it will, subject to the usual caveats regarding its advice, provide a similar supportive response along the lines that, “it is not minded to challenge the legal position or proposed accounting treatment".

5.6
Fire and Rescue Services Act 2004 - Section 29
5.6.1
A Queens Counsel’s opinion has been received in relation to fire and rescue authorities’ powers to set up and participate in the running of a mutual.  The QC concluded the requisite powers are properly found in Section 111 of the Local Government Act 1972 and, for combined fire and rescue authorities, in Section 5 of the Fire and Rescue Services Act 2004.  This opinion has been reviewed by the Clerk and Monitoring Officer who both concur with the advice.  However, the risk of legal challenge can never be ruled out and the QC questioned whether the Secretary of State might be asked to take action under Section 29 of the 2004 Act and be minded to endorse the insurance mutual’s legitimacy so as to eliminate or reduce the risk of future challenge in the courts.

5.6.2
Such an approach is being made to the Secretary of State, but it is anticipated that the use of powers under Section 29 is something that the Secretary of State would use only in exceptional circumstances and not, as is the case with the mutual, where fire and rescue authorities are freely and willingly collaborating.  Given, that the possibility of legal challenge is slim - and in the QC's opinion unlikely to succeed - it is suggested that the lack of Section 29 endorsement should not inhibit the successful operation of the mutual.
5.7
Financial position
5.7.1
Following a further and more detailed actuarial review of the risk data from participating authorities, competitive tendering arrangements have commenced to secure reinsurance cover for the higher levels of risk which will not be covered from the internal funds of the mutual.  In terms of capitalising FRAML, it not anticipated that the original estimated cash contribution (about £12,000) and financial guarantee (about £127,000) will be exceeded.  Any updated information will be given at the meeting.

BIBLIOGRAPHY

	Source Documents
	Location
	Contact



	Minutes to the Fire Authority 14/12/06


	Hinchingbrooke Cottage

Brampton Road

Huntingdon


	Michael Brown

01480 444572

Michael.brown@cambsfire.gov.uk


	Charles Taylor Consulting PLC report on an FRA Mutual 


	Hinchingbrooke Cottage

Brampton Road

Huntingdon


	Matthew Warren

01480 444619

matthew.warren@cambsfire.gov.uk 

	Advice from Roger Henderson QC on legal powers.
	Hinchingbrooke Cottage

Brampton Road

Huntingdon


	Matthew Warren

01480 444619

matthew.warren@cambsfire.gov.uk 














































































































































































































PAGE  
4

