The arguments for Wessex withdrawing from the Azurix Global Insurance Programme (“AGIP”)

Actual Financial loss in first year

The AGIP was established in late 1999 covering 6 main risks previously insured under the Wessex standalone programme.  The premiums charged by Azurix to Wessex in 2000 amounted to $948k (£654k), which were £138k cheaper that Wessex had paid in the previous year under its own programme.  The main reason for this was the fact that the excesses or levels of self-insurance, under the AGIP were far higher than Wessex had historically accepted (approximately a total of £200k under the AGIP versus £30k under the Wessex programme spread across the 6 policies).  Records have now shown us that due to the higher excess levels Wessex ended up incurring approx £300k more in costs in 2000 (Floodings at Ham/Salisbury accounted for £125k alone) than it would have done had it retained its own lower excess levels – this amount obviously easily cancelled out the premium savings.

Forecasted financial loss in second year

The premiums charged to Wessex under the AGIP in 2001 rose by nearly 30% taking them to $1,163k (£802k).  We have market tested the current price of a Wessex standalone programme, using our broker of 7 years standing, and believe this to be in the region of £871k i.e. a 10% increase over the last established programme.  While the AGIP still has a small benefit in the level of premiums (£70k) if we continue to incur increased costs due to the higher excess levels around the same level as last year then in 2001 we are likely to see an overall cost to Wessex of £230k.

Miscellaneous problems of AGIP

There has been a criticism from Azurix that the previous Wessex standalone cover was deficient in some areas and that the AGIP bought us more comprehensive cover.  There are no areas where any alleged deficiencies were not known about and had already been accepted by Wessex management as an acceptable or controllable risk.  Furthermore it could be said that in some areas the AGIP was deficient in levels of cover i.e. motor.

Wessex has never been given sight of the global policies (despite numerous requests) so it has been difficult sometimes to evaluate whether Wessex is covered in some areas or not – this has caused some day to day operational difficulties.

Despite being charged the premiums for the last two years we have never actually been invoiced.  Moreover, and perhaps more concerning, Azurix and their U.S. broker have never been able to sort out the simple issue of getting taxes paid on the policies despite our numerous requests to do so.

Fee income for the Wessex broker has been slashed which must have an affect on the level of service provided although to his credit our broker has tried to ignore this issue.

Cover has had to be duplicated in some areas (e.g. WWEL), as the excess levels under the AGIP were not acceptable to potential contracting parties.

Looking forward when Azurix is closed it is possible that Wessex could be part of the Enron global programme.  This is almost certainly to be even less appropriate for Wessex in terms of levels of coverage and excesses given the nature of Enron as an entity.

Now that it appears Wessex is overall paying more for its insurance coverage’s it calls into question potential RAG 5 and licence modification issues regarding ‘operating as a standalone company’, ‘in the bests interests of the company’ and ‘arms length transactions’.

