· ENVIRONMENT INSURANCE ISSUES

As many of you already know, environmental coverages can be one of the deciding factors in closing commercial real estate transactions.

Whether this coverage is required by the buyer of the property or the lending institution, the practice of requiring coverage before the close of escrow is becoming more common.

Here are three examples of the types of coverage that your client may have to purchase:

I.) REAL ESTATE ENVIRONMENTAL LIABILITY:

Purpose: To provide the real estate investor, property owner and developers with first party on site cleanup costs, third party bodily injury and property damage, including defense costs.

Coverage can be generally be provided for a policy term of one to ten years.

The policy can generally be assigned to a new owner with proper documentation.

Optional coverages can include first party business income protection and first party rental value for an additional premium.

II.) ENVIRONMENTAL REMEDIATION STOP-LOSS

This coverage is sometimes referred to as a CAP COST POLICY.

A client has discovered that there is a pollution problem on the property. There is no pollution policy to cover the costs of a clean up but the owner is being required by a State or Federal Agency to “clean up” or remediate the property.

This type of policy will provide protection above the estimated clean up cost, usually with a 10% (of estimated costs) self insured retention. This will protect the property owner against cost overruns, greater than anticipated contamination, and general cost escalation.

Potential clients for this coverage include commercial property owners, developers and real estate portfolio owners.

III.) LENDER ENVIRONMENTAL PROTECTION

This policy addresses the needs of financial institutions ,investors and banks.

The coverage afforded by this policy is to provide collateral value protection, in the event of a loan default as a result of a pollution event. The loan default must be tied together with the pollution event.

Potential clients for this coverage could include commercial banks, investors and other financial institutions.

BORROWERS REAL ESTATE ENVIRONMENTAL LIABILITY PROGRAM

This policy provides borrowers of lending institutions the ability to transfer the environmental risk to an insurance company. This is an alternative to traditional lender requirements to provide a new Phase I report.

Coverage is provided for first party on site clean up costs as well as third party Bodily Injury and Property Damage, including defense costs.

Claims Scenarios:

A real estate developer acquired land that was previously used for farming, They intended to build a shopping mall. The Phase I report showed the property to be clean. When excavation began, the developer discovered buried drums of herbicide and pesticide. The surrounding soil was contaminated and needed to be removed. The cost to remediate the soil and remove the drums, $750,000.

A mall owner rented space to a dry cleaner. Subsequently, the dry cleaner went out of business and vacated the premises. After an investigation, it was determined that the dry cleaner was pouring the solvent down the drain. The nearby groundwater and soil were contaminated and had to be removed. The property owner was responsible for the clean up and the cost was $1,000,000.

A property owner decided to remodel and expand his shopping center. During excavation, a leaking underground tank was discovered. The petroleum in the tank contaminated the soil around it, at levels that exceeded regulatory guidelines. The clean up costs were $175,000.

There are, to be sure, many conditions that could otherwise generate a request for environmental insurance evaluation.   Recently, banks are trying
to protect their loans by demanding the buyer to secure environmental insurance.

This information is intended as an overview of some of the types of environmental coverage that is available in the insurance marketplace.

It is not intended to be a comprehensive synopsis. Thank you to Zurich Environmental and X/L Environmental for the use of some of the information provided on their website.
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