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Foreword

enabling complex risks and liabilities to be
transferred to the specialist insurance
market. Willis has seen this risk transfer
mechanism used in a range of scenarios
from operational management of
commercial and industrial portfolios to
backing environmental warranties and
indemnities in land transactions. Increased
merger and acquisition (M&A) activity
across multiple industry sectors and
countries continues to stimulate the use of
environmental insurance as transaction

Since Willis published the last Market
Review in 2002, the environmental
insurance market has continued to evolve
significantly. The markets have continued
to grow and this growth has gathered
momentum with the development of new
products and applications across a wide
range of industry sectors.

Environmental insurance is playing an
increasingly important role in
environmental risk management strategies,
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parties and their professional advisors 
seek solutions for pollution related 
deal-breakers.

Within the wider insurance market, 2005
has been a year of major change. Public
scrutiny of the insurance industry instigated
by the New York Attorney General served
to heighten clients' concerns regarding the
integrity of the insurance community. Willis
has maintained its position of openness
and clarity of approach in its business

transactions demonstrated by the
publication of the Willis Client Bill 
of Rights.

In addition, changes in the UK insurance
industry regulation came into force on
14 January, 2005 when the Financial
Services Authority (FSA) took over
responsibility for the regulation of
insurance mediation activities. It became
a criminal offence for a person or entity
to undertake such activities unless they

have been authorised by the FSA or are
an Appointed Representative of a FSA
authorised firm or are exempt under the
terms of the Financial Services and
Markets Act 2000. Willis' application for
authorisation by the FSA was successful.

Willis has faced these new challenges and
we have continued to develop our Willis
Excellence Model and standards of
practice in addition to completing an
internal review of operations. In response

to our clients' concerns, we were the first
to abolish all contingency agreements
with underwriters and issued the Willis
Client Bill of Rights to demonstrate our
commitment to client focused service.

Exciting times lie ahead for the
insurance industry; we look forward to
the anticipated continued development
of the environmental market from a
specialist niche area to a mainstream
line of insurance.



4 Willis Environmental Insurance Market Review 2005



Willis Environmental Insurance Market Review 2005 5

Introduction

Environmental risk related issues are still
moving up the corporate agenda driven
by, for example, liabilities associated
with existing legislation, environmental
reporting requirements and corporate
governance responsibilities. As a result,
organisations are developing
environmental risk management
strategies for their ongoing business
operations. This approach applies across
a range of industries including the
financial, private and public sectors.

The ever-changing environmental
legislation has kept environmental
liabilities and risks to the fore in land
transactions, redevelopment
opportunities and M&A deals. Within the
last year, the UK has seen the first
prosecution by a Regulatory Authority
against a land developer under the UK
Contaminated Land Regime. It is widely
considered that this will be the first of
many such prosecutions in the near
future. In addition, the implication on

brownfield redevelopment and the 
waste management industry of the new
EU Landfill Directive together with the
Van de Walle vs Texaco ruling in the
European Court of Justice (7 September,
2004) have ensured environmental
issues remain in the public eye. The
environmental insurance market has
responded with the development of
broader coverage, the availability 
of significant levels of indemnity and a
wide range of products.
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Introduction continued

As insurance brokers, one of our roles is
to monitor these changes and develop
new approaches and products with the
insurers, such as liability buy-outs and
combined programmes, which blend a
number of the principal environmental
coverages into one flexible offering.

The UK environmental insurance market
remains a niche area but a dynamic one.

By the end of 2003 the number of
insurers in the market reduced by 50%
and those remaining were restricted in
their offering. However, environmental
insurance was still recognised as a
growth market by insurers. Their appetite
for business did not wane and by the
second quarter of 2004 the market was
back to a position of strength with an
expansion of operations and products,

personnel recruitment and new insurers
entering the market. In addition, there
has been a growth in European business
with insurers developing a presence in a
number of European countries and
developing local policies which can be
more effective and competitive than
local "pollution pool" facilities.

The aim of this Market Review is to
provide insurance buyers, professional
advisers, financiers and other interested
parties with the following:

• An update on market conditions.

• An overview of recent product
development.

• An insight into how these products
are being applied.

• A review of developing trends.
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Today's operational risk managers need
to look beyond traditional boundaries
and identify, understand and manage
their organisation’s potential
environmental risk exposures. These risks
may be associated with historic, current
or future operations and procedures,
inappropriate management systems, the
buying and selling of properties and land
or development projects.

Effective environmental risk
management techniques, such as
introducing pollution control
procedures and equipment, or the
continual improvement of management
systems, will obviously reduce the
probability of a major environmental
loss. However, in spite of risk
management plans and procedures, the
risk of potential significant pollution
and contamination cannot be
eliminated entirely.

Corporate Environmental 
Risk Management

The potential for historic contamination
liabilities often comes into focus during
property sale negotiations and M&A
transactions. Environmental Due Diligence
(EDD) has become an important feature
during pre-transaction negotiations, often
leading to price and/or contract
adjustments. Whilst EDD can reduce the
risk of incurring a nasty post-transaction
environmental surprise, it should certainly
not be considered as a definitive
assessment of all the potential material
environmental issues, no matter how
comprehensive the study undertaken.

Notwithstanding the above, a recent
survey on EDD carried out by KPMG1

provided some alarming findings. Nearly
a third of all companies interviewed for
the study discovered significant
environmental issues after completing a
transaction. Of these, 60% had carried
out EDD. But perhaps most significantly,
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liability policies provides very little, if
indeed any, cover for land contamination
liabilities. For example, a Public Liability
policy will normally provide cover for a
third party loss arising from "sudden and
accidental" events only and not for
"gradual" pollution or for first statutory
clean-up costs.

Businesses are increasingly turning to
specialist environmental insurance
policies to plug the uncertainties and
gaps that exist in general insurance
programmes and, during the course of
transactions, help to unlock deals which
are otherwise at stalemate over land
contamination issues. Risk transfer
solutions can be designed for the
fortuitous risks associated with both
"known" and "unknown" environmental
issues, meaning that the insurance
market can offer companies a sound
environmental risk management tool.

1 KPMG Transaction Services May 2004. Impact – A survey on
environmental due diligence. Available at www.kpmg.co.uk

where an issue was discovered post-
completion, 42% of companies found it
resulted in higher operating costs and
21% found they had financial liabilities
directly attributed to the issue.

New accounting rules have changed the
way that companies can provide for
environmental issues, meaning
companies now need to establish
reserves and capital budgets for
environmental liabilities and
improvement programmes. However, the
financial uncertainties which are an
inherent part of environmental exposures
mean that it is almost impossible to
predict whether such provisions and
budgets will be adequate.

Insurance can be a key risk management
tool for a wide range of companies and
organisations. However, the pollution
cover typically provided by general

Corporate Environmental 
Risk Management continued
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New legal initiatives like the Operating
and Financial Review1 coupled with a
more stringent enforcement of existing
legislation such as the Contaminated
Land Regime have contributed
substantially to this continued and
dynamic change. The mix of our
industrial past and the complex technical
demands of a fast moving industrialised
world have resulted in an ever widening
demand for options and solutions, such
as insurance, to address new and
existing environmental liabilities.

When considering the importance of
environmental insurance in the
marketplace, it would be a mistake to
focus solely on current and future
products. Old Public Liability insurance
policies issued prior to 1991 are
potentially extremely valuable because
they do not exclude coverage for
pollution liability. The insurance
archaeologist, R.M. Fields International,

Eleven years ago, the statement
"mention industrial pollution to some
insurers and risk managers and you will
be about as popular as a seeping
cesspit" reflected a common attitude.
However, increased awareness of
environmental issues in the intervening
period has now moved the subject firmly
into the economic mainstream.

A Lawyer’s Perspective

for example, claims to have recovered in
excess of $1 billion to date under such
policies on behalf of grateful clients!
However, whilst old policies can appear
to be a panacea, their efficacy may be
somewhat reduced on subsequent
application. This is in part because the
burden of proof in establishing coverage
rests with the policyholder, and in reality,
ascertaining which insurance policy was
in force when pollution occurred may
prove difficult, especially where the
relevant documents have been lost or
destroyed.

Continued competition within the
underwriting market is critically
important to the success of
environmental insurance generally, as it
results in more flexible coverage being
offered. In particular, we are seeing
increasingly diverse policies tailored to
meet the needs of specific transactions.
In 2003/4, for example, we saw the first



environmental Structured Insurance
Programme deals entering the market –
these combine conventional
environmental insurance programmes
(for unknown risks) with manuscripted
coverage for pre-funded limits (for
known risks). This increasing product
diversity will continue to gain
importance as environmental legislation
becomes ever more stringent.

Looking forward, a new and exciting
dimension is being introduced to the
marketplace as the UK looks to the US
experience in order to develop and apply
environmental liability assumption
solutions to the UK scenario. For example,
an environmental consultancy agrees, for a
fixed, one-off fee, to assume responsibility
for contamination at a given site which the
consultancy then remediates to an agreed
standard. As part of the deal, the
consultancy obtains insurance via a broker
to offset its exposure.
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A Lawyer’s Perspective continued

New products, however, bring their own
legal challenges. In particular, changes
to the law came into force in the UK on
14 January, 2005 in order to give effect
to the EU Insurance Mediation
Directive. These changes mean that
consultants will need to be authorised
by the Financial Services Authority for,
inter alia, "arranging deals" in
contracts of insurance. This could
include introducing customers to an
intermediary either for advice or to help
arrange an insurance policy.

In conclusion, an increasing awareness
of environmental issues and greater
competition in the marketplace is
encouraging the development of new
products. Indeed, there is a greater
willingness than ever before to tailor
products for a particular transaction
which, in turn, increases the popularity
of insurance as a solution to what is
often a unique set of circumstances.

Environmental insurance is here to stay!

Paul Davies, Partner, Macfarlanes

1The Operating and Financial Review ("OFR") is
intended to promote greater corporate accountability by
requiring companies to disclose socio-economic
information, including information relating to a
company's impact on the environment. Regulations
introducing the OFR came into force on 22 March, 2005.
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Review of Merger & Acquisition Activity 

Activity over the past 12 months has
been dominated by a number of
landmark buy-outs, coupled with an
increasingly competitive secondary buy-
outs and asset backed deal environment.

The Buy-out Market
A number of high profile buyout
transactions have created an increasingly
leveraged environment for the pan-
European and global private equity
funds. Whilst once considered the
domain of the multi-national trade
bidders who created value synergies to
outbid their financial investor
competitors, private equity has fought
back with increasingly aggressive
leverage provided by the equally
competitive and obliging lender markets.
Notable transactions within the last 
12 months have included the Automobile
Association, Saga, and (in Italy) Wind,
where the borrowing levels required to

win the competitive bid process launched
the market into a new sphere. The
implications for risk and retention are
that the capital strain impact on the
business has become tighter, a "Chinese
burn" effect, requiring increasing levels
of certainty in the risk assessment and
financial modelling.

The implications for providers of due
diligence and products alike is that
certainty comes with a price and the
insurance market is underpinning an
increasing number of these transactions.
This trend is set to continue with a
common estimate of $40 billion available
in the European private equity
investment pot at present. This value is
likely to increase as the cross-border
'super-funds' raise sums in excess of 
Eur 5 billion in their current fundraising
activities.

The Secondary Market
The number of secondary buy-outs has
continued to grow as investment houses
come under increasing pressure to
realise investments in advance of their
need to raise new funds. With the equity
markets remaining tough, despite a
limited rally in the IPO arena earlier in
2004, many portfolio companies have
been either been refinanced or exited to
realise the value and return necessary
equity to their limited partners; indeed
secondary buyouts have matched buyout
deals during 2004 showing the
determination of the funds to realise
their gains.

The secondary market has been
characterised by hugely competitive
auctions, the mid-market being awash
with transaction activity.

Asset Backed/Infrastructure
Transactions
Interest in asset backed and infrastructure
transactions has grown significantly.
Dedicated infrastructure funds have been
developed by private equity and banks alike.
Whilst private equity models of investment
typically look to 3–4 year investment
timeframe, the banks with specialised
infrastructure funds look for a much longer
term investment approach, considering an
investment of 15–20 years as a more
realistic timeframe to manage the asset. This
is a shift from short-term cash generation
through exit to inflation linked cash flows
on an annual distribution basis.

The M&A market has continued its
competitive run into 2005, with a
number of funds and corporates alike
seeing the use of insurance solutions as
a valuable tool in their ever increasing
sophistication in deal structuring.
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Much has changed in the environmental
insurance market since our review in
2002. Insurers have continued to build on
the successful foundations laid down
during the late 1990s, broadening the
market offering in line with clients'
requirements. Although the UK market
remains small compared to its North
American counterpart, it is now host to
more environmental insurers than at any
time, and a steadily increasing portfolio of
specialist risk transfer products that can
be tailored to individual requirements.

The market in Europe, of which London
remains the dominant centre, is well
placed to respond to the growing
demand for environmental insurance
solutions outside of North America.

Environmental Insurance Market
Commentary

At the time of writing, the principal
insurers active within the UK
environmental insurance market
comprise the following:

AIG
As with other insurers, AIG has expanded
its London team within the last two
years and continues to offer a range of
policies to cover historic and operational
pollution risks. They have significant
capacity in the market and can draw on
their experience in the US to provide
more specialist insurance solutions.

AIG has certainly shown commitment to
the wider opportunities by being the first
insurer to establish dedicated
underwriting capabilities in other

territories, most notably France,
Germany, Sweden and Australia.

ACE Europe
Within the last quarter of 2005, ACE
Europe has entered the London
environmental insurance market, seeking
to draw on their experience gained in
the US.

Chubb Environmental Solutions
Despite suffering the loss of their
environmental risk underwriting
resources in 2003, Chubb has
demonstrated its continued commitment
to the environmental service line by 
re-structuring and recruiting experienced
staff to create a new environmental
team. Chubb continues to provide



on improved service delivery as well as
widening policy coverage and its overall
appetite for risks.

Perhaps the most notable feature of 2004
was the withdrawal of Allianz Cornhill
from the market. It had been accepting
environmental business since 1996
through an underwriting agency held by
Certa. After helping the environmental
market establish itself through an effective
marketing strategy, 2004 also proved to
be the end of Certa. The entry of Quanta
and the re-emergence of Chubb has
generated renewed vigour and
competition within the market.

In addition to ACE, it is anticipated that
further carriers may enter the market in
the near future, with a number of US
and European based insurers known to
be looking into the possibility. Some
insurers believe that an increased
number of insurers in the market could
create a reduction in premium levels.

16 Willis Environmental Insurance Market Review 2005

insurance for historic pollution and
foresees annually renewable operational
pollution risks as a potential growth
area, in addition to an increase in
opportunities throughout Europe.

Quanta Europe
A Bermudan based insurer that
established itself in 2004 as a specialty
lines insurer including environmental
insurance in its coverage offerings.
Having underwritten from their Bermuda
and Dublin offices, Quanta obtained its
London license in February 2005 and is
now underwriting out of their City office.
As relative new-comers in the market
they are rapidly establishing themselves
as competitive and innovative in their
approach.

XL Europe
Since 2003 there has been a considerable
expansion in the environmental team at
XL Europe’s Limited's London office.
Within the last two years XL has focused

Environmental Insurance Market
Commentary continued
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Insuring environmental risk has always
presented a challenge to underwriters.
Indeed this has been one of the factors
limiting the number of insurers
specialising in environmental coverage in
the market place. Environmental insurers
have, however, responded positively to
such challenges, with each investing
significant resources in growing
underwriting teams. It is noticeable that,
as a direct result of such investment, both

the timeliness and quality of insurers' 
responses have improved significantly
over the past year. This has been of great
benefit, particularly when there is a need
to work within demanding timescales of
transactions. Whilst technical assessment
remains the cornerstone to underwriters'
approach, they are increasingly taking
account of commercial aspects of deals
and the local legal and regulatory regime
when preparing a quote.

It is estimated that around £60 million
of premium was written within the UK
environmental insurance market in
2004. This represents a significant
growth from the estimated £25 million
of premium written during 2000. The
rate of premium increase over the past
few years appears to have been less
rapid, this is in part a feature of the
increased competition helping to 
keep premium levels down, rather 

than suggesting any let up in the level
of activity.

A much smaller amount of premium is
written through the specialist
environmental markets operating
elsewhere in Europe. Premiums through
European "pollution pools" are hard to
quantify, but is thought to total about
Eur 70 million annually.

Environmental Insurance Market
Commentary continued



Recent years have seen the emergence of
combined environmental risk transfer
programmes and 'liability buy-out'
products in Europe, building on a
successful track record in the US. Such
programmes have broadened the
application of environmental insurance,
by combining the principal environmental
insurance coverages with a funded
element to cover 'known' remediation
costs as well as 'unknown'
environmental liabilities.

As highlighted in our 2002 review, the
payment of valid claims forms an
important part in the evolution of the
environmental insurance market. In Willis'
experience, the tight drafting of policy
wordings and good understanding of the
technical, legal and commercial issues are
essential ingredients in the negotiation of
an effective environmental insurance
placement and the subsequent payment of
claims. In the near future, insurers expect

an increase in the number of claims on
existing policies as, amongst other issues,
regulatory action in relation to the Part IIA
Contaminated Land Regime and other
environmental legislation gathers pace.

In addition to aggressive premium
pricing, competition within the market
has brought coverage benefits to clients.
Whilst wholesale changes to policy
structure and wording are typically not
available, we have noticed an increasing
willingness by insurers to modify and
broaden coverage for certain risks. This
has been of particular value where there
is a need to craft wording to the
satisfaction of both buyer and seller.

Capacity remains strong within the
market, with a global combined capacity
in the region of $200 million available,
and individual insurers typically able to
offer limits of between $30 million and 
$40 million. In common with other

markets, environmental insurers have
pulled back from offering policy periods
beyond 10 years coverage for historical
risks, but coverage which incorporates a
funded element for known remediation
obligations can sometimes be an
exception to this rule.

So what is the outlook? Key drivers to
date for clients obtaining environmental
insurance has clearly been the need to
manage historic liabilities within property
transactions and contractual requirements
such as warranties and indemnities and
sale and purchase agreements. Although
managing these historic liabilities will
remain important, there is an evident
trend away from the environmental
insurance market being used solely for
M&A based risks. There is growing interest
in shorter term policy periods for
operational risks i.e. focus on operational/
new pollution liabilities and coverage for
environmental "gaps" in general liability

18 Willis Environmental Insurance Market Review 2005

Environmental Insurance Market
Commentary continued
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insurance programmes. In this way,
insurance is being used as part of the
ongoing risk management strategy of an
organisation and not just a means of risk
transfer in a one-off transaction. In
addition, it is anticipated that the trend in
apportioning environmental liabilities
between parties in contractual scenarios,
such as construction, joint ventures, private
finance initiatives (PFI) and public private
partnership (PPP) projects will continue as
will the role of environmental insurance to
respond to these contractual risk issues.

As the market continues to mature and
grow in experience, it is likely that we
will see an increased level of
sophistication and flexibility in insurers'
approach to and appetite for risks.
Insurers anticipate that long term policies
will continue to be limited to 10 years.

In summary, 2005 sees the insurance
market in a very different condition

than recent years. Increased
competition within the market has
delivered both pricing and coverage
benefits to clients, whilst increased
investment in resources by insurers has
improved underwriting capabilities and
response time of insurers. Regardless of
the territory of interest, Willis is well
positioned to provide clients with a
global specialist service for
environmental risk transfer solutions.

Environmental Insurance Market
Commentary continued
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Key changes in the environmental
insurance market since 2002

• Increased competition from a larger
number of underwriters.

• More experience.

• Increased resources in insurer teams.

• Flexibility and innovation in approach
by insurers.

• Shorter policy terms for historic
contamination i.e. 10 year limit.

• Increased European coverage
available.

• More renewable business on
operational risks.

• Realistic information requirements
and commercial awareness.

Insurers perspective on
developments in the future
environmental insurance market

• Closer integration of environmental
insurance market policies with other
general liability insurances.

• Specialisation in niche-sector
environmental insurance market
solutions.

• Continued growth of European
coverage and use of environmental
insurance market.

• Increase in claims as legislation
gathers pace throughout Europe.

• Impact of EU Liability Directive likely
to influence policy coverage.

• Rise in use of combined insurance
programmes.

Environmental Insurance Market
Commentary continued
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Environmental insurance is not a single
product but a flexible solution to specific
and non-specific environmental risk
concerns. Environmental risk varies from
situation to situation and the nature of
the exposure is defined by many factors
including the physical and chemical
characteristics of the contamination, the
environmental sensitivity of the area, the
unique liability profile of the individual
parties, any contractual liability
apportionment and the prevailing legal
framework.

In response to this, the specialist
environmental insurance market has
continued to apply a highly adaptable
approach to the design of risk transfer
solutions for these complex exposures.

Insurers are able to produce bespoke
insurance solutions which are tailored to
cover the specific risk exposures
associated with a given scenario.

Key Environmental Risk Financing Products

However, insurers first tend to offer their
standard wordings. To get the most
effective solution from the market, a
specialist broker who can draw on
internal expertise related to legal,
financial and technical exposures, is
crucial to translate liability allocation
concepts into an insurance contract.

The crafting of policy wordings can
involve a number of techniques. They can

be designed to incorporate the wording
and triggers of relevant indemnity
contracts or lease agreements, dovetail
with general liability programmes and
reinsure existing captive insurance
company programmes.

Policies can also be further modified to
provide additional cover for first party
consequential losses (such as those
arising from business interruption caused

during the course of a clean-up project)
or the individual exposures of directors
and officers to liabilities.

The various insurers all have different risk
appetites and preferences. To complicate
matters further, they all use different
nomenclature and the coverage details
vary from insurer to insurer. It is therefore
not helpful to pigeonhole the different
products offered by each carrier.
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It is possible to set out broad categories
of the main policy types offered by the
specialist market. It should not be
assumed that all the specialist insurers
offer all the product categories listed
below.

Main Coverage Options

Pollution Liability Insurance
Also known as Environmental
Impairment Liability ("EIL") and by
proprietary insurer names such as
Pollution Legal Liability ("PLL"), Pollution
and Remediation Legal Liability
("PARLL"), Environmental Site Liability
("ESL") and Environmental Site
Protection ("ESP").

Pollution Liability Insurance typically
protects the insured against losses
associated with 'unknown' pollution
conditions.

In particular, the cover generally extends
to the following:

• Third party claims for property damage
(including loss of use and diminution in
property value) and bodily injury.

• Clean-up costs mandated by a
regulatory authority – on or off-site.

• Legal defence costs.

• Costs of investigation.

This class of environmental insurance can
be further sub-divided into operational
pollution coverage and historic
contamination coverage.

Operational Pollution Risks
Many commercial and industrial
operations present an on-going risk of
pollution or contamination (e.g. leakage
from underground fuel storage tanks).

Key Environmental Risk 
Financing Products continued
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Policies structured for operational risks
provide cover for liabilities arising from
on-going pollution risks such as
unanticipated and anticipated discharges
to the ground, water or air, leakages or
spillages. These policies can be extremely
effective in plugging pollution cover gaps
in general liability policies.

Historical Contamination Cover
Insurance can be arranged for liabilities
associated with pre-existing historic
contamination. Cover can also be
arranged for contingent liability
exposures. For example, risks associated
with sites sold in the past by one or
other party in a transaction.

It is possible to combine both operational
and historic pollution cover into a single
policy.

The policies can be extended to cover
contingent risks such as business
interruption or economic loss associated

with contamination (e.g. loss in rental
income, or increased cost of working as 
a result of the need to carry out site
remediation work).

Pollution Liability Insurance can cover
risk exposures with land that is already,
or is likely to be, contaminated due to
historical operations. Whilst land can 
be known to be impacted with
contamination, if such contamination is
not at levels which knowingly exceed the
risk-based assessment criteria imbedded
in environmental legislation, then it
should be possible to get cover for these
exposures. Known contamination does
not mean known liabilities! 

The negotiation of warranties and
indemnities forms a significant part of
structuring corporate transactions.
Such contractual mechanisms are
regularly used to allocate liability for
environmental risk. Often this can
become a deal breaker.

Key Environmental Risk 
Financing Products continued
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Pollution Liability Insurance can be designed
to cover contractual liabilities flowing from
environmental indemnities and warranties.
The definitions and provisions of the
contract are, as far as practicable, included
within the policy wording, which minimises
the possibility for potential gaps in cover.

Depending on the wording, such policy
structures do not automatically include
cover for any liability that the insured

might have outside the terms of the
relevant contract.

This form of cover can be used to unlock
negotiations and protect the balance
sheet of the indemnifying party.

Contractors' Pollution Liability  
(generally known as "CPL" cover or
Project Pollution Liability)
This is a specialist form of pollution
liability insurance designed specifically to
provide cover for liabilities arising from
project pollution risks, whether associated
with a construction or remediation
project, or a contract to provide
outsourced services to an employer 
(e.g. under a PFI/PPP contract).

Such contracts and projects can give rise
to differing environmental risk concerns,
which give rise to the potential for
liabilities for statutory or third party clean-
up and third party property damage and

bodily injury. Some contracts will mainly be
concerned with the risk of introducing new
pollution (e.g. a leaking mobile fuel tank
or the operation of facilities which use or
process hazardous substances), whilst
other projects will primarily be concerned
with the mobilisation or exacerbation of
pre-existing contamination (e.g. brownfield
land redevelopment projects or
remediation contracts).

CPL insurance can be designed to cover
all of these risks and can be structured to
insure the employer, contractors, sub-
contractors and, if applicable, funders.
Cover can be extended to include first
party business interruption risks such as
the financial consequences of delayed
start-ups in construction projects. It is
notable that CPL insurance can, in certain
circumstances, be extended to include
clean-up and third party bodily injury risks
associated with asbestos removal and
asbestos management projects.

Key Environmental Risk 
Financing Products continued
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funds necessary to complete the clean-
up works in the event of a cost overrun,
for example, resulting from the discovery
of additional contamination or under
performance of the remedial technology
or the requirement for more onerous
clean-up by the regulators.

Specialised Covers

Some of the insurers offer specialised
policies which are based on the above
main categories but which have been
refined for specific purposes such as
waste management operations,
underground fuel storage tank portfolios,
asbestos removal projects etc.
There is also the capacity to tailor non-
conventional programmes which provide
robust and effective solutions for sites or
portfolio of sites which have known
contamination clean-up obligations.

Professional Indemnity Insurance
(PI, also known as Professional
Consultants Liability)
Most PI policies contain similar pollution
exclusions to general liability policies.
Specialist environmental insurers offer PI
policies with no pollution exclusions and
which indemnify professional advisers for
claims and liabilities resulting from errors
and omissions in their professional services.

Companies engaged in both
environmental contracting and consulting
operations can purchase combined CPL
and PI cover, which can be set up on a
portfolio or project-specific basis.

Remediation Cost Cap Insurance  
(also known as Stop Loss cover)
Cost Cap Insurance is designed to
minimise the uncertainty associated with
clean-up projects by providing the extra

Key Environmental Risk 
Financing Products continued
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Combined Environmental
Insurance Programmes
Combined environmental risk transfer
programmes blend remediation cost-cap
cover with pollution legal liability
insurance and, sometimes, with an
efficient funded element.

The funded element, where incorporated,
is structured to provide the anticipated
finance necessary to undertake the
clean-up of known pollution.

However, the scoping of work and costs
associated with clean-up projects, no
matter how well a site has been
investigated, are notoriously inaccurate.
This leaves a very real risk of exposure to
vast unforeseen cost-overrun expenses.
There is also the potential for further

Key Environmental Risk 
Financing Products continued

liabilities arising in the future from any
unknown pollution that may exist,
residual contamination remaining post-
remediation and claims from exposure to
the pre-remediation condition of the site
which have been slow to manifest.

The insurance element of a combined
environmental risk transfer programme is
designed to wrap around the funded
layer, where applicable, and provide
cover against the fortuitous risks
associated with the site clean-up project,
whether they are financial or temporal in
nature. The remediation cost cap is a
"stop-loss" insurance which mitigates
the financial risks associated with cost
overruns and project delays insured as a
result of dealing with the known
pollution.

Pollution Liability
Insurance

Cost Cap

Funded Co
st

/E
xp

os
ur

e

Known/identified remediation obligations
(below red line)

Unknown/unforeseen exposures
(above red line)
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Key Environmental Risk 
Financing Products continued

The pollution legal liability element of the
programme provides cover for any on-site
statutory clean-up, liabilities for third
party property damage and bodily injury
and associated legal defence expenses
which arise as a result of any
"unknown" contamination that may
exist. It also provides cover for future
liabilities arising from the residual risks
post-remediation (e.g. if the site becomes
the subject of renewed regulatory interest
through a change of law, or there is the
recognition that the remediation
standards originally set out to be
achieved have not actually been met).

The flexibility created by combining
environmental insurance with a funded
element means that risk transfer
programmes can sometimes be designed
and placed with policy periods in excess
of 10 years.

Liability Assumption and 
Buy-Out Schemes 
These provide a comprehensive solution to
companies seeking a long-term or even
permanent exit from environmental
liabilities, without affecting the ownership
and control of the relevant property assets.

The liability for pre-existing contamination
issues, both known or unknown, is
contractually transferred to another
company (commonly an environmental
consultancy or special purpose vehicle) by
way of a guaranteed fixed price
remediation contract combined with an
environmental warranty and indemnity
provision. For a one-off fixed cost, the
client achieves a release from its legacy
liabilities and associated uncertainties and
allows a buyer to take the asset (or the
existing owner to retain the asset)
without assuming any ground
contamination liabilities.

The liability buy-out company is
contractually obliged for the period of
the indemnity to manage the
contamination issues and carry out the
necessary clean-up works in an efficient
manner to a requisite standard.

To provide security to all parties, the
company would look to underpin the
contractual exposures with a long-term
environmental insurance programme,
incorporating some or all the elements
detailed above under the Combined
Environmental Insurance Programmes
section.

The benefits of liability assumption and
buy-out contracts are fully assignable
and transferable to future purchasers,
thus provide a warranty indemnity and
insurance based solution which forms an
extremely flexible and robust commercial
tool.

Lender Liability Policies
These policies protect lenders who have
loans or investments backed with real
estate collateral. The value of the lender's
security could be affected by
environmental impairment or more
significantly the lender may have a direct
liability if it takes possession on
foreclosure or receives an equity stake
via mezzanine financing mechanisms.

In the event of environmental impairment
and subsequent loan default, these policies
will typically pay off the outstanding loan
value or the estimated clean-up costs,
whichever is the lesser amount. They also
provide cover for any third party property
damage or bodily injury liabilities that could
attach to the lender. The policies can be
structured to cover existing loan portfolios
or new loans going forward – covering the
lenders' position directly and enabling
banks to lend on higher risk deals.
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Environmental insurance and risk
financing mechanisms can be used in a
wide range of applications. 2004 saw a
greater demand for the use of
environmental insurance in more
innovative ways, including risks
associated with Private Finance
Initiatives (PFI) and Public Private
Partnership (PPP) projects, pension trust
portfolios, contingency exposures and
higher environmental risk scenarios.
And of course, environmental insurance
continues to play a crucial role in the
management of environmental risks
associated with mergers and
acquisitions.

It can be used to:

• Eliminate/mitigate potential
environmental deal breakers by
transferring responsibility for potential
liabilities to an insurer.

• Reassure lenders and investors, so
enabling acquirers to raise finance
and assist with obtaining optimum
borrowing terms.

• Protect buyers from long-tail
environmental liability exposures after
completion of transactions.

• Provide security against buyer/seller
creditworthiness concerns.

• Enhance negotiating positions and
deliver more favourable terms.

• Quantify and cap actual or potential
remediation liabilities or environmental
obligations.

• Replace the need for discounting the
sale price and so maximise return for
the vendor.

• Replace indemnities or warranties
and ensure “clean exits” for vendors
or equity partners.

• Wrap around and underpin existing
warranties and/or indemnities.

• Help manage the greater exposures
organisations have to incurring
environmental liabilities and costs
from rapidly evolving legislation.

• Assist in the management of increased
expectations of stakeholders in relation
to corporate responsibility.

• Maximise value and minimise risk
during property acquisitions or
disposals.

Principal Applications of Environmental Insurance
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The specialist environmental insurers
have demonstrated a willingness to
develop new insurance solutions and to
consider an increasingly diverse range of
applications for existing products.

There is also a greater demand for
environmental insurance to form part of
a company’s annual insurance
programme designed for on-going risks.
This is in recognition of the restriction, or
indeed absence, of effective pollution
coverage under property and general
liability policies.

This section aims to provide a selection
of case studies to demonstrate the
application of environmental insurance in
more specific and innovative ways.

Principal Applications of Environmental 
Insurance continued

Property and
Corporate Transactions

Significant uncertainty typically
surrounds the extent of environmental
liabilities associated with property. As a
consequence, the allocation of
environmental liabilities can become a
significant point of contention between
transaction counterparts, potentially
jeopardising company and property
deals. By transferring such liabilities,

environmental insurance can remove the
issue from negotiations, enabling both
buyer and seller to maximise value from
the transaction.

Case Study 1 
Property Deal

Environmental insurance unlocked a 
£15 million property transaction when
concerns over potential environmental
liabilities looked set to thwart the deal.

An environmental assessment identified
contamination beneath the property, a
former electricity transformer station,
although no remedial works appeared to
be necessary.

However, due to access restrictions, it
had not been possible to investigate
many areas of the site, and as a result it
was possible that contamination could
be more severe and widespread than
initially identified.
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The vendor, a major UK utilities
company, was to be indemnified by the
purchaser for all liabilities arising from
ground contamination. The vendor was
concerned that, as the original polluter,
they could face such liabilities if the
purchaser was not able to fund future
clean-up works that may be required.

This was of particular concern as the
purchaser was a special purpose
company (SPC) with no asset base,

established to develop the site for a
residential end use. The SPC's parent
company refused to offer a parent
company guarantee, whilst the vendor
was adamant that the indemnity
offered insufficient protection. The
result was deadlock.

Willis successfully placed 10 years
environmental insurance cover for 
both the vendor and purchaser,
providing backing to the vendor's

contingent liability without the need 
for the purchaser to provide a parent 
company guarantee. Both parties
gained considerable value from the
purchase of insurance, which cost less
than one percent of the deal value.
The vendor gained a clean exit from the
site sale whilst maximising the sale
price, and the purchaser gained
certainty that any future losses which
could arise from the indemnity would
be covered.

Principal Applications of Environmental 
Insurance continued
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Case Study 2 
Company Acquisition

A US corporation was concerned that it
might inherit significant environmental
liabilities following the share purchase of
a UK target company. Previous
investigations had identified soil and
groundwater contamination beneath one
of the company's sites, as a result of
historic landfilling as well as
manufacturing activities. Further
investigations commissioned by the
purchaser confirmed that remedial works
were needed in order to mitigate risks to
an adjacent watercourse.

By working closely with the preferred
insurer, our client and their
environmental consultants, Willis
succeeded in placing insurance to cover
the 'known' pollution as well as the
unknown. Full cover was achieved by
applying an increased self-insured 

retention to the known pollution until
the remedial works had been
completed.

This flexible approach enabled the deal
to proceed within the required tight
timescale, allowing the purchaser to fix
its maximum future exposure to
environmental liabilities and factor this
into the negotiations.

Case Study 3 
Indemnity Cover for Seller

A company had sold a number of
timber yards from its portfiolio. Upon
selling the sites, it provided an
indemnity to the purchaser for
environmental liabilities that could arise
within seven years of sale. The seller
was concerned that potential
contamination issues at a number of
the sites could present significant
liabilities within this period.

Principal Applications of Environmental 
Insurance continued
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The seller benefited from an environmental
liability indemnity when it bought the sites
several years earlier. However, the limit and
period of this indemnity were not as
extensive as the indemnity it subsequently
provided to the new purchaser.

Willis structured an insurance policy to
transfer this residual risk, with a
variable policy limit to match the
residual exposure over the duration of
the indemnity provided to the
purchaser. With compatible policy and
indemnity wording, the seller gained
certainty that any future claim under
the indemnity would be fully covered.

Case Study 4 
Seller’s Contingency Cover

A global manufacturing company
undergoing restructuring was seeking to
relocate its operations from its UK
headquarters, from which it had operated
over a period of some 100 years.

The company's majority shareholder, a
private equity firm, required a 'clean exit'
from the site sale; however the purchaser
would not provide an environmental
indemnity. As an original polluter, the
seller therefore retained principal liability
for losses that could occur as a result of
historic contamination.

Although limited environmental data was
available, it was considered inevitable
that ground contamination would be
present beneath the site, given the long
period of industrial activity there. The
seller was concerned that it could also
become liable for funding the clean-up of
the site during redevelopment works
planned following vacation of the site,
for example if the purchaser was unable
fully to fund such works.

Willis succeeded in placing a 10 year
insurance policy to cover the seller's
contingent exposure, providing it with a
"cleaner" exit from the site sale.

Principal Applications of Environmental 
Insurance continued



Case Study 5 
Agricultural Business Acquisition

An agricultural supplies company seeking
to acquire a competitor was concerned
that the target company's portfolio of
some 22 properties could present
significant environmental liabilities as a
result of both historic and current
operations. A warranty provided by the
seller was limited in scope, and obviously
did not cover on-going activities, so the
buyer required further protection from
such liabilities.

No environmental surveys had been
undertaken by the seller and the buyer
was unwilling to pay for extensive due
diligence. Despite these restrictions, Willis
was successful in placing environmental
insurance to cover both historic and new
contamination, on the basis solely of non-
intrusive due diligence surveys.

The entire placement process, including
the due diligence was undertaken within
a rapid timescale enabling the
acquisition to proceed as planned. For a
premium of approximately 1% of the
purchase price of some £11 million, the
buyer gained certainty that it would be
protected from future environmental
liabilities as a result of the acquisition,
whilst the seller was able to maximise its
sale price.

Property Portfolios

Property portfolios have long been an
attractive asset base for funds, offering a
relatively "safe" investment, generating
steady and reliable returns. Property
portfolios are not without their risks
however, as economic trends will
inevitable affect asset value and revenue
returns. Environmental risks can present
potential liabilities to stakeholders,
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including property owners, fund
managers and lenders and, ultimately,
investors.

Increasingly, insurance is being used to
manage environmental risk on a
portfolio basis. Willis has placed policies
on a number of different types of
property portfolio from housing stock
transfers to retail portfolios and pension
trusts investments.

Principal Applications of Environmental 
Insurance continued



environmental liabilities arising from
historic liabilities through the terms of
lease agreements, change of law (or more
onerous interpretation of existing law)
during the policy period and residual
environmental liabilities that could arise
from being a former leaseholder/owner of
disposed sites. The client also wanted a
solution that was cost-effective, flexible
and one that supported the overall
management of environmental issues and
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Case Study 6
Retail Property Portfolio

Willis placed an environmental insurance
solution for a major UK-based retailer
with a mixed property portfolio
comprising over 2,000 individual freehold
and leasehold sites, including warehouse
and distribution facilities. In addition to
statutory and third party legal liabilities,
the client was concerned about

Principal Applications of Environmental 
Insurance continued

risks across the European portfolio with
minimal administration requirements.
Willis was able to arrange environmental
insurance to cover the entire portfolio,
that provided protection for all the clients
concerns, on the basis of a 3–year
renewable policy, with automatic cover for
mid-term acquisitions subject to a simple
annual self-declaration. The cover was
successfully placed without the need for a
burdensome data collection exercise.



Case Study 7 
Property Unit Trust

A property fund was launched to offer
investors the opportunity of holding
equity interest in property assets through
a tax efficient offshore vehicle. The fund
was securitised via tradable bonds, a
significant proportion of which were debt
financed by a major bank.

The fund portfolio comprised
approximately 60 tenanted industrial,
retail and mixed use properties
throughout the UK, which were
transferred from an existing portfolio
owned by several life funds.
Environmental due diligence concluded
that environmental issues at five of the
properties within the portfolio presented
significant potential liabilities. Upon
transfer of the properties to the trustees,

the life funds were required to indemnify 
the trustees for environmental liabilities
associated with such properties. It was
agreed, however, that the indemnity
would be cancelled in the event that
environmental insurance was placed for
the five sites.

Despite the known or anticipated
presence of contamination at each of the
five sites, Willis was successful in placing
environmental insurance to cover the life
funds, the trustees and the bank. In this
case, a separate policy was placed for
each property, thus providing a "ring-
fenced" limit of insurance for each
property, which correlated with the
environmental consultant's estimates of
"the worst case" remedial costs.
Furthermore, this approach enabled
policies to be transferred upon possible
future sale of individual properties. As the 

properties were all tenanted, a key
risk exposure was the potential loss of
rental income in the event of clean-up
works, for example due to the need to
relocate tenants. Coverage was expanded
to cover such losses, with Willis working
closely with lawyers representing life
funds, trustees and the bank to negotiate
policy wording with the insurer.

Cover for “Known”
Contamination 

One of the many misconceptions about
environmental insurance is that you cannot
obtain cover if there is contamination
already present at the insured site i.e.
known contamination. Time and again our
experience combined with our knowledge
of the approaches of key insurers has
shown this to be far from the truth.

Case Study 8
Former Gas Works

A UK property company was concerned
that ground contamination issues at one
of its properties could present significant
future liabilities. The premises, now the
site of a prestigious leased office
development, had previously formed part
of a major gasworks facility.

Although remedial works had been
undertaken in the mid 1990s to the
satisfaction of the planning authority,
these works would almost certainly not
have met current remediation standards.
It was evident that residual tars and
contaminated groundwater had been left
beneath the site, potentially requiring
further clean-up to satisfy environmental
regulators in the future.
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Principal Applications of Environmental 
Insurance continued
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Willis succeeded in placing
environmental insurance to cover the
current owner for a period of 10 years,
even in the event that they undertook
minor development works or ground
investigations at the site. In addition the
policy included an option to continue
extending the policy annually beyond the
initial 10 years.
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Principal Applications of Environmental 
Insurance continued

Through the use of insurance, the owner
gained comfort that the costs of any
future additional clean-up as a result of
increasingly stringent legislation or third
party action would be met. In addition, the
broad coverage negotiated by Willis would
be attractive to a potential purchaser and
thus help maximise the property value
during future sale negotiations.

Government Stock Transfers

In recent years the UK has seen a
number of large scale voluntary stock
transfers (LSVT) where government
owned housing stock is transferred to a
private landlord/housing association.
This transfer is accompanied by various
warranties and indemnities including
environmental issues. Willis has worked
on a number of such deals including
involvement in investigating the role of

environmental insurance in one of the
largest stock transfers involving
approximately 88,000 properties.

Case Study 9
Housing Stock Transfer

A local authority was to provide an
environmental warranty to a housing
association upon transfer of its remaining
stock of houses and associated land. The
warranty, which covered a period of 20
years, comprised a typical format used in
stock transfers, stating that the council had
complied with all applicable environmental
laws and obtained all necessary approvals,
that none of the properties were listed on
a Local Authority Contaminated Land
Register, and that there were no
dangerous substances present on or under
the properties, or any current or pending
environmental claims.



Working closely with the council and
their legal advisors, Willis was successful
in placing coverage for the properties for
an initial period of 12 years, with an
option to extend the policy period
annually for the full 20 year warranty
period. Despite the limited nature of
environmental data, typical of housing
stock transfer surveys, Willis was able to
secure extensive coverage within a tight
timescale and well within budget, by
focusing policy negotiations with insurers
on perceived 'high risk' sites.

PPP and PFI Projects

The PPP (Public Private Partnership) and
PFI (Private Finance Initiative) schemes
continue to develop and grow with new
investment streams and development
programmes evident in the last two
years. Continued growth in such

schemes is anticipated with risk transfer
from public to private sector a significant
feature of these projects. Changing
needs in various sectors means PFI deals
are also increasing in size in sectors such
as healthcare, education, transport and
waste.

Willis have been environmental insurance
advisers for both the public and private
clients in a range of PFI and PPP projects
in housing, waste and construction
related projects in UK and wider EU
countries.

Case Study 10 
Project Aquatrine

Project Aquatrine is a water and waste-
water scheme across the UK Ministry of
Defence (MoD) properties around the
British Isles.

Under the contracts, the MoD transfer
the responsibility and risk for the
operation and maintenance of the
MoD's UK water and waste water assets
and infrastructure to private service
providers. The assets and associated
infrastructure are located in more than
3,000 UK sites which vary between large
military establishments, including naval
bases and former airports, to firing
ranges, residential estates and cadet
huts. This diversity of sites presents a
range of potential environmental
liabilities related to both historic and
operational risks.

Along with the on-going operation and
maintenance, the service provider also
assumes responsibility for any future
environmental liabilities which may arise
from the historic operation of the water
and waste water assets and

infrastructure. The project agreement lays
down a requirement to underpin this
contractual apportionment of liabilities
through the use of environmental
insurance to a wide-ranging
specification.

Willis advised and placed environmental
insurance for one of the service providers
awarded an Aquatrine contract. Willis
was at the forefront of the development
of a bespoke policy wording which
completely overhauled the approach that
had been previously applied to similar
projects. The resulting insurance solution
provided the service provider with long-
term protection which not only satisfied
the contractual requirements, but also
benefited from a significant saving to the
premium levels initially budgeted for
environmental insurance.
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considered submission to insurers can
damage underwriters' perceptions and
undermine the potential for future
refinements to achieve a more
appropriate solution.

Willis works with its clients to draw up a
risk transfer strategy. This involves
assessing all the potential risk exposures
(including contingent risks), determining
the risk management objectives and then
evaluating the various insurance options.
The next stage is to determine the
information requirements and then prepare
an appropriate underwriting submission.

Insurer Selection

Many considerations need to be borne in
mind when selecting a preferred insurer.
It is important to identify a suitable
insurer panel on the basis of clear
prequalification conditions (e.g. territorial
capability). Once relevant insurers have
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Effective Use of the
Insurance Markets

The design and placement process of an
appropriate environmental risk transfer
solution involves the expertise of a number
of parties. The process needs careful
management to ensure the final solution
provides the greatest value to the client.

In order to obtain maximum benefit from
the policy and the best possible deal
from the insurance market, the role of an
objective, professional and suitably
experienced insurance broker should not
be underestimated.

There are a number of key considerations
which should be taken into account
when designing a risk transfer solution.

Risk Transfer Objectives

It is very important that the objectives
for an insurance solution are clearly
mapped out before any approach to the
insurance market is undertaken. A poorly
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responded with insurance proposals,
selection of a preferred carrier should be
based on a set of clear criteria.

These selection considerations will include:

• Proposal terms – e.g. breadth of
coverage.

• Length of policy.

• Insurer capacity.

• Insurer security (insolvency risk).

• Reinsurance arrangements.

• Established claims record.

• Proposal pricing.

Selection of the insurer against carefully
considered criteria is key to achieving an
effective result.

Project Management

Many projects and enquiries, especially
those relating to commercial
transactions, are extremely time-sensitive
and require tight planning and
management to ensure that an
appropriate policy is ready to bind by the
required deadline.

It is important therefore to identify
project milestones, determine potential
failure points and interdependencies and
facilitate effective communication. This
can be  especially challenging if the deal
involves many different countries, more
than one insurer (e.g. specialist
environmental insurer and a captive
insurance company) or other
professional advisers (e.g. lawyers,
environmental consultants).

Policy Negotiation

The negotiation of the insurance contract
involves three main considerations:

• Legal liability.

• Technical/scientific aspects.

• Applicable insurance options.

The process will therefore involve input
from the broker, the legal advisers and
potentially the environmental consultants.

The insurer will produce a preliminary
wording which will serve as a starting
point for negotiations. The wording will
invariably require amendment and
modification to fit the specific
requirements of the project.

Effective Use of the Insurance
Markets continued



Some of the most important issues which
need to be analysed in depth are:

• Insuring agreement – this is the
operative clause for the entire
contract and therefore needs to
be as tight as possible.

• Exclusions – many insurers have
specific issues (such as underground
storage tanks) which they routinely
seek to exclude. Where relevant these
exclusions have to be negotiated
individually.

• Disclosure – there is both a
contractual and common law duty to
disclose all information that might
have a material impact on the risk
covered by the policy. It is crucial to
manage this disclosure process
effectively.

• Cancellation conditions – it is
important to match the policy
cancellation conditions with the best
interests of the insured parties.
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Effective Use of the Insurance
Markets continued
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• Severability/non-vitiation – if
there is more than one insured party,
it is crucial to build in robust
severability provisions so that the
actions or omissions of one party are
not imputed on the other parties.

• Claims management – some of
these policies will run for many years;
it is important to agree practical
claims notification procedures and
then implement policy management

procedures to ensure that the insured
parties can comply with these
obligations.

The value of the insurance solution will
be determined by the outcome of these
negotiations so it is important to rely
on an adviser with the right skills
and experience.

Effective Use of the Insurance
Markets continued



The Role of a Broker

The dynamics of the insurance market
combined with its cyclical nature result in
an ever-changing environment, with new
insurers entering the market, insurers
launching new policies (or adapting
existing products) and new precedents
constantly being set.

Companies with the opportunity to utilise
risk transfer mechanisms to transfer
liability can explore their best options
through insurance advisers, who
constantly track these changes and can
exploit developments to obtain the best
terms for their client.

The insurance broker's role should not be
confused with that of an underwriting
agent who may be tied to a single
insurance company and whose sole
fiduciary obligation is to that insurance
company. With the introduction of the
recent FSA regulations, it is now vital to
use an approved broker, rather than
associated adviser; contravention of
these regulations is seen as a serious
breach of the Law.

Recent events have led to a highly
regulated market which favours the client
and gives comfort that the insurance broker
has to act in the client's best interests,
responding to the client's demands and
needs by obtaining the best terms and

conditions available from the insurance
market at the most competitive price.

The role of the broker usually extends far
beyond the placement of a risk in the
insurance market. With M&A deals, the
broker often sits as part of an integrated
project team, constructed from a number
of key professional advisers, thus the
broker needs to be comfortable with, and
experienced in, working closely with
lawyers and consultants.

The Willis Environmental Practice has
benefited from continuing investment
with the addition of environmental
experts from a number of specific fields
resulting in a highly experienced team
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Effective Use of the Insurance
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with both broad capability and a depth
of practical experience. This level of
resource is essential to meet the many
interesting challenges which arise across
the globe when structuring and placing
environmental insurance.

Insurers are quite happy to offer their
standard products to any enquiries they
receive. However, Willis find, almost
without exception, that policy wording
amendments are crucial to ensure clients
are getting a policy which delivers the
breadth of cover that is required at a
competitive premium level. Getting the
right result demands the use of a
specialist environmental risk insurance
broker.

The Willis Environmental team in
London is a part of the Willis M&A
Practice. This Practice provides clients
and advisers with a wide range of
insurance services related to M&A and
other transactional deals.

M&A Consultancy/
Due Diligence

Specialist consultants are available to
conduct a risk and insurance due diligence
exercise on the target company to
supplement the client's own
investigations. By identifying potential
areas of exposure, we can assist both
vendors and purchasers to plan for future
contingencies.

Key areas reviewed include:

• Financial impact of the cost of
insurance risk.

• Statutory compliance.

• Identification and quantification of
contingent liabilities.

• Accrual evaluation.

• Sale and purchase/successor liability
issues.

• Appropriateness of post closing
programme.
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Bespoke Transaction
Solutions

The Practice continues to develop the
traditional Warranty & Indemnity cover as
well as seeking new and innovative ways
to mitigate risks arising out of corporate
transactions. We provide "tailor-made"
policies to incorporate any aspects of
the following:

• Warranty and indemnity (W&I).

• Successor liability.

• Loss mitigation/loss capping.

• Prospectus liability.

• Opinion based contingent risk.

• Corporate tax indemnity.

Contingency Risk Transfer

The ability of the insurance market to
price and transfer low probability, high
severity contingent risks can result in the
ability to smooth portfolio companies
balance sheets in the lead up to a
potential exit.

Such issues may include:

• Litigation buy-outs.

• Tax opinion indemnity.

• Defective/restrictive title.
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Effective Use of the Insurance
Markets continued
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Businesses have witnessed an
unremitting demand for greater
corporate transparency resulting in more
stringent governance obligations and
more onerous financial disclosures. In
the US specifically, the stakes have risen
sharply with the passage of the
Sarbanes-Oxley Act and its implicit
demand for greater transparency with
respect to corporate risk exposures. With
environmental liabilities more visible than
ever, corporations are under more
pressure to manage, contain, and
transfer these risks.

In response to these drivers, the US
environmental insurance markets have
continued to grow and, for many
mainstream insurance companies, this
has become a significant line of business.

Willis estimates the worldwide premium
income from environmental insurance
exceeded $2.75 billion for 2004, an
increase of over 10% from the previous
year. This does not include premium
flowing into various European pollution
pools or the limited pollution cover under
the general liability offered in some
territories. At least 90% of the premium
flow into the speciality environmental
insurance market is generated in the US
where market conditions in 2005 remain
buoyant.

In terms of pricing and capacity,
environmental premium increases have
remained fairly constant with most recent
product lines showing average increases
for 2004 under 20%. This situation has
not changed significantly in 2005.

Current Developments in the US
Environmental Insurance Market
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Total market capacity available from the
primary environmental markets has
reduced to $500 million in the past few
years. Some insurers are able to offer
limits of $100 million on a single
placement and as very few projects
require limits greater than this, the
reduction in market capacity has not
been problematic.

Some new products have been launched
in the past year including a new
"internet" based storage tank programme
and a number of combined programmes
(combination of existing products) aimed
at providing more cost effective solutions
in single policy form. Liability transfer and
guaranteed fixed price remediation
programmes are playing an increasingly
prominent role in the management of
legacy liabilities as organisations seek to
present clear and credible evidence that
these liabilities are being efficiently
managed, funded and transferred.

US Insurer developments are summarised
below:

ACE Environmental
Now into its third year, ACE offers a
range of pollution products and works
closely with the traditional primary and
excess casualty units of ACE USA to offer
a whole-account approach to
environmental risk.

AIG Environmental
AIG remains the largest environmental
insurer leading the market in the use of
blended finite risk programs that support
long-term, multi-year policies. In 2005,
AIG aims to increase its use of its
"EAGLE®" product, a combined general
liability and pollution legal liability form.

Arch Insurance Group
Arch is in its second year of providing
environmental products. It offers
coverage on both a primary or excess

basis for most products with limits up to
$25 million. Product offerings include
Pollution Liability, Environmental
Consultants Professional and Pollution
Liability, Contractors Pollution Liability
and Combined Pollution Products.

Chubb Environmental
Chubb has re-structured following the
loss of a significant portion of its
underwriting resources in 2003. It has
added new staff and retained its existing
renewal book demonstrating its
commitment to writing environmental
business.

Gulf
With the purchase of Gulf by St Paul
Travelers, Gulf has exited the
environmental insurance market place.

Current Developments in the US
Environmental Insurance Market continued
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Liberty
Liberty continues to be an important
environmental market for more
straightforward placements. It will
continue to emphasize annually
renewable business although it will
consider multi-year terms.

Quanta
Bermudan based Quanta Capital
Holdings Ltd, established in 2003.
Quanta has a capacity of $50 million
with the ability to increase this to 
$100 million on specific deals. Offices
are in Bermuda, London and Dublin.

XL Environmental
XL offers multi-year programmes but is
aggressively pursuing annually renewable
pollution business, especially with the
manufacturing sectors. XL's capacity
remains at $50 million. In 2005 XL
planed to increase availability of its
Remediation Cost Cap product.

Zurich North America
Zurich is continuing its strategy of
straightforward protection to corporations,
municipalities and local governments for
the full range of potential environmental
liabilities. In 2004 Zurich's biggest growth
area was its storage tank product plus
casualty lines; they expected this trend to
continue in 2005.

Current Developments in the US
Environmental Insurance Market continued
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Practice Leadership

Nathan Sewell
Co-Head International M&A Practice,
Nathan leads the Environmental Team,
bringing substantial experience gained
within the financial products insurance
sector.
+44 (0)20 7975 2522
sewelln@willis.com

Alistair Lester
Co-Head International M&A Practice,
Alistair has experience in the majority of
insurance related specialties associated
with M&A including due diligence, entry
and exit transactional products and
portfolio company requirements.
+44 (0)20 7975 2494
lestera@willis.com

UK

David Barr
David's extensive experience of
environmental risk assessment,
remediation planning and  financial
modelling gained in environmental
consultancy provides an invaluable
technical resource enabling the design of
innovative insurance solutions.
+44 (0)20 7975 2310
barrd@willis.com

Fiona Gray
With a background in the construction
industry and environmental consultancy,
Fiona is highly experienced in providing
risk management and insurance advice
at both a strategic and local level to
clients across a range of industry sectors.
+44 (0)20 7975 2330
grayf@willis.com

Key Contacts and Biographies



William Booker
Will completed a BSc in Geography at the
University of Birmingham in June 2004
and joined Willis on the graduate scheme.
Now a Project Executive working within
the Environmental Team of the M&A
Practice, Will conducts insurance due
diligence studies and has involvement in
placing business with the London Market.
+44 (0) 20 7975 2296
bookerw@willis.com

Antoine Parmentier
Antoine has a Masters in International
Business (CERAM Sophia Antipolis) and a
Masters in European Business Law
(University of Paris). Antoine joined Willis'
M&A Practice in December 2004, having
gained previous specialised risk and
insurance experience from another major
broker.
+44 (0)20 7975 2189
parmentiera@willis.com

Sweden

IngaBritt Hook
Having graduated in and practiced
contractual law, IngaBritt transferred to
insurance in 1984 focusing on product
development and underwriting. Since
joining Willis in 2000, IngaBritt has
specialised in both environmental and
professional risks insurance.
+46 8 463 8985
hooki@willis.com

Charlotte Lagergren
Before joining Willis in 2004, Charlotte
spent eight years as a Senior Vice President
at a major insurance broker with
responsibility for building the M&A Practice
in Sweden and the Nordic region as a
whole. Charlotte draws on more than 18
years of experience of the insurance
industry.
+46 8 463 8982
lagergrenc@willis.com
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Italy

Sebastiano Doria
Sebastiano has experience of both the
London and Continental European
Insurance Markets and now leads the
M&A Practice in Continental Europe for
Willis. Sebastiano has been heavily
involved in the private equity sector for
the last six years having joined Willis from
a major international insurance broker
where he headed up the Italian M&A
Practice incorporating responsibility for
Pan-European relationship management.
+39 02 4778 7301
dorias@willis.com
(Also in London)

Andrea Bono
On his return from a number of years in
London working for the Willis Italian
Property & Casualty desk, Andrea
initiated the marketing of environmental
insurance products in Italy for the Willis
Italia Major Account Division.
+39 02 4778 7301
bonoa@willis.com

Sarah De Rocco 
After a degree in Economics of Financial
Institutions and Financial Markets and
experience with a major financial
institution based in Paris, Sarah joined
the Financial Lines Department of Willis
Italia in 2003. At the beginning of 2005,
Sarah became part of the Major Account
Division with a specific focus on the
environmental sector.
+39 02 4778 7301
deroccos@willis.com

Key Contacts and Biographies continued



Germany

Sandra Garfia Humanes
Sandra joined Willis Germany in 2005
having finished the studies of Business
Administration and Civil Engineering at
the Darmstadt University of Technology
studying Economics, Law as well as the
Environment. Sandra had previously
worked for a leading environmental
consultancy for a number of years
working in environmental due diligence.
Originally from Spain, Sandra has lived in
Germany since 1995.
+49 (0) 69 959 31 238
sandra.garfia-humanes@willis.com
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Jurgen Reinschmidt
Having been with Willis since the mid
1990's, Jurgen now leads the Liability
and Financial Lines Department in
Frankfurt office. Since returning from
working in the London office, he has
concentrated on M&A related project
business for both large domestic and
complex international clients.
+49 (0) 69 959 31 265
jurgen.reinschmidt@willis.com

For information on North America,
please contact:

Michael Balmer 
+1 617 351 7530
balmerm@willis.com
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