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Report to the Policy and Finance Committee

From the Property Management Group

Council’s Risk Management Framework for Infrastructural Assets
1.
Purpose

The purpose of this report is to provide the Committee with a summary of the Wellington Regional Council’s (WRC) current risk management framework of its infrastructural assets, and to outline, and seek agreement to, the proposals that are detailed in the attached report to the Property Management Group (PMG). The PMG is a forum for providing advice on property related matters including insurance of Council assets.  

2.
Exclusion of the Public

Grounds for exclusion of the public under section 48(1) of the Local Government Information and Meetings Act 1987 are:



That the public conduct of the whole or relevant part of the meeting would be likely to result in the disclosure of information for which good reason for withholding exists, ie where disclosure would be likely unreasonably to prejudice the commercial position of the person who supplied or is the subject of the information.  

3.
Background 


Last year a working party was established to review and make recommendations on the risks faced by the WRC’s in relation to its non-insured infrastructural assets.  This is an integral part of the Council’s asset and risk management programme and there is a need for the Council to regularly review its exposure in this area.  The working party included representation from Flood Protection (Landcare), Operations (Wairarapa), Wholesale Water (Utility Services), Council Secretariat, Finance and O’Brien Property Consultancy Ltd.  The assets subject to this review were as follows:

Wholesale Water   

in-ground pipes, tunnels and water storage lakes
*$165m

Flood Protection
(a)
Wairarapa stopbanks, dams and other structures


$45m

(b)
Landcare (Hutt, Wainuiomata, Porirua, Otaki and  Waikanae Rivers) stopbanks, dams and other structures


$65m

subtotal $110m

Total reinstatement value/cost of the non-insured infrastructural assets
$275 million

*
The Wholesale Water asset values are based on 1998 records.  The asset values may subsequently vary as a result of the planned 1999/2000 Wholesale Water asset revaluation. 

3.1
Wholesale Water – Current Situation

In May 1995, the Council resolved to discontinue the practice of insuring against earthquake damage to the Te Marua lakes, and the Wholesale Water pipelines, and to institute a self insurance regime in its place.  As from 1 July 1995, a Wholesale Water Earthquake Damages Repair Fund was established where the annual contribution to the fund was set at the then level of the annual insurance premium, $500,000.  This amount has now grown to comprise a $2 million investment fund.  In recent years, the Council has also proceeded with a programme of strengthening at risk Wholesale Water structures.  This is an ongoing programme and will take several years to complete.  
3.2
Flood Protection – Current Situation

Flood Protection differs from Wholesale Water in that it is dealing with a more dynamic risk which presents a different scale of severity or impact.  For this reason, Flood Protection currently manages its risks on two levels, being:

(a) 
The budgeted annual plan for maintenance and protection of the assets in place and for the creation of new structures to meet identified needs. This requires consistency between Floodplain Management Plans, Asset Management Plans and the Long Term Financial Strategy (LTFS); and

(b) 
The Flood Contingency Reserve (FCR), designed to provide the regional component (half) of the ready capital to deal with small to medium flood events (ie typically, the “up to 25 year” flood event).  The other half of the reserve contribution comes from the various scheme reserves for the Wairarapa and the local area river reserves for Landcare.   


The working party has identified some deficiencies with this two-level model which are discussed in the attached report.  In particular, for the “above 25 year” return flood event category, the Council currently holds no specific insurance or reserve to cover these events.  To date, it has been accepted that it would be appropriate to loan fund the recovery should the need arise.  In addition, Asset Management Plans completed during 1998 have identified some indicative maintenance “gaps”, ie potential shortfalls between maintaining system integrity over time and the benefits of a rolling capital works programme leading to overall system improvement.  

4.
Comment
4.1
Wholesale Water

Having reviewed Wholesale Water’s current situation, and the options available, the working party has recommended that the current risk management framework of self insurance is appropriate and that it should continue.  

This strategy includes:

· Appropriate annual asset maintenance;

· A $500,000 annual contribution to the a Wholesale Water Earthquake Damages Repair Fund, with a target total for the fund of 6% of the reinstatement cost of the assets; and
· Council treasury arranging committed funding for the difference between the assessed cost of recovery and the reserve funds held at the time of an event.  

4.2
Flood Protection

The working party has similarly recommended a policy of self insurance for Flood Protection.  It proposes that Flood Protection risk management operate on three levels, being the two levels identified in section 2.2 above and the establishment of a Major Flood Protection Recovery Fund (MFPRF) to cater for the “over 25 year” flood event. This strategy includes:

· Appropriate annual asset maintenance;

· FCR contributions of $100,000 each per annum from both the Landcare and Wairarapa budgets, for the “up to 25 year” event;

· An annual contribution equivalent to that to the FCR (ie $100,000 each), to both the Wairarapa scheme rate reserves and the Landcare local area river rate reserves; 

· Establishing the MFPRF for the “over 25 year” event, to be used as a matter of last recourse, with annual contributions of:

· for Landcare:  $50,000 from the general rate and $50,000 from the local area river rates; and 

· for Wairarapa:  $50,000 from the general rate;  with either contributions from schemes or the option of scheme ratepayers borrowing in case of an event to match the general rate contribution.  

· Council treasury arranging committed funding for the difference between the assessed cost of recovery and the reserve funds held at the time of an event;

· A study being commissioned to report on the likely impacts of earthquake or tsunami on flood protection assets.  


A summary of proposed contributions to the FCR and local area river/scheme rates reserves, and the MFPRF follows:  


FCR 

“Under 25 Year”
MFPRF

“Over 25 Year”

For Landcare  

From the general rate 
$100,000
$50,000

From the local area river rates 
$100,000
$50,000

For Wairarapa
From the general rate 
$100,000
$50,000

From the scheme rates
$100,000
-

Total proposed annual contributions
$400,000
$150,000


In case of a major event, it is proposed that funding be accessed through the following hierarchy:

Firstly utilise the programmed funds available for annual maintenance and capital works (including possibly accelerating capital projects planned in later years); 

Secondly utilise the reserves accumulated in the FCR and the equivalent portion out of the scheme or local area river rate reserve; and 



Thirdly, as a matter of last recourse, if further funds are required, seek Council approval for use of funds from the MFPRF, which may be supplemented by use of the committed funding as arranged by Council’s treasury function.

It is also proposed that there be a requirement to review the adequacy of the above risk management strategies at least every three years, particularly as part of the LTFS.  

5.
Factors Considered in the Review

In the process of developing its recommendations, the working party considered a variety of risk management issues and options, including the Government’s Recovery Plan, the Local Authority Protection Programme and full insurance.  

5.1
Government Recovery Plan

Under the Recovery Plan for Natural Disasters and Emergencies in New Zealand, Central Government may provide, in the event of a natural disaster, up to 60% of the cost of recovery.  To qualify for Central Government assistance under the Recovery Plan, a local authority must be able to demonstrate that it has adequately protected itself through:

· Proper maintenance and asset management and

· Provision of reserve funds, or

· Effective insurance, or 

· Participation in a mutual assistance scheme with other local authorities.

The Government’s criteria for assistance are detailed in the attached report.  In essence, any Government assistance would depend on the impact on the community, risk to life, and the Council’s ability to recover.  These are all assessed after the event and no assurance will be given before any events because of the primary responsibility of the Council in this matter.  The working party concluded that the criteria set by Central Government precludes the Council from being able to access any Central Government assistance in the event of all but the most extreme disaster. Therefore the Council must develop a recovery and risk management policy which relies on the use of its own resources.  

Options in terms of the Government’s assistance criteria include:

5.1.1
Local Authority Protection Programme (LAPP)

LAPP is effectively a reserve in which 46 member councils participate and which a board of trustees administers.  LAPP is basically a part capital fund and part insurance placement where reserves of 10% have been accumulated and insurance of 30% is obtained in the open market. LAPP is based on the presumption, in the event of a disaster, that there will be a 60% contribution from Central Government and therefore a need for a 40% council contribution.  LAPP is reviewing this aspect of itself as Government has refused to contribute even when, in LAPP’s view, the Government’s criteria for assistance had been satisfied.  The LAPP scheme was evaluated some years ago as unsuitable for the Council’s needs.  The review has strengthened this view.
5.1.2
Full Reinstatement Insurance

Aon Risk Services Ltd, the Council’s insurance brokers, were consulted in the course of this review.  While the global insurance market is “soft” at the moment with relatively low premiums, the market has a volatile history that means annual premiums can vary quite substantially.  In addition to this volatility, the payment of premiums has no benefit accruing to the Council beyond any one insurance year.  

5.1.3
Self Insurance
Having assessed the available options, and recognising that the Council is required to act prudently to manage its risks, the working party decided to recommend a policy of self insurance.  Ideally this option involves:  

· Budgeting to provide for an ongoing programme of infrastructural asset maintenance with the goal of maintaining the assets to meet the desired performance standards.

· Budgeting to, wherever practical and possible, protect the infrastructural asset from potential loss.

· Annually reviewing the infrastructural assets to set the next year’s maintenance and protection works, assess the reinstatement risk profile, measure the resources available to meet disaster recovery.

· Annually contributing to an investment fund.

· Monitoring the ability of the Council to access committed funding in the event of a major event.


This option is favoured as it creates a sustainable programme and places the control and management with the Council.  There are no lost administration expenses, funds will not be lost to other local authorities and Council has the ability to build a recovery fund and to call on committed funding if required while the fund is being established.
6.
Publicity

While this paper has been excluded from the public, it would be useful to publicise the Council’s general approach to risk management of its infrastructural assets.  It is therefore proposed that the Council Chairperson be authorised to make appropriate public statements in this respect.  

7.
Recommendations

(1)
That for Wholesale Water Infrastructural Assets, the Committee recommends to the Council that it confirm:


(a)
The continuation of a risk management regime which requires annual attendance to maintenance, where all assets are to be maintained to their desired operating standard as set out in the asset management plan, and where all avenues of protection against loss are identified and put in place, over time.


(b)
Adoption of a long term strategy to self insure.


(c)
The growth of the recovery fund at the rate of $500,000 per annum, (excluding compound interest).


(d)
The target total of the reserve fund at 6% of the reinstatement cost estimate of the non-insured infrastructural assets.

(e)
A strategy of Council treasury arranging committed funding for the funding of the differential between the assessed cost to recover from an adverse event and the funds held at the time of the event occurring.  


(2)
That for Flood Protection Infrastructural Assets, the Committee recommends to Council that it:

(a)  Continue a long term risk management regime which requires annual attendance to maintenance, where all assets are to be maintained to at least their desired operating standard as set out in the respective asset management plans, and where all avenues of protection against loss are identified and put in place, over time; noting that maintenance gaps identified through the Asset Management Plan process will need to be addressed through the full review of the next LTFS.  

(b)
Adopt of a long term strategy of self insurance.

(c)
Confirm its policy, for the smaller return event (typically up to 25 year) of maintaining a Regional Flood Contingency Reserve, and note that subsequent reports may be submitted, recommending alteration to the current level of annual contribution of $100,000 p.a. from both the Landcare and Wairarapa budgets.  

(d)
Continue, for the up to 25 year return event, funding Wairarapa scheme rate reserves and Landcare local area rate reserves at a sum equivalent to the current annual contribution to the FCR, and note that subsequent reports may be submitted, recommending alteration to the level of annual contribution to each reserve.  The immediate impact is for Landcare’s river rate annual contribution to increase from $50,000 to $100,000.  

(e)  Create a Major Flood Protection Recovery Fund, as a fund of last recourse, for those flood events which typically exceed a 25 year return event, with annual contributions of:

(i)  for Landcare:  $50,000 from the general rate and $50,000 from the local area river rates,

(ii)  for Wairarapa:  $50,000 from the general rate, plus contributions from the schemes, with the option of scheme ratepayers borrowing in case of an event to match the general rate contribution.

(f)
Confirm a strategy of funding the differential between the assessed cost to recover from an adverse event, estimated initially to be up to $11 million, and the reserve funds held, by use of committed funding as arranged by Council’s treasury.  



(g)
Note that in case of a major event, it is proposed that funding be accessed through the following hierarchy:
Firstly utilise the programmed funds available for annual maintenance and capital works (including possibly accelerating capital projects planned in later years); 

Secondly utilise the reserves accumulated in the FCR and the equivalent portion out of the scheme or local area river rate reserve; and 


Thirdly, as a matter of last recourse, if further funds are required, seek Council approval for use of funds from the MFPRF, which may be supplemented by use of the committed funding as arranged by Council’s treasury function.

(h)
Confirm the desirability for a study to be commissioned which reports on the likely impacts of earthquake and tsunami on flood protection assets. 


(3)
That the Committee recommend to Council the requirement to review the adequacy of these reserves at least every three years, particularly as part of the review of the long term financial strategy.


(4)
That the Council Chairperson be authorised to make appropriate public statements about the Council’s general approach to risk management of its infrastructural assets.  
ANDREW ANNAKIN

Divisional Manager, Landcare
DAVID BENHAM

Divisional Manager, Utility Services

TED MAGUIRE

Council Secretary
GREG SCHOLLUM

Chief Financial Officer
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COLIN WRIGHT

Divisional Manager, Wairarapa

Approved for submission

HOWARD STONE

General Manager

Appendix:
Council’s Risk Management Framework for Infrastructural Assets – 



Report to Property Management Group from Working Party on Infrastructural Asset Risk Management, 23 February 1999.    
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