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This report surveys the conception, managément'frame and implementation

needs of construction insurance, as particuiarly applicable to large

projects and as mainly seen from fhe owner's paint of view. After an ‘
examination of the tréditiona] épproach to construction in§urance; the
aftributes of iAsurance a§.a projecf-oriented service are defingd an&

their relation to the Project Management approaéh (through risk-manage-

‘ment) js established. The current trend.of‘owner-suppliea and controlled

" insurance (wrap-up) 1is aﬁélyzed in detail. The report presén;é in détail‘

the insurance treatment in the construction contracts and describes the
structure and content of the insurance poiicies. Risk analysis and fﬁs

quantitativé methods are briefly reviewed and the dependence of in-
: , “

,-éuranéé decisions on them outlined. Sample texts of contract clauses,

policies and insurance-related information are annexed for reference.
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. INTRODUCTION .
Jd.1 Scope and Structure of Report

This report is intepded to familiarize the fe;hnicaT reader"witﬁ
the subject of construction insurance a£d to introduce the concept and
practice of project-oriented.insurance, as emp]oyéd on thé large projects
of today. It is therefore particularly addressed to participants of
engineering and management teams for large constru;tion‘projects, where
the considerable pqrtion of the overall project cost fhat risk and
insurance management représent and the("n@tura]" applicability of Project
Management fo their exergise, make the traditional knowledge gap between
technical and risk-insurapce matters a feature of sizeable inadequacy
for the intendedly successful project. |

Thé report is mainly width-orien;éd, ajmjhg to cover both
éonceptga]ly and‘praética]]y the wholehrang% ofkinformation pertain%ng
to the qutﬁfication, the alternatives, the pdrt%cu1ar industrial cha-
racteristics, the purcﬁaﬁe and handling, and the project related. matters
(of‘construction insurance fof the project. The only'"gepth“ dimension .
outlined 1is the fuhctional‘dependence of insurance-related decisjons on
the overall exercise of risk analysis and treatménf for the project, or ‘
what currently is called risk management.. Adoptiﬁg the owﬁer‘s point-of .

_view, the report surveys and compiles 1nformatiop from related pro-

" fessional literature in a matter,which will permit\its eventual use by .=~

‘ \

" ~ -the PM group. . o 4 \

*
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The contents of the report are structured as follows: Chapter 1

. A » L]
introduces construction insurance and focuses on it through the in-

dustrial--environment of the large project. After briefly examining the_

traditional approach to in§urancejin Chapter 2, the qualitative criteria

—for the handling of project insurance are examined in Chapter 3.

&

'Chapter 4 details the contractual moda]itﬁes.inVolved in gpegifyingp

and purchasing insurance. Chapter 5 reviews the ﬁuﬁttipna1 role of the:
PM group in estgblishing and putting i;to effect ah insurance @anagemeqt
tool. The main’points of the report are then summarized in ﬁhapter 6.
The non-scholarly treatment of this subject to date and the
attempt Werein to put together in the text a wide variety of multi-
disciplined professional opinion, reduce the app]icaﬁi]ity of fhis

report's parts as independent tools of action for the project manager.

" Instead, its use §s seen as an -introductory text aiming to the formation

~ of a possibly complete and instructed attitude towards decisions on

B

project insurance.

)

1.2 The industrial Environment of Today's Large Projects.
\ , 1"

“ Technological advancement, ability for mass application of

resources arid economies of scale thanks to. size, have increased in the
last fwenty years the feasibility of majot, multi-discipline technical

undertakings,\1n response to the equally inereasing in size and

complexity needs of the economy. The resulting projects are characterized

by huge investment amounts, spread over many years of managed expendi-
tures as well as by a multitude of industrial services for their

realisation. Engineered construction work, as a major companent of

this trend, best il]ust?ates the comprehensive:control structures and.

L
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- the formidable mobilizationi of resources required for'the successful
accomplishment of a large proje&t. ) ’

i \\;\ . The industry éxecutes the_construction of large projects through
the traditional ‘framework of ownerfconsultant-contraetor bound together
unreugh a variety of}contractual agreements. However, a number of major
features which uniquely describe a large project have given to the
industry quite a specialized commercial context:

1.. Owners will moét likely be public bodies, utilities or governments.
They‘will Justify the project investments using uti]ity eriteria
which are complex and often 1mprec1se or not str1ct1y econom1ca1
over the long term (workforce absorpt1on regional soc1o -economic
development etc.); |

2. The projects themselves will often require exceptibna]iy thorough
and mu1t1 -disciplined engineer1ng for their sound rea]ization (e.g.
power or process plants). In addition, engineers will be required
to supply a uide variety of project procurement services; '

. 3. Large projects are-mostly "international", either because of owner
and 1ocat10n or because of the necessary en]argement of the: in- A
dustrial market to which they appeal. Consequently, the economic
and legal frames of the industry's operation are greatly affected;

4. Volume and rate of expenditures wfiﬁ usua11y forbid'prime role to

ﬁwa sing]elbusiness enterprise. Pools or consortiums on the national

and 1nternationa1 level will be required to handle the construction '
services;

‘5. Lengthy construction durat1ons:combined uith the nigh'expenditure

leveis create attendant risks for the 1eyge projects;

6. Financing will come from a wide variety of speeialized lending



—

~, ]

v—Yl

44}\./

(o

institutions, from banks or conﬁbrtiums of banks, to government
agencies and internat%ona];deVe]opment grant pfograms. The input of
the lending institution on the economic justificatéon and mqpagement ‘
of the project will be significant; and ' | '
7. The multitude of parties and operations: during project procurement
" will impose strict, meaningful and realistic drafting and enfor-
" cement of contradtual relationships, aimiﬁg to'c1ar1fy responsibi-h
, lities and';inimiie conflicti ‘ :
~The above %escribed«%ndustry constraints are further accentu- , %
lated by the "traditional” construction industry drawbacks of product :
uniquenesskand inherent ihadaptabi1ity to theoretica]]y'assessed ino-
vations. The highly variable environment of construction from project
to project and the usually vefy restrained resources of its practice
(through keen competition), will impose tailor-made and particularized
squtiqns to proSlems, prohiyiting repetjtiye application of theoreti-
cally dssessed practices. Hence, the unique phenomenon in constructfon, ‘
of tﬂéoretiqal research being advanced béyoﬁd the industry's ability_ ’ 'y
. fo use it (18). Reflecting such causes in its base functions, the '

industry still shdws fragmented signs of awareness of the frame of

operatiops required by large projeéts. Without the “normative" influ-
ence of a Project Management system in the project, the 1ndust?y would
be left with 1ittle incentive to treat the large.project differently, 1

in a modern, more effective manner.

1.3 The Project Control System
' Cost consciousness and strict administrative responsibility

through thg'owners' organizational structures &eve]oped over the last

N . . .
—— B npm——— - e v e s - . - - - v -
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t\gu]ate its distributlon to the project participants And as'a deci-

©

ten to fifteen years, has enabled them tp be?o\me more knowiedgeabie and

more control mifided over théir expenditures than ever befére: In re-

™

flection of the ‘general confl i‘.ct of interests problem for the -economy
that scarce resources represent iarge project\investments con'ie under
scrutiny ?rom a w1de variety of' public and busmess 1nterests from 4
conception to completion, regarding the soundness of their feasibiiity
and managemenf? The suppliers of funds for constrUCtipn, in their con- -
cern for a return on their investmdnt consistent with their objectives
wisﬁ/ impose'severe management and adminiétrative criteria, guaranteeing
the safety and approprikhandhng of their money And iar;ge proaects
constitute of course a prime area where concerns such as these come
into focus. ° ' : . ." RN

In resporise t.o the requirements set a'bove,'a's well as in ‘section
1.2: the industry, th'rough the cons.uitahnts, the contractor;s .and”the,.»
rest of the supporting services s'up'p’liers., wiif have'to operatg through.
a soundly managed budge’ti’ng, pianmng and controi system Project Mana-
gement,’ extensively defined and élaborated in the professmnai 1itera- :
ture in the 1ast decade, constitutes the most,comprehensive form of-;
such a system. In Project Management practice, a separ‘ﬁte executive’
organization wii‘l be set up by or for the owner and’ put intp effect the
functions of pianning, organizing, supervising and controlhng for the
whole pg'oject ifi). Projvect Management will function ba\sicgily as a

screen for the project related fiformation and will.

on tool. and me.gium, it wii] provide the necessary project oriented

and "normative" technique “for a consistent handhng of probiems

v This report asimés the Project Management point of view and

.',_, [

‘ A : -
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at

Y

U




1.4 Project Risk Management and Insurance

N

.

. 6

' the effect that the existence of a PM process has on the hgpd]ing of the

issues of risk and insurance. Both elements of information handling and

deciding will be examined as best serving the perteiﬁgd interest of

sge owner and the project as a whole.

3

-}
For most large construction projects, expenditures are engaged {

“(contracted), under an uncertain degree of knowledge for the final cost®

to. the owfher. The project's eﬁgineeredﬁdesign primarily and the estima-
tion ef the general procurement conditions on a second level by nature
conta1n uncertainties” regarding the f1na1 outcome of operations. These
uncertaznt1es, arising from control1ab1e or uncontrollable sources as

far as the project part1c1pants are conﬁerped (efficiency of design vs

weather;'for example), oblige them to support risks for costs, time

. and resoureps which ultimately are transformable to dollar amount risks.

R1sk, can be defined then as the exposure to economic loss (or gain)

' under uncertainty (18), or state}another way, a vamab'le in the pro-

" cess of constructing a progect whose var1ance results in uncertainty

in the final cost to the owner. (19) Thus, risk is measured by dollars

Risks can and need to be 1dent1fied (18), (19) in advance and

have their order of mignitude’ assessed, to ‘the best know]edge of the

project management group. Risk management then; within the project
manageiient objectives, will try a) to minimize' those risks and b) to
properly al]ocate them through the proaect S, contractua1éarrangements
and the'services available, both actions directed to the best interest
of the owner. The need to incorporate the interaction of risks that

take place through the various activities of the large and compl ex
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project into the risk management policy to be adopted, best illustrates
the behefj% of pursuing such a comprehensive risk management approach.

: ' . e 4

Traditionally, risk inteyaction was neglected since risks are treated
separately for each project part (cbntraét). The minimization and allo-
cation of risks will be examined qua]itatiée]y in chapter 3 and quanti-

tatively in chapter 5 (20){19). ¥

With such a risk maﬁagement!aplicy in effect, the owner and

each of the other participants in the project will finally be left each "

with his share of the risk to bear .through the industrial service he

. is offering. The transfer of risk at this level through the purchase

of insurance will be defined through the followihg’ﬁgctbrs:

1. Thé businesg_preferencesfgnd practices of the risk-taker;‘
The naturefof the risk (i.e. whether it is insurable or not);
The appliq%bifity of contractual c]auses.réquiriﬁg insurance;
The existing related legisiation; |

.. The standard indusfriallpractices; and .

Last but not Teast, tﬁe‘ag;ordability offﬁE&ping the risk.

By buying insurance, the insurer assumes the financial impact of a

’ pa#é?cu1ar risk, for a partfcu]a; time period under a fee or rate. This °

.is done through a contract between the insured and the insurer, backed

4

_as-far as the 1egai relationship is ¢oncerned by the document called

theqinsuraﬁée po1icy. The "policy is more or Tess - standard and ‘the

contract quantif1es the dev1at1ons from it, particularly pertaining to
the risk 1nsured‘18) ' T

The 1nsurance 1ndustry 1s ‘a professfona] risk taker. Its social

function is to provide the device for the accumulation of funds out of

L

which losses are to be pgjd. The accumu!gtion fnvolves transfer and

ot £ e Fas T At =
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combination (pooling) of risks (18). Put more illustratively, the

insurance industry is one of the cogs which keep the wheels of the ¢

, &onstruction industry turning smoothly by absorbing risks which

individual firms could not possibly afford to accept, as acc{dentg_
will always héppe;, whatever protective measures are taken (8).
Insurance, operating on the 1ay of Targe numbers distributes losses
and converts the‘contihéency (otherwise imposed by uncertainty) infoa
a fixed cost (the premium),.Thé }hsured pays a.certain amount instead
of facing the exposure t; Toss of an uncertain amount. It becomes

decisive to note here that the total premium fequired for a certain

risk cover will include the mathematically defined loss correspondent

~amount plus the value of other'services provided by the insurer
(inspection, expert advice etc) plus his administrative overheads. This

" compos.ition @f the fixed cost that insurance finally means_to the

. . f
insured becomes a critical factor for the management of insurance (18).

-

~ The significance of insurance as an investment protection
cannot -but be adequately emphasized. The financial inétitutions on the
one hand and the professional engineering assoctations on the other,

through the standard contractual conditions guides” they publish

.continuously contribute to the efficiency of the industrial frame

where the service is carried. Insurance is by.far the mo¥t common ‘and -

universal way of tneafing risk;. In large pquect construction, after: -
risks are minimi?ed by‘éound engineering, procurement and control
practi;es, what risk manaéement essentia119 comes to is insurance
ﬁanééemeht. ' ‘ |
. . 3
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1.5.  Tyends in Insurance Cover Control ,
. | ‘
Traditionally the owner, through the contract conditions will

transfer all, or nearly all risks of the project to the business
eptities with which he is’ in contractua1.re]ationship.'Each of the
participants -then, will seek tnsurance within the context of the

service he-is performing for the project. The owher‘tﬁus is indirectly
protected against the risks. The size and multi-contract content of a
large project imppse‘severe constraints on the adequacy of this approach
1n‘pfbtectingrthe owner. The multitude of po1ipiesAwil1‘present
interpretation uncertaintieé,_gaps of overall cover or Qup1icat10n of
cover and cost. Hence, the trend toward comprehensive, owner-controlled
insurance comes into focus. ;

It is only in the last ten years that the comprehensive approach

of project insurance has been treated aS\a,key constituent in the overall

framework of risk management on the project lével, and hence included by

principle 1in the duties of the project management group. The economies of

scale and the increased control offered by the comprehenste appranh

_however, have 1ong'been’recognized in the construction of major projects,

undér the "wrap-up" 1n§uraﬁce‘concept in North America, or under variou§
forms of owner-controlled insurance abroad. Tﬁe u.s. Départmept of
Trdﬁsportapign has recently jnvestigated the trend under two reports,
“Bétférfbontricting'for Uﬁderérouﬁd Constructioﬁ";.NRé-]974 and

“Insurancg for Urban Transportation Cons%ruction". Barret-1977 (19).

" In Greaf Britain, the insurance 1ndustry'was first €d.identify the merits

of .the trend, E.M. de Saventhem, “Introduction to the Insurance of
Cohstructioh:Projects“ - 1968 (1), and continue through with an extensive

dialogue in the*proféssiona1 1iferatuté*up to now.:
H .

~ o, .




.. and the cautious regard towards "just another bureaucratic constraint”

" of North America, is quite illustrative of the ongoing controversy.

" towards owner-controlled insurance wif]_have~to be researched for

10 ' ~—
The trend towards large projects in the last twenty years.:hqs
definitely provided the ideal ground for the‘deve}opment of the project
insurance concept necessary ¥or effective control.gver the complex
undgytak1ng The industry is still far from consistently adapting to the
needs and practices of owner-controlled insurance, reacting to the ~
fegture'of add1t1ona1-regulat10n over 1ts‘bu51ness practices that the

concept effectively implies and imposes. The difference of attitudes

- between Europe, where the conczpt mostly receiXES'professibnal back-up,

Project insurance must be understood as a project oriented
attitude for decision§ rather fhan a set of specific solutions for the

desired cover. Both the traditional approach and the current trend

adequacy of answers. In the following two chapters, these two constitu- |

ents of the project insurance 1mpTemenfation ;re;qua1i;ativeiy examjhéd.




CHAPTER. 2
THE TRADITIONAL APPROACH

~In this chapter thehtraditional approach to construction

insurance will be out]ined: A description of the contractual scheme which’

) fs usually followed in construction will show how risks are transferred,.
as well as tﬁe most common schemés through whicﬁ'insurénce is provided.
The‘most important characteristics of the traditionai insuran®e practice,
from thé owner's point of view, will be s&etchgd and qga]itative]y

»

summarized in the end.

2.1 The Parties InQolved and Their Contractual Relationships

" There are innumerable types -of contractual relationships that an .

owner can use for the construction of a project-today. They vaFy in
format; content, method of pricingAand payment, who contracts wi;h whom,

what i's contracted for and whether the contracts are bid or negaciated

(4). In gengral the entities invoived are: ‘

3

‘ ‘ N
~ . _ 1. The owner and his responsible agent(s) or PM group;

( 2. The consulting-engineers and others providing professional services; -

3. The construction contractéks hnd,subpliers of equipment, maiéfﬁa]s
~and industrial ser?ices; and ' ‘ \
‘ 4, 1For the purpose of th1smreport the insurance compan1es |
v Theoretically, the owner will contract out all the services required ‘
'(eng1ngering; constructlon, procurement and/or management) under four .
basic types of arrangements (4): | - ‘ o -

1 S




3

Construction by a general contractor, engineering and services by -

a consultant;
»

2. Turnkey package of engineering-procurement-construction;

3. Construction management contract(s); or

N

4. Many separate prime contracts and project management.

N

Whatever the project procurement _scheme, “the responsibility for

the cost of making good any damage to the works or any liability claim

‘ against the 6wneg, during the period of construction and the

commissioning/maintenance period, will be defined in the contracts'
general and special condftic;n; (12). The Institution of Civil Engineers
(UK), the "Fédération Internationale des Ingénieurs Conseils" (FIDIC),

és well as many other professional- organizations, have issued standard
contract ‘conditions clauses to this effect, which establish the legal
context of the owner-contractor relationship. The contractual trénsfer .
of risk and the required time-vlaljdity of the relevant policies, will
have to be defined in relation to the passage of responsibility for the
projeiit property in whole or in elements from one party to ”alno‘ther. In. .

the traditiona] approach, through the use of "hold-harmless" and

"'1demnificat1on" c1auses construction contracts typica]]y require the

contractor to assume the owner s and engmeer s legal 'and financial
Habihty for construction risks, or to provide msurance for' the joint
protection of h1mse1f and the owner (15) Except for ;he provisions which
treat faulty design or lack of evi dence of reasonable care on the part /,/
ofl the engineer, and which fall in the content of the standard //‘
professioﬁa‘l Tiability cover for the engineer,. all the other 1nsyr‘;ble

: - - ./
risks of the project will be borne by the contractor. Any insurance
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policy will be contracted in the joint names of the owner and contractor.

2.2 The Qover Policies: Types and Contenf
- ,

the ba;}

A poljcy is quaTifative]y oriented, is written in legal language and is

2;/%éntioned in section 1.4, the insUrance policy constitutes

document which defines the services of the insurance industry.

desfgned, as far as.the content is concerned, to depict exactly the

éck-up f;rma1ities for the cover of a particular risk or a group of
///ziéks. The quantitative elements which will enforcc and activage the

policy areﬂiﬁc]udcd in the insurance contract$between the 1nsuced and
the insurer. The 1cpg~years of practice’and intéraction between the
inéucance.and constructioc ﬂﬁdustrﬁes have coﬁvenien@ly standardized
the group1ng of construction risks, and the design of policies for
the cover of these grouplngs of r1sks has also been standardized in
consequence. So, regard]ess of the precise and desirable cover, a

; major construction/aroject will normally encompass a number of -

\different po!icié; during the construction period and many others*fn
its operatvon phase.ﬁThe fo]low1ng list is meant to be read two~ways
fwrst as a,l1st1ng of the-major insurance po]1c1es 'to be requ1red
and second, as a comprehens1ve listing of coqstruct1on risks with

&

their,ccntent as a guide (1)(15)(7)(8)(16):

‘ 1//Ccntractor's A1l Risk (CAR) (or Builder's Risk in“No}th Ahcrica);
/%’ Covers. loss or destruction and mater1a1 ~damage of the’ project
/ property and 1nsta11at10ns themse]ves, prior to the owner s
" contractual acceptance It is the main and most direct protect1on

of the 1nvested value of the prOJect ) ‘ N

2. Contractor's Constructional Plant and Property - Covers loss or
: . \

3]
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destruction of. the contractor's equipmént and temporary installations

',fj

for the project
3. Third Party Pub11c L1ab111ty, Covers 1nJury or death to members of

the public, due to the project construct1on operat1ons or damage to
their property '

4. Contractor s Contingent L1ab111ty Covers 11ab111ty for part1es for

\

wh1ch the contractor is, respons1b1e to the owner (i.é. subcontrac-

tors). |-

0’1

. Contractor's Contractual L1ab111;y Covérs the assumpt1on by the

contractor of the owner's 1ega1 11ab111ty as st1pu1ated in the terms

ofﬁ:he contract. N o (

O’\

Aut mobile and Motor VehIGIé This po11cy is always apart as it is

mostly required by country or mun1c1pa1 laws. -

7, Workmen's Compensation Covers T1iability for iojury and indemnifi-

cation of employees during the period of construction. The policies

N

" are mostly regulated by legislation and are standarized.

8. Owner's Liability Insurance Covers the owner's normal operatlons

~and protects him from 1iability that arises from negligent acts of

A

himsel f or his employees.

9. Employer's Liabi]ity Insurance Gives broader coyerape in coﬁjunc-
tion with the legal requirements for Workmen's Compensation
s Insurance. .

.10, Umbrelta Excess Liability Accord1ng to needs, this policy will

comp1ement all other 1iability policies by covering their exc]usions,
for a more adequate overall protection.
11. Many .other forms of secondary coverage - policies, touching norma]

‘business practices of contractors or 1mposed by Taws (Fide11ty and

v

\




Forgery, Extra Expense and Business Interruption, Soc1a1 Security,
Care Custody or Control, Burglary Robbery and Theft, Comp]eted
Operations Liability, Vendors Liability etc.).

12. Professional Indemnity. or Liability The po]icy‘protects the con-

sulting engineen against error, omission or neglect in his duties to
- |

, | . , .
the owner during the design and construction phases of the project.
R ¥

In addition to the above 1isted insurance policies, the owner and

~the project will need protection against the risk of business insolven-

cy or failure-of the: contracted firms, due to their overall commerc¥al.
operation. This is traditionally done through the requirement that each
firm involved, posts in favor of"the owner a variety (as required) of

surety bonds or bank guarantees, guaranteeing to the owner the satis-

:(factory accomp11shment of the contracted service. Bonds and guarantees

L%

%

are issued and enforced through a separate industrial circuit. However,
their effect as risk-management élements and their cost through premiums,
require their cons1derat1on, comprehens1ve1y with 1nsurance

CAR Genera1 Liab111ty Risks (grouping po]1c1es 3, 4, 5 7 and

8) and Professional Indemnity Insurances are of the most importance to

the owner as d1rect1y affecting the performance of his 1nvestment

Bonding 1s equalIy 1mportant on another level. A closer ﬂook at them in
the follow1ng paragraphs wil] facilitate undoubtedly the conception of

the components of a comprehensive project insyrance treatment.

[4
.

2.3 Surety Bonds and Bank Guarantees

Given that one of the parties to a contract may be unab1e to
FUlFil its terms. the ather party may require thatfthe performance of
the contract be guaranteed by a responsible third party The third party
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method of.risk transfer, but to the obligee, the financial p;otection

" ~quahf_ymg sureties, as far gs the1r financial capac1ty-w111 perm:t

. 6 -

(sUrety_or’bank) guarantees the performance of the "prineipal" (con-
tractor on owner) to the "ob1igee“‘(owner or contractor) to.the full
monetary ?mount of the contractua] ob11gat1on (face-value of bond or
guarantee? (18). Surety bonds are most commonly used, while bank guaran-
tees have to be specifically worded and formed, for equal effectiveness.

As already outlined, bonds or guarantees are a non-insurance

provided c1ose1y'resemb1es_insurance. The main differences are: a) a loss
undet surety bond may be caused intentionally by the principal, whi1e

an insnrance Toss shoutd be accidental and b) in the event of a 1oss,

the surety or bank can turn to the pr1nc1pa1 for re1mbursement which ’ !
is not the case 1in insurance. The issuance of a bond or guarantee is
based on a sound 1nvest1gat1on and assessment of the bu51ness perfor-
manc# of the firm:. The issuer will rarely post a bond’ guaranteeing
perﬁormance above the firm' s'real ability. The so called "bond1ng
capacity" of a firm, thus defined, will constitute an objective third .
patty 1ianility, with real value as an investment protection. On a

secondaty level finally, the ob1igee certainly has interest in pre-

them to ‘undertake the pr1nc1pa1 s obligations in case of defau]t
ag(s). " '

Practice and tradition have standardized the types of bonds and
guafanteee typically required by owners for their protection. The main /
typeé are (]5)(18)(5@:‘ ' . ‘ o )

1. Bid bonds, guaranteetng sound bfqding ny firms and acceptance.ef .
the contfact'by them, if awarded; ‘ |

2. Performance b°“d§' guaranteeing the satisfactory completion of the,

El
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’contracted work, are the obligee's most comprehensive protection
through bonding; and |
3. Payment bonds, guaranteeing the prompt payment by the centractor,
for the procurement of labor and materials to the works.

While the face value of bid and payment bonds can be fixed at a reason-

ably sizeable amount, enough to provide‘the necessary incentive for the

contractor to honour his pid and fulfill his obligations to his workers,

performance bonds will normally be posted for the full amount of the

- contracted works. Gradual and timely receipt of the works by the owner

[P e

(transfer of proprietorship) ~:ij;rwe‘l1 as the existence of separate labor

and material payment guarantee§’/w111 significantly relieve ‘the bond1ng
level, and consequently the cost of its premiums (1)(6). .. ’
The cost of bonding premfums, borne indirectly by the owner

through contractual payments, represents mainly the surety's inbesti-

. gation expenses and overheads, since the bill in case of default will

finally be passed to the principal. A bond would not be enforceable by

‘the owner except after a legal determination that the contractor was 1in

default, a process that is often very time consuming and costly and
during wh1ch the project may have to be part1a11y or totally abanﬂoned.
The pract1ca1 difficulty for the surety to recuperate its. expense from.

the contractor, in case of his defau]t and declared bankruptcy, further

reduces its readiness to assume the contractor's obligations to the

_awner, and the latter's effective protection from performance bonding.

In fact, as experience demonstrates, the total amount spent by clients

.on performance bonding (directly or indirectly through the contract
* costs), by far‘exceeds the amounts ever collected from calls on such

- sources, on the occasion of contragtor's financial failure (1). In an

Y
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effort to recoﬁsider the applicability of bonding and consequently
realize considerable savings on premiums, the owner can use the fo[ﬂow1ng
"reducers" of the need to. have warrant1es supplied:
1. Select an experieneed, competent, responsible and financially sound_
contractor, through careful prequalification procedures; ‘
‘;T:Jﬁign a suitably drafted and realistically priced contract.'using as
applicable, the experience and broad procurement\scrutinizing capa-
cities of his financier; ' ‘

3. Minimize the unknown technical factors in the project conception;
and ' o . - v |
4, Adequately delegate and enforce the insurance coverage of the
project risks. |
In summary, these-"reducere" help the owner to be certain that
his:project is executed in a normal, pfedictable and eontroilab¥§ way
by the contractor, endqqgering the least the former'e financial and
business positidn. ANl ex?ranes 1ikely to-be followed by contractors,

such as unrealistically unbalanced prices and avoidance of insurance .

cover, should, as needed, be cared for and controlled by the owner.

2.8 Contracfors A11 Risks Insurance

. . ! .
Though there is considerable variety in the way that poTicies

' can be written under this genera1 title, ‘the main purpose of an A11 R1sks
policy 1s to cover loss or damage, however caused, whilst on the site of
the contract; to the permanent and temporany contract works and mater1als

- for use in connection with the contract (8) Follow1ng the particu]ar
features to be met in each project specifica11y affecting the nature and

. extent of its risks, the insurance contract must be tailor-made for each

Womae ey mwARE. o n e
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forms, especially for each kind of constructﬁon, detailed additions to.

the
under the names of the owner aqg the bohtractorl‘UndEr a CAR policy, ©
the insurer will be required to repair and make good any damage to the .

. ‘ S ‘ :
property 1nsured up to ‘the full va]ue of the Pproperty. LHowever policies

may

(versus 1nd1v1dua1 claims) liability of the insurer. This may often ' .
g be the case in 1arge Projects. \ .
There are certain risks which normally are not insurab]e,.These '
are referred to as excepted risks or -exclusions, and are Jbecifica11y;, E
| stated“in the poTicy. Typical of the principal éxc]usions'to be fbuno ' i
in a Contractors A1l Risks policy are: S, . . ‘ j
/1;~ Any consequence of war, riot, civil commotion etc.; - - :
2. Loss due to contahihation by radioactive materidl; BT o _ /!
‘ 3.; Penalties for non-completion of contracted uork; .
4. Cost of making good any ;au1ty workmanship~materia1<or design.
However th1s exclusion does not usua11y app]y to damage resulting /////
from such faulty WOrkmanship, material or design (?or example, 1f a” )
structure collapses due to proven faulty design, the po]lcy will
indeqhgfy the owner for a11_damages.inf1icted on the rest of the
praject property, but not for the cdllapsed stru&ture.itself)’;
5. Adéts of mf1dehty d1shonesty or fraud; and, ' . -
.;ﬁwﬂﬂ*s.q Loss or damage to _ 1st1ng property or the permahent works, once in

K

Most of the echuded risks can normal]y be- insured under‘aifferent po- "

.

licies and through a differentiy assessed premium (12)(8)

1 19

Since the wording of policies has taken through practice standard
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texts will be required. The CAR policies will be issued jointly

often include ceilings prov1510ns, wh1ch will 11m1t the total ‘ "
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CAR policies, as policies of all types, invariably contain

' clauses which protect the insurers from the vexation of claims for' tri-

vial sums. These constitute the "deductible" or "excess" clauses and
are designed to exclude loss or damage which is inevitable and falls

in the category of trade riéks. Under the excess amount “lause, there

will be no 1iability for the insurer to pay the first part (deductible)
A .

of the vaiue'of each individual claim, but only the difference above it.
The deductible amount and/or the modalities of its application can vary
cons1d‘!e|,rab1y among pohc1es, since in its essence, it represents some

measure of se]f insurance by the contractor and hence reflects his risk

' attitude. A higher deductib]e wi]] mean a lower premium,- and consequently

&
the amount can be defined as a trade-off. A contractor will usually find
that the administrative ekpense of making claims for sums with small
A .

margins above the deductible, outbalances the amount recouped. An

: i
alternative tql\the. excess clause which avoids this disadvantage, while
still .excluding the possibility of trivial claims is the franchise clau-

se. Following the set-up of a frani:hise%mount, any claim under\jt will

not be considered but any claim ébbvg it will be met in full (12)(3)(8).
‘ The essence of insurance; as cover against only "accidental" .
Toss, gives an in}:eresting' perspective'to the "faulty design" standard
ejc]usion. Thfs Jexc]usion typically .denies the i}nsurgr',s Tiability fp}'
the cost of inéking good tr;e féultily desigried part, but also typically
assumés it for .,th‘e c'onséquentia"l dgmage Jdnfl 1ﬂcte'd to any o.ther parts of
the contract' works. The complicétions that-will usually arise‘in such
occasions wilt be f1rst1y to decide what "fau]ty design" 15, following
the n"‘t s0 simple defmitions about professional duty and its exercise

and second]y to define where the design damage ceases and the other
R » p , . : ; ‘:- o}, RN »
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Liability policies will always carry a limit to the insurer's financial

“1ity policies, will not be much different from the one presented for

21

damage begins. As indicated in the literature (1)(8)(5), the conflict in
this area between CAR and Professional-Liability Insurance (in the under-
standing of its abuse by contractors when they attempt to discharge their

liabilities on engineers), most often results in complete absence df,',‘

_protection for the owner-.

~ Contractors A1l Risks insurance premiﬁés will include the amoun;
corresponding to the loss expectancy plus all kinds of the insurer's
overheads and gdmfnistrative ex}enses. Premiums will be paid either
gcaQua11y, reflecting the insu;ed value of completed works gs assessed
through periodic reports, or as a lump sum in the beginning of the can-
tract, reflecting a policy written for-the full amount of the project

value (15). The CAR insurance policy will cease to be in effect with the

| passage of the preperty to the other party's owne;ship.

N
2.5  General Liability Insurance

Among' various specialties of 1iability insurance, the one co-
vering third barties will usually be a major item for consideration for
the contractor. The contract conditions along with the related legisla-

tion will usually establish tnj'minimum requirements for such policies.

Ak el s e 4w ra it e

responsibility in.rebairing damages, applicable tb any claim. The fuf
range 9f,11abi1i£y po11cﬁes, as listed-in section 2.2 would be the only
way for comprehensive cover, since, in their standard wording, each po=

licy will 1ist§é11‘others as exclusions. The actual structure of 1ljabi-

the A11 Risks policy. The particularity of cover, the.épeéiaj require-

\ _ .
ments for legal termino]ogy'and the re]qtive independence of the 1iabi-

&
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Tity risks from the project's main concerns (third partfes versus the
project property itself), will quite often cause misunderstandings and

inadequacy or excess in the cover provided.

. 2.6 Professional Liability Insurance iy

14

Professional Liab#lity insurance is bought by éngineer{ to pro-
tect them from any'plaims made against them foé the cost of.kemedying
defects arising out of néglect, error or omission under breach of Quﬁy
or faultily executed désign and for which they‘w%l} be held to be legally
liable. Such policies can be bought in blanket form, to cover on an an-
ﬁua1 ba;is the profes;ional qpefatidn“of the insured, or specifically

pertaining to a particular project. Before the insurer will be ready

“to meet a claim,fthe insured must have been proved liable at law, as per

the counts mentionéd above (8). Professional Tiability policies will

, a]ways contain limits to the amount for the final insurer's 1iability.

The variety .of their wording, their complex legal content and their
relation with the other policies 'written for the project, will often

confuse their jnterpretatioﬁ. It will be often not until the big.claim

dccurs that the insured will know the efficiency and extent of the cover

*
L3

he bought (8)(28)
:Thg legal definifion ofaprofeSsionaI duty constitutes an ever

present problem area, in drafting énd most important, in ca111ng'tqo

professional 1iability poiﬁciés durinQ 1itigatjoh. The problem is -

especially magnified in the presence of the standard "faulty design"

’ekclusions of the CAR ﬁo1ic1es; Under this exclusion, a contractor can

escape 1fability on the fact that a &esign wés faulty. If the owner then
i . . B
turns .to the professional liability. policy of his engineer, he will first

'
1
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have to pfovera breach of duty on. the latter's part and obtain a judge-
mént to this effect Traditionally, the breach of profess1ona1 duty has
‘not been any more prec1se1y deflned than the duty to exercxse the ordi-

N

nary skills of a competent member of the profession. And the coptractual

* duty to the bwnen was considered as no higher a contractual duty than

'tnat implied by law on brotessiona] men holding themselves out as experts

[

(1). The eomb1n5d effect of th1s s1tuat1on could be that the owner may
f1nd that he is under no protect1on And worst, he may find this after
1engthy and very costly 1ega1 proceed1ngs D1fferent Jur15d1ct1on and

choice of law clauses,.for international proaects may. comp11cate the

*

situat1on even more, to the detrlment of the owner S claim

A

A profess1ona1 service is not measured strictly with the monetany

\\dinensiun alone. Profes$ional ethics, social purpose and essential scien-

tific and innovative cgptent, inherent in the render1ng of professiona1

serv1ces, are taken into. consideration by the industry-in order to

.,

" relieve the\design_professional fron an unfair burden for the unexpected

"occurenee and place it correctly with the owner, who finally collects

the benefits from the use of these gerv%ces. So traditionally, engineers
operated.tonsiderabiy shie]ded from 1ega1 responsibility for a great
partof commercial losses. Professional 1iab111ty.in$urance has not orly

been considered unnecessary’?o% engineers (he who has no assets cannot

. be sued) but also am undenmining element for the professiona] S stand1ng

and his relations with his cllents as encouraging undue risk—tak1ng

"However today, the apparent "reduction" of the professional service to

\,—,

its "working“ economic function and the 1ega11y comp] ex: undertakings of

_the economy, have created (especially 4n “‘North Ameriqa), a'plear,trend

. where the couftS‘ane rapidly moving from the doctrine of reasonable care,
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to the doctrine of strict legal 1iability of all professionals (1)(22)

(23).

The marked]y "1itigiou§" attitude of business today and the tran-

sient state of the pelated legislation have caused the ratio of

, the yearly number of claims over the number of pd]icies in farce, in

- Canada, to jump from 1:20.8 in 1966-to 1:3.3 in 1977 (22). Parallel to

that, it has been ca1cu?ated for recent years in the United States, that

the ratio of defence costs dn professional 11ab111ty cases over indem-

nities f1na11y paid to injured part1és is- close tp 6:1 ()

. So, profess1onaT\11ab111ty insurance is an important issue for

the owner, Specia]ization tradition and ves ted interests, have created

a separate and distinct market in this area and the owner must contend

with it on.an entlrely different basis and foot1ng than for construct10n

operations 1nsurance. Even when the owner is able to estab]ish a breach

of duty, he may find that the engineer's resources (iné]ddihg'his pro;

fessional Tiability gover), are far below the damages suffered (1),

because of the relatively moderate amounts that policy 1ﬁmi£s:set to

liabilities,

"2.7

Closing Remarks' Regarding the Owner - .

The salient features of the traditional approach used for FOf"

vering the projeet owner,. during the construction phase, from risks to

third parties and the project itself, may be summarized as fo]]ew§3

1.

The owner defines only qua11tat1ve1y, in'the-contract, His desrre to

"be held harmless against a spec1f1ed variety of prOJect r1sks,-

The def1n1t1on and economic optimization of.hand]ing-thqse risks, is
passed to the contractors as "speciaiﬁsts“ in the field;

The owner heérs ihdirecfiy the cost of risk ménagement‘;hrough the |

17
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contractual payments to his coh%ractors; and )
-4, Major risks are handled through the purchase of various standarized
forms of insurance policies, bx\the contractors.
While this schéme works very well with small and medium-sized projects,
where as experience shows, any effort to optimize risk managemgnt(;ou]d
| be outba1anced by the additional administrative overheads, and where most
1ikely the presence of a single genera] contractor would suffice for
comprehens1va control, the contractual comp1ex1ty of a large proaect
would work in ;he.oppbsite‘direction. Apart from the problems that ari-
se from thé‘project jtself, the\;taTé of the undertaking will often
require extra-project solutions (re—%nsﬁrance or national and inter-
~national poo]s of insurance contrécts in viéh of the in¢reased needs of
cover), considerations which will. constitute a va11d reason for. concern‘
for the owner and his f1nanc1ers on the global 1eve1 of his enterpr1se
- Finally, current trends in the economy and society as a whole -
should be rgéognized as factqré that ultimately shape the."business"
attitudes or owhers They are: '\ - : ;
1. The ever 1ncreas1ng appeal of "no-fadult" insurance against strict
11ab111ty, ;s a way to spread the costs of risks of 1arge m;haged
l. systems ;. R L
2.\\The need to “do somethiné“ about .the extremely Titigious aftitudes
of business today and the bottlenecks caused in sett]ement of d1spu~
tes through the ex1st1ng procedures of the 1ega1 system (27); and
3; The comprehens1ve, knowJedgeable and. soph1st1cated management
‘\ increasingly required for purposes of public’ accoun;;bx]ity
Owner-controlled insurance for ‘the project, as W111 be seen in the follow-

—
. 1ng chapter, offers a means. to treat and provide answers to these issues.

-«
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| . CHPTER 3 - N

) "THE PROJECT INSURANCE CONCEPT

3.1 Project Risk Management

As. outlined in chapter 1, risk management of a construction
project {ncludes the tota11ty of act1v1t1es or1ented to a) 1dent1fy,

b) m1n1m1ze and c) treat the risks of the proaect Since the purchase

of 1nsurance is by far the predom1nant way of treating the major port19n \

’

of the‘prbject risks, step c), tﬁrough the risk4allocatjon action jt
contains, will have to t§ke seriously iﬁto consideration the opti-
mization of the insurance schemes available to tﬁe projeét. In the large
project, the oﬁner, throughfhi& appointed Projéc& Manager, is the ontly

. entity with an appropriate legal position and an adequate functional

and administrative authority to.ca?ry-out comprehensively the managément»'

of risks.

3.1.1 Identification of R{sks (18)(24) Through the apﬁ1icatjon ofa .

methodology (see section 5,2.1) or by experienée and exhaustive combing
" through of the project and its environment, the first task should be to
identify qualitatively and'quantitativefy the risks of the pro}ect.hﬂ

donvenient grouping can recognize the fb1lowing categories:

1. Damage to project property These risks, normally coyered by tailor-

made insurance include fire and related hazards, -loss in transit or

.storage of project materials and equipment, loss due to Acts of God
‘weather inf1uences on the proaect execut1on loss due to theft, -

26
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Third party 1iability risks These rfsks include bodily injuries,

‘tions, use of the partially completed or completéd works jnsuffiQ"

27

burglary or malicious conduct, special risks as explosion, r'iot°

,afrcrafg accidents, boiler vessel failure etc. Consequential risks

: 5 . . . e
are also included here, 1ike loss of income in delayed commissioning

of the project, higher contractual cost of repairing damages etc.

Changed conditions risks The catégory would inc]ude, site access

and availability difficulties, subsurfaéé conditions of géo]ogy and
groundwater, necessary project changes during execution and quanti-.
ties variation within and outside of their contractual context.

Performance related risks These risks would 1nc1udé the contractors:

failure to enter into contract, non-payment of creﬂitors, failure to

v .

complete the p?bject acéording to specifications (defective work)

or on fimg, and subcontractors' fai]uré: Defective design, conception

" failures and constructibility errors, would constitute engineer--

borne risks. Lack of managerial competence can result in overhead
excesses, -delays and obstructions. Financial failure through the

overall operations of each party should also be considered.

O

death or'prpperty damage due to the owner's or contractor's- opera-

23 aeprr DSl Ve

cient_plans and specifications, project related accidents as explo-

sions, c611apsg or underground damage, use of transport vehicles, etc.

Economi ¢ r%sks Inflation, its trend and size ;hould be investigated
hefe. Also included are the so-called “Eéonomic Acts of God", like’

. - ¢, \
OPEC decisions, large, country-wide strikgs, tax law changes etc. '

Fiﬁancfng risks connected with the availability, cost and other
conditions that funding is «carried through, labor negotiations and

agreémgnt;; materials and equipment cost and availability, and
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finally imposed or necessary/changes on the owner's or contractor's

cashflows due to acceleration, suspension etc.

6. Political and societal risks These risks would include environ-

. \
mental and city or provincial regulations, government regulations

on safety, insurance and business practices, public disorder or war

risks, and union strike and work disruptions.

o Such a Tist would rely finally on. the competence and hard hork

of the risk manager. Risks 1, 3 and 4 are the ones usually insurable, -
. ) it
and their quantification can be considerably helped by examining

o

categories 2, 5 and 6. : o

- * \
3.1.2 " Minimization of Risks The measures described further down, wil}

aim to & reduction of the dollar value of the defined risks, or their
ieroeing, as a first treatment measure. In risk minimization, a critical
feature of risks associated with large projects is thei?—possib1o in-
teraction. The pract1ces of a civil contractor for examp]e outside the
risk context of the c1v11 works themse]ves, ‘can create various r1sk-
frames for the mechan1ca1 electrical contractors that come latér etc..
Again, the owner through his proaect manager, is in a unique pos1t1on
to comprehensively assess the degree of minimization,.by taking into
account the interaction of risks or their consequential aspects through
the project (20)(21). The steps 1nvo1ved include the fo]10w1ng

. The project purpose, goa]s and obaectives must be firmly estab11shed

and the total project realistically organized’toward the achievement

of the project objectives.

2. Thorough p]ann1ng and engineering d951gn criteria must be established

before physica] construct1on is undertaken and funds -are committed

PV
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Such®*planning must include comprehensive risk management policies

and 1iability plans. \ h \

. Careful selection of a consulting engineer and a project or construc-

tion manager, through prequalification.

. Adequately assessed and justified subsurface exploration.
. Disc¢losure of information (construction schedules and methods, risk

“minimization practices, advance notice of major operations) among

the participating parties.'This is currently a reversal on tradi-

tiona] practices. - : , ' »

. Contractor part1c1pat1on in design specwfwca11y in the areas of

construct1b111ty of solutions and methods and in value ergineering
during execution. Current practices are not favorable to-such

contractor,participatibn.

- Contractor capabiltty investigations, before bidding (prequalifi-

cation) and during bid evaluation. This would require soundTy se--
lected. and rea11st1c bid-evaluation cr1ter1a and more th1nk1ng than

Just awarding to the 1owest bidder.

. Adequate and suff1c1ent "mach1nery" must be establ1shed in advance

to cnannel, evaluate and resolve contractual and outside disputes,

~with criteria directed to promptness, and 1itigation avoidance.

10.

. Con§iderab1e effort must be directed in developing a Yabor relations

plan to assure continuity of work by avoiding 1abon d%éputés.

Adoption of an appropriate management structure with clear probiem

solving procedhres and. channels of decisions for action. Various

fe]aborat1ons of the project management structure must be considered -

11.

@). .

Thorough investigation and assessment of the financial cbndition of

\ .
< ¢
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all participants in the project.
12. Securing and often pre-pdrchasing critical materials for the project,
and further pre-establishing warehousing and maintenance plans.
13. Taking care in advance of government regulationsi~permits, rights pf
way, legal and i%stitupiona] constraints etc. as best as possible.
14. Establishing sound cﬁntracting practices and planning construction ,
packages for efficiency and economy. '
15. Establishing and execution of strong, contractually enforced and‘&
comprehensive safety programs. . i
16. Implementing a management system which has as a central-feature a
, production or extrapoiation capabi11£y to anticipate risks arising.
‘ duffng the construction phase. ) ‘ |
With sufficient ‘guarantees tha£ measures such as those Tisted
above have actually been implemented in' the project, the impact on the
cost of insurance could prdva significant. The trade-off between re-
duced insurance premiums and thé additional costsffor the implementation
of such measures wi]{ be the guide for designing efficiently a rfsk- Co
minimization program. The need to apply susg\jrogramS‘uniform1y tﬁrough .

the various contracts of the project, cannot\but be again emphasized.

3.1.3 Treatment of Risks As very illustratively presented by

G. E. Mason (18), the full range of treating risks will include one or

more of the four al?é}nativg'steps.shown'be1ow:

1. Risk pvoidance entails actioﬁ to.completely e1iminate the situations
or project features that generate the risé; |

2. Rfsklabatement takes steps to reduce the size of the risk, Qithout \

completely eliminating it. Risk minimization measures, as those

AN
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- described in section 3.1.2 fall in this category. Of course, the
. -

. e d e s
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initial cost of carrying the risk should be greater than the sum of

T
Tt

costs of the minimization measures plus the remaining risk to carry,

50 pgat abatement can 5e Justified; \
3. Ri;k retention may or should be followed, when the risk is either a
small in amount or trivial in nature, or, on the okher hand, if the
risk is n;t traﬁsferab]e because of amount or nature. Risk retention ;
can take the form of no-insufance (wﬁen no reserves are set to meet ’
the 10555,'se1f insufance (when reserves of optimized size are set
aside to meet the loss), or deductible insurance (small losses not
compensated by the existing policy). The self insurance a1ternat1ve
will mean additional administrative expenses, probab]y a d1fferent

tak situation as far as-income deductions are concerned and maybe

T N s v S ALY Y il g LA p e e w2 S T

#h obligation for the self -insured to supply other services that .
he insurance industfy.usually supplies (standard auditing, legal
positions of inspections and assessments etc.) as well as to be
‘properly organ1zed and staffed for them. Im all the three cases, the | |
excess liquidity to meet the losses must be costed and Just1f1ed :
against thé”benefits of retaining the risks;

4. Risk transfer is done mainly by ‘purchasing insurance, eitber‘di-

rectly or in&irectly through a direct contractual transfer, using
the "hold-harmless" clause. For the owner, the eventual question

will be whether he buys the insurance himself or demands his con-

tractors to do it for him.

The risk treatment choice cannot buﬁ‘derive from the comparison~
of a consistent quantification of the pros and cons of each’solution,

using interaction and allocation scenarios uniformly applied through

.0 ° . ;o
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the whole project. Section 5.2 will discuss the techniques available to

v i G e w

answer the risk treatment problem.

3.1.4 .Risk Allocation and Insurance A sub-problem to the risk treat-- f

ment question, which has the most critical importance far the implemen-
tation of a risk‘mg;agement policy, is risk ai]ocat%on; namely the de-
cision for the owner to keep the risk for himself or pass itrto his
contractor(s). Since again, the majority of risks are treated with 5
insurance, the allocation decision will consist of‘whether the owner buys
the insurance h1mse1f or lets his contractor do it for him. Therefore,

as will be examined further down, the conditions of purchas1ng and using

il
-

insuranceill come as a major factor in the risk treatment process.

R. E. Levitt (19), following his definition of risk, measures

its cost as the balance of "Contingency" versus "Incentive". With the

TN ek s At sl A,
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, ownerﬁdepend1ng on the-degree of transfer Further from a certain po1nt,
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transfer of risk,.the bearer will have to increase his costs by a con-
tingency to account for the uncertainty'ihtroduced On the other hand,

the presence of risk constitutes an 1ncent1ve for better performance and
rea]xzat1on of an eventual saving. The ba]ance of cont1ngency versus
1ncent1ve Produces in genera] a yar1§51e f1na1 cost of the risk for the
the add1t10n of risks will only increase the contingency, without add1ng
any more incentive to the contractor., At the optimum point (if any), the
savings rea]ized by the contractoE, will be partially enjoyed by the

owner, if we assume the effect of a competitive market on tRe contrac-

tor's services' price. Figure 3-1 depicts the above cost trade-offf

Such en aﬁa]ytica]'picture of risk el1ocation, with presumably
very difficult computation and limiteg chances for applicability, will
necessarily have to be complemented by/anvendfess 1ist of experience .
and ggod common sense consideratﬁons'(zs)(ZB). The following guidelines .

P

. |
are of such nature. -

fal

1. °A risk should be imposed on thetparty which is in the best poSition: .

and maintains the ﬁost appropriate qua]ifications to control it.

2. If a risk is 1mp0$ed upon a party, an opportunity for reward to ‘the
party should 'exist for proper]y dealing with the. r1sk

3. The overall efficiency of the Project should be borne in mind in
a11oceting risks, Risk interaction should be investigated and allo-
cat1on should be Judge through all the consequent1a1 effects of a ‘
r1sk and the treatment that the bearer m1gbt decide.

4. It must be assured that Fisks get f1na11y allocated as intended
1.e.ntha£ the deeidedqallécatibn policy is actually followed.

Following such qonsi&erations, it wauld not be, too gi?ficelt to decide

-
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-the appropriate alloaction of risks in construction. A thorough dis-

assignment of risks:

"in having to deal with one insurance company.

'3.1.5  Frame of Insurance Scheme Conception Taking into account the

" full content of a rﬁsk management approach as outlined in sections 3.1.1-

prime source of objectiyes is of course the project 1;se1f and 1;& over-

34

~

-

cussion on the subject by M. Abrahamson (25) suggests the following

: '
1. Clear owner's risks: Natural and physical, legis]ativei economic,

engineering. ! ' . -

2. Clear contractor's risks: Control of works, on site liability,

construction safety.

3.. Shared risks: Site conditions changes according to size, third party
1iabiiity according to nature, ﬁabor and materials costs depending
on construct}on duration, any risk in general according to moti-

_vation generated.

s

"\ The administ%ati@e and fuoctional complexity of a large project,

resu1t1ng in sizeable overhead costs, comes to deform considgrably such

¢

"pure" th1nk1n9 In fact, administrative costs are Targe enough that

o

their margyna],opt1m1zat1on in regard to expenses for services often
~ ' )
constitutes the key factor for functional decisions. That is, the owner

5
T
s
‘
3
K
a
i

may find that by keeping traditional contractor's risks for himse] f ‘and
comprehensi@é]y insuring them, the higher premiums that he is Tikely to
pay and the loss of contractor's incentive are more than offset by

savings in quick settlement of disputes, in 1itigation'aVoidance and

&

through 3.1, 4, an endless 1ist of objectives and criteria can be deve-

loped for-efficient insurance cover for the Iarge projects of today. The
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at] cost’optf;ﬁaaeion. The increased role of the owner however, required
functionally because of the project size or as a permanent aefivityrjh,;f
his erganization if he 15 repeatedly involved in project investments,
creates the need for an other set of object1ves on a higher level than;
the prOJect 1tse1f These objectives will be aimed at the owner's ca-
pacity to "know" what is going on and "control" 1t as we]J. !

In the same way as project financing is hainly arranged by -
owners in whpse‘domain all analysis is 1ike{y to be concentrated by
lending institutions, project insdrance is starting and needs to be

' inf]uenceq by the permanent cred%t and operations characteristics of
owners . Insurere wf]] Took to the past performance of an owner, hi
administrative structure and his suppesed1y consistent through his un-
dertakings risk’ attitude, as important starting points in_shabing the
cover policies and contracts. The owner builds an 1ndhstria1 image =
through his operations and it becohes imperatjve to reflect this image
in a set of higher level goals 1n—c6nsidering'the inputs fo Ehe cover
decision for a‘partic;1ar projest. So, conEro1 and knowledge im the
genera] sense should be underséood as the means of gharanteeing the
presence of the owner's h1gher level obJect1ves in decisions regarding
the particular project. Though it is 1nherent1y difficult to quantify
adequate]y and attach a cost to the result of such considerations,
their clear understand1ng and explanation to the insurer w111 prov1ded

a basic frame for def1n1ng and cost1ng the. insurance cover.

Things - become .easier and clearer on the‘project Tevel itself. »

nd it

“ﬁ§‘seen in the preceding paragrahhs, the required cover canhot be de-

fined until a thorough knowledge of the project has been gained and a

comprehensive application of a risk-management program planned. From

N
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the start of the project uhti] a) premiums are established, b) insurance
is bought. and c) contracts are awarded to contractors, systematic ana-
lysis on paper is almost all that is needed 16 deer to satisfy the
requirements‘of risk-managément, allocation and policy premiums optiﬁi-
zation. The cost of insurance® cover though (in addition to the esta-

blished premium), still remains to be heavily iﬁf]uehced by the effi-

ciency of claims settling procedures and contract administration in ge-

‘neral. Confusion and documents interpretation differences, contrdctor's

"automatic" argumentatige attitude§ and defence‘tactics, insurers'
standard "legal tricks" and hidden complications, all come eventually
to'CBntriSLte a major part.to the overa]ﬁ.cost of coVe}. Control and
attainment qf efficiency in this area will require on theﬁone hand cla-
rity. and understanding by all parties of theb§7ﬁtent of documents. and

contractual ‘relationships, and adoption on the other of clear, conflict

avoiding administrative procedures, effective in contract administfation"

So, in conc1ud1ng this section, the conception frame of an in-
surance cover scheme can be presented by the four general steps 11sted

as fo]]pws.

s

1. Develop and interpret the industrial and operations profile of the

permaneﬁt buginess enfity through the project, which is the project

owner. Establish and use the owner's criteria in the\domaiﬁ of fi-

‘nancing} risk and insurance. Design project insurance scheme -in ‘
conformity with these criteriaj ” ~

2. Establish a prod¥t-oriented ;1skfmanagement approach for the pro-

ject, aimed at .comprehensive contro]aof the required cover._Design

project 1nsurance scheme in conformity with the developed criteria

forwdef1ning, treating and allocating risks according to the con-

-

o




; 37

b3

“tractual ro1és of‘the inyo]veduparties;
3.  Define and enforce contract administration'procedures that éuaran-‘
; tee mutual understanding and avoid conflict; and
4.f Cost-optimize the resu]%ing operations as a whole.

Figure 3-2 depicts the above described process.

[TE;}ITY GOALS AND CRITERIA|

A

r/E;SK MANAGEMENT APPROACH

X

CONTRACT ADMINISTRATION
PROCEDURES

NO .

OPTIMUM

g

OPTIMIZE

L
1 | *.

IMPLEMENT.

1 ) 7.

. Fig. 3-2 Insurance scheme conceptioq,framq

: ;.2 ‘Shortcamings’of the Traditional Approach

é o ‘ As already outlined, the traditional approach implies con-
tractor‘; control over the r1§k and 1nsufance mahagement of* the project,
through the conf;acfual passage of the project's risks. In é&émining *
the shortcbmfhgs of the traditional épproach in' regard to'thg qualita-

. tive criteria of risk-managgment for the large project developed in

section 3.1, a checklist-type collection of arguments is first followed,

~

" since the supporting literature 1§ width-oriehted in interpreting the - =~

N
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experience of long years of practice. At the end of this section, an

evaluating summary is presented. ’ \

1. Risk may not be wanted At the far end of the incentive-allocation
curve, an additional risk may-not only pont}ibute no incentive at"
‘all but drive the contractar intoodefensive or even counteraction
attitudes. Contractors may increase unnecess filyttheir contingen-
Cys resort‘to conservatism in }heir construdtion or design methods
or become extremely litigation and claim oriented in their rela-
tionshig with the owner.

2. Financial pressure on contractors Contractors are not supposed to °

provide banking services and ;gisueh the exceSs‘Tiqqidity that extra
risks will require if retained (as a resort,to more risky self-in-
surance attitudes),will penalize ;hefr traditionally undercapita-

1ized operatdions.

]

3. Unclear risks . If the owner, without doing hie homauork, basses ob-
‘scure and 11?-deffned risks to contractors, it'wil1 be more likely
" for them to juet charge a premium on their prices instead of stu-
dying the risks themse]ves &

4. Risk interaction neg11gg7ce In the Jarge project, the same risk may

signify. one thing for one contra&?or and his part of the work and

quite a dxfferent thing for another Or, the sequentia] effects of

a risk, whether treated or nof, maygsreate quite a dlfferent situa-
‘ t1on for another affected part of the project. Through the trad1-

!
tional approach, treatment stays eompartmentalized and with 11m1-

/ -

ted scope

5. Risk attitude inconsistency . In the Targe project, every contractor

wi]] have his own criteria for defining an attitude in front of the

-
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- owner may find h1mse1f w1thout protect1on at all in the cr1t1ca1
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risks borne by him. His attitude may dtffer considerab]y from that
of the owner e{ther as more conseryatfve or ndre risk-inclined.

Differences will become more extreme with the additional vo]une of
risk transferred As a result, -the owner bears uncontrollable costs

through the bid. amounts

. Overlapping insurance The multitude of policies used in the tradi-

tional approach~and the standard1zat1on of their contents will quite
often produc\\over1aps of cover for the same contract package Over-
1a;§ will be almost certain when many contract packages exist and ma- ‘
ny contractors purdhase similar ‘policies, each for his own part of '

the work. Unnecessary costs for the owner are-incurred as a result.

Not tailor-made insurance Standardization of' polilties will cause
T ' | :

purchase 0f unnecessary cover or loopholes in insurance contracts

where desired cover does not exist. o ;-

. Protessiona1 Liability exclusions It has already been seen that due -

- to trad1tiona1 conflict between a Contractor s A1l Risks poiicy and

the Professiona] L1abi1ity poTicy of the consu1t1ng eng1neer, the

‘area of des1gn errors and omiss1ons The problem is further aggra-

vated by the legal comp]ications and the procedural demands of liti-

gation. if necessary. The construction contract usually contains no

'duty on behalf of the contractor to advise the owner of any design

defects ‘that he may detect. Thus he can cont1nue spending the

_owner s money without putt1ng himself or his insurer in any risk for

<

the consequences In addit1on, 1nsurers have 1ncreasing1y argued that
.3

' many ‘design-inadequacy losses that -happen are not fortuitous in ori-

v

© gin. That is, they are‘“inevitable? becaySe knowledge in the field -

¢
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’ QQ
was not sufficiently adyanced. Hence, since the.loss, as bound to
L . N

occur, was not a "risk" but a "certainty", insurance would not be

liable to provide indemﬁity, by principle. Taking into account the

‘extreme difficulty in reconstructing the precise .interaction of ~

events after a major fialure, it is quite 1likely that the owner - -
finally ends-up self insuring himself notwithstanding his expecta-

tion to be indemnified (1).

Superfluousness of bonding Apart from the initial guarantee for

. the business soundness of a contraetor, a bond does little e]se,‘

~

as suggested in ref. 1, during the construction phase, except
doubl1ng unnecessar11y existing or easy to obtain 1nsurance cover

In the event of a contractor fqglure, it will be more 1ikely for the
owner to do his best and help.the contractor out, than resort to
litigation a1med at compensation, which, experience suggests is veny

doubt ful in terms of the owner recovering. Even the initial role of

a bond can be seen as reduced in large -projects because of the uni- '

versally followed strict contractor prequalification procedures and
\
. \
the fact that the industrial market to which the projects appeal-

contains mainly large, well known, specialized and experienced

contractors with high and dependable pnofeésiona1.stan&ards.

10. Encouragement of contractors to extremes A contractor, in his com-

petit{veleffort to acqui?e a contract, might play with the insurance

v

alternatives to a degree unacceptable to the projectis:quality or to

the owner's desires. The frequently met attitude of low initial bids

“With ceasless pursuit of claims later will certainly not be to the

ﬁwner's benefit. Or in’} different case, deductibles might be care-

.ﬁésslifqﬁk high in order to save on premium costs and.later, liqui-

. - . .
N ¢
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dity demands will be‘very penalizing.

11. Lack of owner's and engineers' knowledge The traditional approach
does not help the owners or their engineers to realize at a]l their
“commercial interest in knowing and managing insurance and r{sks in
general. Communication and inferaction have traditionally been kept
to the minimum<resu1tfng in inadequate knowledge of insurance by
engiéagrs and even worse understanding of technic;]~information’by .

\ ! \
insurers.

- 12. Legal ahq interpretation diffjéufties As mentioned,_jnternationa]
! | large jobs might end-up having their insurance policies written
| under éiffefent civil code frames, and their interpretation might -
lead to confugion or dead 1ocks..Ch61ce-of—1aw clauses for inter-
nationa]'contractﬁcn'choice-of—jﬁrisdict%on ones can’further de]ax
and penalxze the cost of sett1ements |

13.- Inherent "win- loose" approach® Str1ct 11ab111ty in the trad1t1ona1

approach create an adversary climate among the major pqrt1c1pants,
fortifiqétion of positioﬂs when a loss occurs or when a risk threa- -
~  tens and inflexibility towards solutions. Confusion clouds mutual

interest problems ahd a team approach is discouraged.

114!‘Information gaps-lack of communication The traditional approach ,
does not permit full expoitatign of the information on the project

Y : N #

“generated by the engineer in the prebidding stage (habitual dis-

claimer clauses). Uncertainties might be hidden from contractors and

even the owners, only to ‘increase the cost later through change ore"

ders o?)claims.

s~ 15. Unfavourable ground for risk minimization With the awner's r61e'

" reduced, the chances to implement a comprehensive and consistent risk




16.

17.
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)
-

minimization program in the‘wu{ti-contract large project are reduced
as well. With the risk covefqge respdnsibi]ity given to the contrac-
tors, interventions and guided va1ué engineering by the contractors
are difficult, because each will tend to follow his owﬁ chosen atti-
tude. |

Difficult management When a service comes from many sources, it is

much more difficult tb manage and control the cost than if dealings

had to be had with one entity alone (communications and documents
: S s
problem with many poTicies).

Owner's isolation Fy]] responsibility with the contractor will

encourage solutions of problems within procedures of the industry,
excluding'thgtownér's follow-up and his at times unique po itibn to
intervépe constructively dlie to authority held 6r extra-i dustrial
c;paqity.‘This is partjcularly tfue for international jobsiwhere
owners have to deal with a completely ﬁnknown_industria1 medium. The.

absence of the’owner from the control phase of the projept will not

_ yield to him the benefit of estabiishing an industrial credi-

18.

vis-3-vis insukers and financiers, so-that he can benefit from it
in his following projects. T A

Increased costs The main sources of cost-mark-ups, inherent to the

traditional apgrogéh, by experience are: a) ‘insurance premiums du;
plications due to mu1titddq of cover b) contractor‘§ overheads added
on the nét value of 1nsurqnce premiums,.?s reflected in the bid pri-
ces c) increased administrative expenses and d) cost and delays

associated with litigation and disputes. |

. Subrogation Depehding on the clarity of the policyts insurance

jointly under the names of both the owner and the contractor, sub-

\
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rogation develops when one party is recegniZeg 1iable towards the
otherj A para11e1 situation could develoinn mu]tj:contract jobs

" where each party 1ooks as a different insurer for*defense and settle-
ment, and confrontation withjn the project develops. Cross actions
bet@een the contracting parties and their insurers only create addi-
tional loss to the owner.

20. Passage of ownership complications With policies being valid ‘until

contractual passage of control of works is effected, major duplica-
tions of cover can occur when th1s process is not clefir or the con-
trary gaps of cover This would involve .the contractor's contractual
re]at1on with the owner as well as the one with his subcontractors,
who‘buy insuranee for themselves.

s

21. Contract-loss inconsistent relationship = In a multi-contract Jjob, it

is 1ikely that a sma]l size contract carries important risks, not

only for its own content ’ut.for the prgject as—a whqle. The sﬁzela;

the "Toss might by far ex ed'the va]ye of the contract ahd it would

be impractical to requi e a small contractor to arra;ge cover above
- ~» his financial sizé ‘r his usual insurance arrangements.

P 22. Loss. of economies| of scale With the purchase of insurance ‘staying

compartmenta]1zed\;hrough the var1ous contracts, the economies of
sca]e due to the massive impacts of the project's financial effect:
%en the marketfare completely 1gnored. Fra;@enting the purchasiag~
powér may result in higher costs and inferior service from the casual

-~

assortment of smaller and marginally operating insurance firms. .

RevieW§hg the arguments against the traditional approach 1n

N

ln the fo]10w1ng genera1 remarks

treat1ng the insurance of 1arge projects, we can sunnérize the drawbacks*

N R 2
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1. The traditional approach creates a system of peripheral control,
while modern project management and a large project reqbire central
and comprehensive direction. This "by principle" difference can be
thought of as the most impontant organizational disadvantage em-
bodied in the traditional approach.

2. In its content, the approach mistreats risks, exploits the exiﬁting

" traditional policies ineffiéient]y and deforms the role ot the busi-
ne;s~entit1es participating in the project by imposing on them a
mismatch of -burdens and services effected.

3. The aphroach creates additional costs far the owner, onithe one hand

‘VE&N— through the unused mass purchasing power and on the other, through

4. The approach does not prov1de comprehenswve coverage for the owner

and there may very well be 1oopholes

-

3.3 ‘Owner-ControTled Insurance (Wrap-Up)

‘Owner-controlled insurance or :hat has come to be known in North
America as "wrap-up"insurance’ during the practice of the Tast twenty
¢ years, is the approach that p1aces the owner in the direct position of

insurance contracts buyer," instead of letting his contractors do it for

- [}
him. Initially, owners would purchase insurance for comprehensive cover

against damage to pTojectfprdperty only (CAR policies), providing.thus
a blanket over'afl'contractors warking in the project.‘The criterion of
content consistency that led to such a decision would leave all other

required policies to be bought by .contractors i {vidually, as applica-

ble. Administrative complexity, ‘cost overheads and country and provincia1

"\ laws led gradually to the inclusion in "wrap-up" schemes of almost all

B

administration’ and 1itigation burdens inherent in its implementation.
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*aﬁher standard forms of general and third-party liability policies,
leaving to contractors only specialized policies applicable to their
trade specialities.

Wrap-up insurance continues to be bought under the -traditional
standard‘forméfof policies, as presented in chapter 2. The owner will- -
arrange the cover on the basis of average performance and quality crite-
ria, anticipated 4uring construétion in the absence of any specific
information~on his contractors and their performance records beforehand.

The policies will be issué& jointly under his name and those.in contrac-

tual agreement with him. The owner will pay the premiums and his con-

tractors will be so informed through the contracts. A comprehensive

s

insurance scheme would not prevent contractors from protecting them-
selves with dny additional insurance they might wish. When a loss occurs,
the wrap-up policy will automatically eliminate any activity directed

towards proof of strict 1iability or subrogation case, and a "no-fault"

- approach will be adopted for the settlement of a claim. All claims would

have‘to"pass through the owner, who maﬁages the insurance, and whq in

‘turn deals with the. insurance bompany.

.The owner, és manager of the combrehensive po]iqy; will implement ‘
his f}nancial and operétipns criteria in choosing the amount of cover,
and the deductibles that he decidedoto afford. Theoretically, as also
mentioned in éhapter 2, the'dédugtible decision can be taken in the
whole range of self in§ufénce (less or no insurance) to full insurance.
In man§ cases, cost-benefit analysis can show that self insurance can

be a sénsﬁble course of action, in view of bé§t 1oss-éla1m experience
and lenders att}tudes (1). In the overwhelming majority of césés how-

evef, passage of risks to the’prdfessionai Eisk takers. will be follawed,

L} -
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with deductibles established in view of eaﬁh particular situation.

The main justification of an owner pursuing a wrap—up‘insurance
scheme, ap?rt from the in-built facilities for control, will be hig
expectancy for a reduction of his cost for the purchase of fhe goods
and services that he buys from the in;urance company, in relation to his
cost if the same services were bought through his contractors. The eli-
mination of the contractors overheads, the avoidénce of policy dupli-
cation and the administrative simplicity of having to deal with one
{nsurance company alone can lead to a safe assumption that indeed, the
premium costs will be Tower (1). However, Since risks are not any more
in the contractors' control, the-loss of incentive will Eertain]y act
counter to the above described cost trend, reducing the pofentia]
savings that accrue to the owner. The very delicate and essentially
marginal quantification of the economic pros and cons of owner-control]éd “

- ‘ o
insurance, leaves much room for argument against its purposefullness

from a strictly ecdnomica1 point of view, as 18ng as‘the benefits are

counted only in the costs of obtaining and administering the policies.
The overall impact of wrap-up insurance however, on the project, its
control mechanisms, ifs managemeht efficiency and most imporfant on{the
tofaT é&st of compensating against losses, is increasingly establishing
tﬁis form of action é; a "must" iM\arranging 1argg projeé;.insurance.

" In the words of E. M. ngenthgm, pioneer in investigating é?g
defining the applﬁcabi]ity of owner-contro]lgd insurance: "....Project
insurance offers exceptionally flexible facilities to reserve for the

) -
local fnsurance market, the highest degree of participation compatible -

. with the overall objective of maximum rationalization and economy.” (1).

1 L .
In fact, wrap-up insurance 'normdlizes" the services of the insurance
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.other members of the construct1on industry.
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" companies by making them product-oriented (project) instead of business-

oriented (protecting contractor "A"). It offers the possibility ef -

collaborative, ;niformly oriented insurance pools, against the eventu-

ality of the traditional approach havfng two or more insurancetcompanies

fighting between themselves over their separate client's positions. And

actually., it was thainsurance industry that first developed the idea

of wrap-up insurance, under the continuing protests of contractors and

- ‘ Ownerﬁcontrolled insurance neglects basically the beneficial.

'ef%ect thet a' contractor's good name “in safety and safe operations has

on the conversion of risks into fixed costs (policy preniums) In the i“;__~

large project however, performance dlfferences among contractors tend. to‘

be oversh;dowed by the objective risk criteria inherent in the project

itse1f: tne period of construction, the location, the danger from fdrces

ﬁof nature, the/nature\and/na1ue of the equipment installed or used, etc.

Thus, even before the names of the éucqessfu1 tenderere are known, the

owner's brokers will be able to‘obtain reasonab]& precise fates‘and

_1nd1cations from the insurance compan1es (1). The independence from

the particular risk behaviour of each of the part1c1pants in the project

is additionally underlined by the essentia]ly "no-fau]@" principle that

the wrap-up insurance po]icy‘w111 use to avoid costiy recounse clejms

and to foute thepgrdning’eostly tendency of str{ct 1ﬁabi11ty.
Specialization and vested interests- in thé'insuiénce industry

have presented difficulties so fér, in inclu&ing in wrap-up’scnemes

cover for'profess1ona1 Tiability of engineers and consultants Though

there seems to be no reason in 1nsurance theory against such 1nc1us1on,

insurers and contractors ra1se’many arguments against thedeff1ciency of

e
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- such an unconvent10na1 approach (see chapter ). Expert evidence E;;
ever points to progect insurance as a means for prov1d1ng much*]arger

cover to the owner. aga1nst faulty des1gn damages ‘than the trad1t1ona]

separate-po11cies agproach. Midway in the evolution of the principle,

3

varying deductib]es borne by consultants (and {n general all parti-
cipents to the project) are u;ed today with wrap-up.insurance  schemes,
in order to maintain proper vigilance and professional standards
according to responsibility.
Owner-controlled insurance is increasingly used today,'through
,-variable caver arrangements. The New York Power Authority used a very
comprehensive form cf Wrap-up insurance in the St. kauuence and
‘ N1agara proaects, as early as 1950, and current]y in the U.S. wrap-up
insurance is standard practice for the construct1on of the mu1t1 b1111on
Rap1d,Mass ‘Transit projects in manyr::f1e§. In Canada, the James Bay
Energy Corporation supp]ieS'uery comprehensive wrap-up insu}ance cover
paid by itself- to contractors working in the various sites of the
James Bay Proaect And con§31t1n;\eng1neers, rapidly ﬁﬁﬂh1rqng their
traditionally weak pos1tion on matters of insurance and r1sk-management
1n general, are systemat1cally advising the1r international c11ents on
’ the benefits ‘of owner-contro]1ed insurance .~
Perhaps, the basic nature of wrap-up, owner-coord1nated

N
insurance as a contrdct administration and management contro1 tool is

best described in D. G. Hammond's wurds (20): ¢

"...If nothing else- it seems to me to provide a mechanism whereby.
1ndiv1dua1 participants and their 1nd1v1dua] insurance companies ‘
are not perm1tted to be in a position to be saying "It was not me,

it was h1m"°and therefore- it never turns‘out to be qnybody.

.y
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' ' »
It is beyond this report's scope but it could be just hinted
here that. particularly through its potential use of the "no-fault"

principle, wrap-up insurance reflects a much larger in scale social and

business trend than could be narrowly explained in the particular fea-

tures and circumstances of the construction industry.

3.4 Wrap-Up Insurance - The Immediate Benefits

Almost all of the arguments in the list of the trad1t10na1
approach drawbacks can be ‘reversed and presented as beneﬁt)s/ at least
qualitatively, of the owner—coord1nated ‘4nsurance approach Among the
arguments, the ones where the effect of the wrap-up insurance is most
pronounced are: relief of financial pressure on contractors; favorable
ground for’ risk interaction consideration on the project level, and
consistent risk atﬁttude; elimination of overlaps or coverage gaps
towards tai]or-mé@e coverages; favorab]e{ground for all aspects of a
knowledgeable handling methings by the owner; ctarity: and lastly,

abparent savings for the ewner, thanks to a better exp]oitation of his

\\\Purchasing power and procedural benefits on arrang1ng po11c1es and

" settling disputes. . 'f’ o

As mentioned in the preceding paragraphs, the main.benefit of
mnnerrcoordinated insurance is to be found in its “normalizing“feffect

over the whole issue of project administration. It supplies the ne-

‘cessary frame for the "team" approach in construction wheré awner,: v

engineer, contractors and 1nsurer each contribute spec1a1 expertise to

common problems, so as to optimize project performance (25). Under wrap-
up insurance, a basic guarantee ﬁs fdrnished to the project organizat1on

that the~tradit}ona{ throwing back and forth.of risks and the conversion

n
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of the-construction scene into a battlefield of 1awyer§ is to be avoided. %
Settlement of claims will be quicker and confidence among the parties
will be restored. Through coordinated insurance, owners will have the
best occasion to build a permanent-énd consistent industrial image as
. regards their broject administration practices, towards their eventual :
benefit in their téeatmen fby the business entities in their undera.
tak}ngs. In concluding thfs paragraph, we can summarize the dimensions

of the procedural benefits of wrap-up insurance, as follows:

1. Risk management and*+nsurance.are integrated into‘the project ’ ]
management sygtem, in its understanding as an administrative process.
2. Prodﬁct oriented team-effort is guaranteed among project parti-
cipants; ’
3. Economies are realized in: h
a. mags ﬁurchase of policies
b. simplicity in administration '
c. quick settlement of claims : , :
i. Owners bui}& ; knowledgeable industrial image.
A Among the considerations of owner-coordinated insurance on the

quality and ponteﬁt éf'works, N. A. Nadel (26) deepens, once more, the

’/f/—‘\ff‘~f\\\\ - question of the consulting engineers' professional Tiability situation

L
‘:( . .
and how its amelioration through transfer of the risk to the owner can

prove to be of gre§£ significance to the projéct. He signals that the g
traditional approach that inegitab1y'¥esu1ts~1q.the'notion of strict
1iahility over t;e designer's work, combined with the inherent weak- 1.
néss of professionals in litigation, hanmade engineers delfherately

follow a policy of protecting themse]ggs from c]ainé and criticisms of

aﬁ]~sorts in their designs, at the expense of quality and ingenuity of
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the work.produced. The contractually adversary position of thg engineer \\\\
and the contractor also seriously curta1ls the efficiency of any va]ue
engineering effort dur1ng construction. As,a result, the majority of

designs today are of poor quality, con§ervative and unimpfessive.'Since . \
the profeSsional service by nature cannot operate under the contingency-
incentive balance in treating construction risks, the only remédy would
“‘be.either to incorporate the'desigﬁ in' the contractor's service by
awarding a turnkey contract (as suggested), or to have the enéineér

covered‘by owner-coordinated insurance. In'both cases, the engineer

works .shielded from strict 1iability and the risks of his design are

effe;tixe]y borne by larger, purely quantitative moneﬁary interests (the
contractor's or ownef’g). '

It has been mentioned already that thé professiofal 1iability
inclusion in wrap-up insurance programs, has not yet been "philosophi-
cally" avercome by the industry. And even in the case of its full in-

. clusion, Eaditiqnal measurea‘~i11 bg needed, as is currently the case,”
inlorder to guarantee qua]ity‘and economic efficiency of deﬁign (mone-

tary awards ; or sound prequalification etc). It must be underlined how-

ever, that specifically for the owner proVided cover .for prbfessiona]

,1iabilit¥ insurance in a wrap-up scheme, “a reversal of structure” is
imb]ied-ovef the rgcently traditipna]lprinciples‘of the business and

. Tegal context of professional service§. And it is in this area thét'a/“:‘
major coﬁtribution-to the project's qbality must be justly credited to
the innovative control and responsibility structures impose&‘by a
centrally cgprdlnated 1nsurance program And 'the same, to a certa1n ‘1

- extent, could be" cTaimed for the contractgr s services. Owner—supp]ied

L)
insurance remqves from the contractor's industrial service. the often
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"deforming" business characteristic of insurance manipulation. This,

aldng with additional measures to propér]y restore ipcentive,cou]d be

seen as a contributing factor towards efficiency and creative con-

'centrat1on in the industrial service 1tself Again, a business trend of .

a much larger scale is noted

-

3.5

. Wrap-Up Insurance: Constraints and Things Left to be Desired

The wrap-up insurance concept does suffer from.some problems.

Trad1t1ona1 industrial practices and 1nherent inefficiencies pose a

series of tough problems for the owner and his project manager in their

effort to control ihsurance, and for some of these, theére will simply be

no answer. SimiTar to section 3.2, points within this category will be

listed along a check11st type of refeﬂ\Tnsand a.qualitative summary

1.

- Will be g1ven at the end of this section.

Lack of 1ncentive for contractor Following the definition of r1sk

as the ba]ance of contingency versus incent1ve, shou]der1ng of the
risk by an owner—paid insurance po]1cy wou]d appear to remove the
incentive from the contractor. Safety and "good name" for the

contractor, as we]l as construction practices that wou]d m1n1m1ze

" the risk and hence his contingency value, have no more appeal to htm,

since he cannot influence the cost of premiums. Additional measures -

.must be implemented by the owner in order to restore 1ncent1ve to

tontractors, such as monetary awards or shared deductibles pglicies,

_substantiated in the construction contract.

. Double counting of insurance premiums Contractors who do not feel

at ease with wrap-up insurance prograhs‘or do not\gnderstahd them,

would\often go and purchase the same cover on their count and reflect

* wrkds 3

Y.




53 ’ ' v

v -’

the cost in theirﬂ?ﬁg. The owner thus pays twice for the same cover.

A clear statement*of the owner furnished policies in the contract.

documents would help correct- such misunderstandings. The same should

be done by contractor's in their agreements with subcontractors.

. Delay in prompt payment of claims Contrary to the obvious advan-

. Pepalization of good contractors The exc]us{pn of the lower

tage of wrap-up, the scale of the project might burden a ]oﬁ the

administrative complexity of clearing up a claimy; since the owner's

- organization interferes considerably with' the process.

p

insurance cost from the bid amount ‘of a good contractor, with safe
operations and prime treatment\py insuraoce companies, pepalizes
the,pvera]] competitiveness o;§§:§5£id, in favor of other, less 1+
safe contractors Thus, the owner m1ght not be se1ect1ng the cheapest

cost for his prOJect

‘ N P
. Excessive coverage . In wrap-up schemes, the owner is more likely to

" be persuaded‘by the insurance companies into buyjné marginally more

. L
coverage than what he might need, for the benefit.of simplicity or
standardization in the policies and the insurance contracts} This

againlwould result in unjustified additional costs for the owher.

. ‘Administrative complexity Setting-up a wrap-up insurance program,

developing and using\gxpert knowledge and getting properly staffed
to process the re]ated*work' might prove to be quite an exerc1se for
the owner's organizat1on. In add1t10n, knowledge of insurance in-
dustry legis]at1on‘must be developed. Especially when the approach
is attempted for the first time, this practice might prer exceptio-

nally costly to the owner.

7. Neddrfor'soph1sticated back-up The number of projects for which

-
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wré%—up insurance can-be justified from a strictly economical point
of view is small. The analysis of this clfernative requires the use
of relatively sophisticated and often controversial analytical

techniques, which are in many cases not understood by senior mana-

gement who must make the final decisions. for insurancg'coverage.

. Insurance industty comgg?tmenta]1zation Long years of practice have

specjalizeQ'and standardized the services and policies of the in-

* surance industry. Ref]ecting the more general problem of tailor-
- made cover, the insurance industry adapts slowly today to the needs
. of wrap-up covér, as a "waorking" system. Some types of cover are

_ traditionally éxc]udgd,.combinations of policies might ﬁresént

N

difficolties, agreement on pooling of resources to meet the large

 sums of liquidity required is difficult_and slow etc. of particu1ar

1mportance again. is the unwillingness of the industry to ipc]ude

profess1ona1 11abllity coverage in the wrap-up policy.

. Screening d1ff1cu1ty for 1nsurers Insurers and brokers have been

”trad1t1ona11y used in methods to screen the insurabil1ty of com-

tractors With wrap-up they have to do the‘same for owners, often .
in complete absence of information on who the contractor will be or
> Ay ) /‘/ <

which construction methods w111 be used. The concept of owners'

1nsurab111ty is st111 under definit1on. since owners m1ght not

continue as business entities in*project 1nvestments Both the scope”

and documentat1on of such 1nvestigat1ons are altered with wrap-up.

<

10. Lack of owner's kow]edge The expert know]edge required is hard to

finduin owners' organizations and engineers have traditionally kept

t

their distance from matters dealing with insurance. Insurance

companies might not wish to supply just conSultihglservicés.and the

" AT Lot R M e -

o T ade T w0 PR e




1.

12.

13.

55
technical, legal and commercial complexity of the large project will

make the appropriate expert opinjon even harder to find.

Upsetting of contractors practices Wrap-up plans upset the normal

A Y
business arrangements that contractors have with their usual brokers

and insurance companies. Thé contractor must deal with a different
set of brokers, safety engineers, underwriters, c]aim§ people and
auditors for each différent project that he undertakes. Several pay-
roll audit§ each year By different insurance companies can seriously
disrupt a cééﬁrﬁctor's normai office routine and add to his admi-
nistrative costs. Ip additioﬁ,‘ﬁis good performance on a projéﬁt

under wrap-up insurance will not be counted im his credit for

‘another project where the cont}actor will have to ‘insure privately.

Consequently, contractors have opposed owner supp1{ed and coor-
dinated insurance and have proposed banning or restriction of its
use, enforceable through legislation (15).

Confusion with partial w}aprup When an owner-purchased program.

D)
exists and covers only part of the project risks, contractors will:

bé required through their contracts to supply the remaining necessary
insurance cover. The interference«of the owngr's insurer in the
claims of contractors tg'their insurers has been shown throubh prac;
tice to create (as i]luétkative]y said by T. R. Kuesel (25)) a new
risk for contractors: the'one of hidden costs to the wrap-up program.

Misallocation of riské Enlarging the content of item 1.lof this

section, it must be borne in mind that with its intentional mis-
allocation of risks in the owner-supplied insurance (since contrac-
tors do not bear the cost of insurance, they have no incentives .

towards risk abatement}, c%ntro1 of risks does not remain with those

.
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in the best position and best fit for it. A lqss of "productivity"
must be expected in this area. o
In summarizing the difficulties of the “owner-coordinated
insurance, the following points can be highlighted:
1. Much of the success of such progra?s wiTl‘depend on the owner's
agent, since the industry, in general, is not yet collaborative.
2. Considerane adm%nistr&tion work must be expected, especialfy if a
wrap-up program is to be used for the first time. 3
3. Measures must be implemented to restore incentives to %he project
participants, taken away by risk misallocation. \
4. Expert opinion must be sought,‘deve1oped and used by the owner. .
"85, ‘Nraﬁ:up in general is a “tpke-it-or—]save-it" situéfion. If chosen,
owners must sf;ongly commit their operations to it .and should not
compromise its implementation‘with accomhgdative or conciliatory

measures. As a new approach, owner-controlled insurance must be,

N ‘
practiced for'a while before its benefits can become more apparent.

' ; 3.6 Which Way to the Future

Risk maﬁagement, with 1t§ most 1ikely practical outcome for a
large project, that of an {ncreased owner's role over the supply and
coordination of insurance cover, has been shown through its praétice as
becomipg a sensible way of rationalizing the approaéh apd coritrol system
over the important component that 1nshrance is for the construction
industry. It is a much larger in scale social and business trend‘that
1m§oses centrgl and coordinated control in construction. As well, it
results in a ﬁrbgressive change in the legal definition of responsibi-:

1ity and liability -of the project participants.‘Though it is complicated
? ° LI ’ '
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and‘difficult to justify economically such organizational changes

1

strictiy within their immediate business environment, the changes do

\ 3
occur and solidify themselves thanks to a non-apparent optimizatijon on.

a higher level, which takes into account the aspects of business atti-
tudes of owners and public accountability requirements with them.
Adoption of the project insurance concept will lead to more

embhasis being placeq on:

n]. Increased use of a system§ appréacQ to rdisk management.

2. Reliance on human factors jn'ofder to convert analytical manage-
meht tools ‘into workable decision criteria.

3. bgve]opments in Igga] definition of 1iability.

4. Shifﬁing of thé jnsurance %ndustry towards product-orienfed

. {
services. -

* 5. Increased use of project management on moré and more projects.

et . e e ey
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CHAPTER 4 '

THE PRACTICE OF PROJECT INSURANCE

!

The outcome of the projéct'risk management exercise described
in chapter 3, will be a set of decisions‘regarding the desired project
insurance schemes to bg implemented. In thistéhépter, the practical
details in putting a project insurance scheme into effect wi]\‘be

“examined-i.e., the construction Eontracfs and the insuranée policies
where the relevant contractual texts appear. Since owner-controlled
(wrap-up) ingurance will not necessarily be thé only result of project

insurance decij;pns, this chapter will examine the full width of the

traditional practice as well. ’ .
L ]
4. The Frame of Operations : <

i The owner's choices on the deéirable insurance cover for the
project will be translated in appropriately‘worded clauses in the
construction con£racts with th§ contractors, followed by approval and

endorsement of the‘supplied policies, or, in the case of partial or -

complete adoptign of wrap-ﬁp programs yn direct negotiation and bur—'
chasing of t@e insurance policies. $ﬁbce a mix of the two‘approéches is
tﬁé most 11keiy course af uction, the full range of activities. that the

owner must pass through in securing his desired insurance cover, can ‘be

&

sketched as follows: . o R
A qu?ge the services of an insurance broker or &gve]ob own professio-
o nal_expert opinion consulting; . '
P - 58 S
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[+]

2. Decide insurance purchase scheme following the risk management

policy criteria;
3. Negotiate the placing and terms and purchase wrap-up portion of

insurance;

N

4, Advise contractors on the contract documents of the wrap-up cover
offered and the attached modalities; |
' w
5. Completely and exact]yidescribe in the construction contracts the

1iability coverage required by them and the attached modalitigs;

and
5. Psovide for insurance administration mechanisms. =
The prime role of expert professioanl apinion on insurance,
whéther integrated or not in the project management organization, must
be emphasized for the rendering o%ﬁa successful- project. This role is

mainiy played b} the insurance.brokers, who as independent and spe-

.cialized égents act as consultants to the owner (or the one to be

insured‘hxbenéfal)in their contractual relationship with the insurance

_underwriters and the insurance companies. For the scale of cbverage that

_ will be required in the large projeét, it is certain that the policy's

¢

'uﬁdenwriting agént will place the coverage amounts with a group of

.other inéurance‘éompanies gradually formin§ a pool§\§einsurance and

exéesseg 1n§urance (where the total insured amount is gradually borne
by 1n§ufqrs) will also be a must, for international ijs in parttcular.
The expert will help the owner throhgh this fdreiﬁn’environment, from

wording of the texts and placement arrangement down to hand]ing\of

3

claims, -

g2t
-

NI ek A 0 G m‘mvw

W




e S

60

4.2 ' The Contractuaf Context of Insurance Coverage

In the contract documents fﬁg owner will do two thi&gs:
1. Specify the risks for which the contractor is going to be respon-
sible u;on award of his contract; and
2. Givé’specific request on the insurance 3Pver that the contractor
should purchase, its modalities, terms etc., in case that such
'spec1ficat1on is desirable. ,
The manner 1n which these two steps can be descr1bed in the contract
documents, is of wide variety. However, long years of practice and the
need for, mutual comprehension and clarity among the project partic1pants,
have standard1zed the style of such clauses and to a certain degree
their content. Nat1ona} and international professional bodles (IC;,

FIDIC et ), have published standard conditions texts to be used as

a guidé™when writirg the conditions.of a particular contract. Parti-

) cb]ar%y the large project, where specific risks (usually secondary for

other projects)will be sizeable, will neeq much -more detailed texts

than the standard forms. Consequently, they must be amended and '

modified. The 'usual terminology in the contracts makes the content of
' B

the clause describing the responsibilities to be imposed upon the

contifictor much larger than the content that would be speci iedAfgr the

r red insurance cover, if the clause was tailor-made for the contraét.
, " ) — '
This might mislead the contractor into obtaining insurance considerably

in excess of the risk; borne by him. Care mu;t Be’;xercjsed"then, in <.

'sfating these m;ttefs clearly. N .
The first mention of liabilities ahdyinsurance schemes to be

followed in the project must be donelin the document of :he~jnvitation

[N
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to bidders, with special reference to any legal particulars that coﬁ;

cern the project anqlthe’country. In the contract document ifse]f, the ,
liability and insurance clausesAwill usually be located in the General

" Conditions éecfion, occupying an article of their own. If a wrap-up

'program js followed, insurance will occupy a seétioh usually annexed

‘to the contract &ocument after the technical specification. Additional

information given by the owner (list of prequalified insurance o

companies, for example) will be included in the Information to Tenderers

1

13

sectjon. Finally, if the preliminary insyrance arrangements are rgquired

to be submitted with the bids, ane or more specially composed forms ~

will be i;cfudéd for this purpose in‘the(Form of Tender section. Careful

cross checking is needed to guarantee the 'conformity of the whole

document with the 1iability conditions and to eliminate contradictions.
In’covering the transfer of responsibi]itie;,&paragraphs will

be devoted to each of the traditional risk and liability groupings

(see chapter 2). A typical breakdown of the 1iabi]1£ies and insurances

group of agticies, frequently-met in the General Conditigons of large o

project contracts, is as follows: | .

1. Project property

a. Care of works Under this general title, the extent of the
contractor's responsibility for the permanent and tempo;arng)/ )
‘“project property is defined, along with the time 11mii§ of'iti
validity. The included risks can be enumer;ted, and the contrac-
toY's.ob1igation to carry ouigfhe appr?priate repairs mentioned.

b, ‘Excepted:risks The excepted risks are énumenated:for which the

owner assumes'reépéhsibility. Force majeure and "Acts of God"
are mentioned here. Of sgeciaf'importéhce'among the excepted

s
&
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[

risks will be (if mentidned),‘the occupancy of the works by the
owner, after the issuance of a Certificate of Completion or

Provisional Acceptance, as well as the controversial exclusion

of the damages resulting from errors or omissions from the part

~

of “the Engineer.

Insurance of works The requirement to purchase CAR or Builder's .

Risk fnsurance wi]]‘bé placed here for the joint protection of

the owner and the coptractor. The duration of the cover will be

specified (inc]udiﬁé or not gﬁe guarantee.or'haintenante pe-

riods). The amouﬁt of coverage will be specified, either as .the ¢
o e A

replacement value of the works progressively‘adjustab1e or on a

fixed monetary value throughout the duration of the policy. In

" the. latter case, reference mu;tlbekmadé to the Special Conditions

section, where quantifigat?ﬁﬂ/;?>requirements will be.given.

‘ . e
Finally, the policies will be required to conform with the

\

. awner's tegms (1angﬁage, legalities, currency for payments, prel

qualified insurance companies, etc.). Specia1§5ases can exist

under these terms, as, for example, the requirement for inclu-

_sion in fhe poﬁiéies of specifically-wdrded clauses on Juris-

diction, major catastrophe formalities, etc. Another.%pecjal
requirement could be the owner's desire to have the policies

extendable over other contractors that will work on the project
O ’

(a sort of contractor-organized wrap-up). A1l such requirements

e

are detailedghere.

General liability (third party and own)

a.
.

Dannge to persons and property Detailed specification is given

here of the contractor s risks resulting in such Tiability. -

[
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Consequential damage following responsibility of the owner's '

agents (Engineers) is included here.

b. Owner's liabjlity will cover the owner's bearing of all Tegal

and procedural costs related to 2.a, as far as the contractor

‘

_is concerned.

]

‘¢. Third party insurance - Similar modalities to 1.c are required

here for third party liability insurance. Clear specification

of owher's terms is of specia1“importance here. Again, cover
. may be required extendab]e to future part1c1pants of the pro-

Ject Most 11ke]y, the cover w111 be def1ned ‘as an absolute

dollar amount of compensation, per occurence.

Workmen's compensation Again, through a “ho]d-harmless“‘é]ause,~
what usually is legal requirements.upon accidents or injﬁry to
workmen, will be passed to the responsibility of the contractor.

Insurance will be required. , \

4.,5.. Other desired cover. ~ .

. Remedy on contractor s failure to insure The assumption by the

owner of contractor s obllgat1ons to purchase insurance will be

4

. spec1f1ed here along with the ventua11ty, in such case, of sub-

tract1ng fran the contractual, ymehts the amounts paid by the

owner to buy the cover. A ‘usual ‘addition also to this clause is

n‘the notice that must be g1ven to the owner before a va11d poliey

expires (30 to-60 days), 50 that act1on can be ;aken.in time.

The -above "standard" breakdown of .the 1iabilities and 1nsu- _'

+

rances article of the General CoRdit1ons of the contract, usual]y

™

gets 1engthened by additional requirements of the owner, with respect

to the requjred 1nsurance. Standard policies required by Taw (motor

¢
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nt

b
vehicle, etc.)will be mentioned. General reference of the need of

conformity of the po11cies touthe local laws is made. 0ccas1ona1ly,
owners, espec1é11y publ1c bodies, can require pre-approyal of pre-

qua11f1ed compan1es Various formaTItves need a]so be specifled like

.the del1very of the or1g1na1 policies to the owner, their endorsement

- by him, the contractua] relationship-between owner and insurer, pro—

cedures in cases‘of default by any party etc. A general clause finally
is quite often osed at the end of the article to say that no matter -
what the ]iabi1ity ano insurance clause stipulates, the,righ: bf the
owner tonbe indemnified by the contractor cannot be waived. u

In more e]ahorete contracts, the Tiabilities and insurance

clauses aré usually preceded by a separate article in the General

‘Conditions section, where under the general title "Contractor's

resooneibility" or‘similar, a comprehensive "hold-harmless” text will
be placed, defining the ganeral responsibility of the contractor and
stating the usual owner!s responsibility disclaimers. As applicable

) . X
for each project, responsibility will be transferred away from the

owner for damage or loss due to: ' ©oa

‘a) contractor’s fault, gmissions or negligence,, or .of his sub-

v
- \

contractors,

b) any others relative to the performance of the works or the

! &

o - contractor s care,, )

c) the following by the contréctpr of subsurface 1nformatioh given
1n'the contract documents (jmportant disclaimer), and

d) misinterpretation*by contractor of 1nformat10n given to him.

It can be stated that the owner does not have to prove default or.

i

neg]tgence by the contractor on accurence of an incident regarding his

2

'Y -
.
‘
-
\
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right to bé‘indemnified. The contractor, howeQer, may disclaim | é
responsibility, by estab]ishing the default with others

Tn the case of limited or complete adopt1on of wrap-up pro-
grams, wh11e the genera] respons1b111ty c1auses will remain in the
contract, part or tfie whole of the 1iability and insurance clauses
Qi]] be removed as not app1{cab1é. In a new section of the cqntract
documents, entitled "Insurances”, the owner will give the full text
of the purchased polkéies for the dnformation of the‘contractor. The
accompanying contfactﬁal text will present, -as ébplicable, the

following information:

1. Definitions The basic terminology of the policies will be defined,

for clérity of procedures (event, contractor, agent, witness, etc.).

2. Owner's furpished covér The cover policies will be enumerated. As

B PN JONRY e WP

[ j ;
already mentioned, usually two policies will be provided under .
~wrap-up: an A1l Risk policy for the project and a General Liabi-
1ity one. .Policy ﬁodificaﬁjons, contractor's notice and inter-

pretation modalities should also be specified.

3. Occurense reporting The nature of incidents to be reported, the

formal content of the reports and all related p?ocedural'matters
will be specified. The needs for full time responsib1e employees,
1e§a1 reduirements concerning witnesses and time 1imits for re-

porting and sﬁﬁilar matters will have to be specified. Standard

-

report form models may be annexed.

4. Duties of owner The full extent of owner-supp11ed services in

enforcing the. policies must be g1ven Investigations, evaluation

of damages, general help. etc.

Py

[ 3
5 Aggnt s, appointment An agent, acting 1ndependent1y between the

Ly
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) cafry out the processing of any c]aim towards settlement after
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P

owner and contractor will be appointed, under common consent, to

-

>

: determ1n1ng the applicability of thg insurance policy. Appeal

c]auses for both parties regarding the agent's decisions in
determﬁning the damages amount and sharing by the owner and
contractor will be included. The agent is usually vested with the'
power to suggest prqu:tionary measufes‘etc. All formalities ré-

garding the'agent}s fo]e and the parties' relations witﬁ him must
P

be given.

. Duties ofﬁcontréﬁtor The, usual contractor's duties, apart from

. conformity with the owner-established demands, will include first- . .

aid and immediate remedial action upon an incident, col]ecffEE/S?“
evidence and information on the causes, and full conformjty with

whatever included in the insurance policies.

. Liability sharing For reasons of supplying an incentive towards

i better safety performance, the oﬁner'may pass part of the policy

‘ . ]
deductible to the contractor, promising at the same time full

shouldering of the remaining part by himself.
{

. "Contractor's furnished insurance Without 3qq£py way limiting the

types of insurance that the éontractor mngt purchasé to cover his
responsibilities, the . owner will include in this parégraph his
requirements for additional policies, outside of the wrap-up
scheme. For each additional policy, the owner may specify the co-
‘ver amount, the deductibles, plus any kind of additional terms and
formalities he desirés. Policies réquired by law (Workmen's Com-
pensationor Autoyobi]é) will be mentioned here, and the provinciél

law requirements repeated. -

T M s i By e, a8 T T
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9, Subcontractors' position What is the status of subcontractors

toward the owner must be defined (usually the same as )
. A
contractor's). \

10. Contractor furnished insurance formalities Owner endorsemerit,

delivery and certification of copies, renewal formalities and
notices, etc., will all be detailed in the text..Standafd form
models for endorsement should be annexed. !
It should be mentioned tﬁat, for damages falling within the owner's
selected deﬁuctible amount de for which ne é}pea] can be mape to
insurance policy, the owner has direct interest to investigate the
contractor's claim for indemnification and assume thé insurer's role.
Péints 5., 7. and 8. should be 1nterprétédrtaking this into acdount,'
Because of the,widesﬁread use of“fhe standardized liability

©

and insurance clauses in contracts and the industry's familiarity
f R El ' .

/Mith them, practice has proven (8) that extreme care must be exer-

cised in amendments and additions to them. Attention must not only be
}

directed towards clarity amd appropriate wording but also towards

making sure that the amendment or addition makes practical sense from

the lnsurer s point of view. The owner may often find (usua]]y when

the 1nc1dent happens) that his st1pu1ations were meaningless, in

_ terms,of const1tut1ng a workable policy.

4.3 The, Insurance Policies

Botﬁ the :European and the North American practice in the,

insurance, industry have prodﬁced construction insurance policies in

standard form and content. While ample roomris left for:tailoring the

provided coverage over the risks of the particular project and the

/
v
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“client's requiréments, the basic policy will always carry a standard
core of the provided coverage, its exclusions and the conditions under
which the agreement for the service is made. In their basic qué]ity

as contracts, the insurance policies have standard wording, except
when legislation or the weight of the pasticular market (internatio-
nal) will imPose alterations on the underwriters. In view of the
accumulated experience bui]t'in the textspit should be desiréb1e by

all parties to limit the a]teratfons to the minimum essential. \

[ 4

, - 4.3.1  Policies and Cover According to Risks

Construction activity is usually covered under two main types

of'ﬁolicies: ) ’ ‘ )
1. An "Al1l1 Risk" policy for the permangnt'and temporary project
Property; and, ’ |
2. A "General L1ab111ty" po]icy for damages to third parties.
As 111ustrated in the annexed p011cy texts, the two policies can be
t ~ combined in one, W}th two sections (appendix B) or they can constitute
| sebarate, self-sufficient documents (apﬁéndices C and D). With refe-
rence made to chépter 2 of this report where the traditional aﬁproach
' to”insurance,was examined, it can.be seen why such & grouping is
convenient, with the Tisk as a criterion.
_ The A1l Risk-Builder's Risk policy will include a general
description oE the "proper'ty!l iﬁsured‘and aé appficab]e,gpartftu]ar -
risks will be addition$11y‘§pecified for which<cov;r is desired and. ‘

which are not in contradiction io the general exclusions. The wording \

\

\

AN

of insured and excluded risks will stay general and interpretation

f "L " will be required for uncleat.occurences. The cover that such a policy \
13 [

’ ‘ N . - '
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provides 1s the full rep]a@ement cost of the damaged property, up to
specified maximum monetary 1imit per occurence. When a deductible ’
amount is set, the insurers' liability will be the excess over the
deductible amount. A useful addition in the clayse defjning the 1imits
of insurance is the phrase that the total 1jability shall not exceed
the interests of the‘insureds (or stated “in another way, the insureds
cannot claim more for a particular damage than what the evaluation o%
their interests to repair the 10;5 can jh§tify). Since the property
damage poficie§ require very large amount of cover, it can happen
fhat‘th and sometimes more policies are written for the same project.
In such a scheme, ,the first policy Eovers a first fixed amount of the
jndemnification cost, the second a next amount and so on. We talk then

about "Primary Insurer",- "First Excess Insurer" and so on. The cover

of an A1l Risk policy will usually extend over the maintemffce period,

but will stop with the passage of tﬁe project to the use of the owner.

The General Liability policy will offer cover against third
-
party bodily injury or property damage, owners' personnel bodily
Iy [N )
injury, contingent 1iability of the owner, as well as consequential

[

damages (care and ‘loss of services, 1itigation defense, administraf
tive legal and mediEa1’expenses, earnings lost, etc.). With the possi-
bility of dﬁing again primary and excess indgnnification schemes, the
cover that.such a policy provides will be the full cost of each
occurence, up to akcertain 11m1t per oceurence. In add1t1on, the
aggregate amounts paid for th1rd party property damages have a 11m1t
per\a predefined per1od (12 or 24 months). Account1ng/for the many

particulars that can be present in such a policy due to laws and

pablic requirements (environmental, traffic, city regulations, etc.),

N

h
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the content of general 1iability policies tends to be tailor-made in
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large part, for each project.

4.3.2 Structure and Content of Texts

An insurance pajicy will invariably have the following

structure:

1.

2.
3.
4.

5.

The contents of each of the above sectfon§ are outiined‘below, with

Legal, contractual-service g}atgment (standard kiskg, exciusions,
conditions);

Detailed specification'of cover (risks, exclusions);

Terms schedule and va]idation;/

The conditions of applicability; and

Supporting add{tiona] documents.

the owner's information point of view in mind, as a criterion. Far

(furthgr reference, appendices B, C and D should be consulted.

1.

The insurance-service statement The insurers wi]]findemnify the

insured severally and not jointly, in relation‘to fhe drafting of
the 1ist of the subsciribing companies where each insurer is liabfe
for a certijﬁ probortion of any loss or damage’of the property
insuged; and in no case more. The standard exclusions “include Qar
or other. similar civil commotion and contamination by radioactive
materials. The standard conditions of the policy contdin further
elgborations of the contractual relationship between insurer and
insured, further define characteristiciexclusions from the offered
cover and specify the 1ikelihood oF'coexistgnce of theisaid policy

with other policies in force. Proof of loss is required by the

claimant as well as full conformity to the formalities of reporting,
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insurance agreeme

‘terms.

n

o

in order to ensure a claim settlement (forma]iiies given).

Arbitration and legal proceddres for disputes are defihed. Idem-

nification bayment formﬁ]ities andfexisting choices are set
(insurer directly méking the repairs instead of paying cash).
Finally, validation of changes of the policy is specified.

{

Detailed specification of cover . Espec?ﬁ]]y when additional

L3 3
o .

n;s are arranged under the same basic policy,p
specification of the extended cover will bé included in the policy
document. The basic cover will be detailed as pertaining to the
particg1arit%es o% the ‘project. Spegial r}sks (egrthquake,

flood, etc.) will be mentioned separately if their insurance

- treatment is differg§§” It is mainly in this section that the

ef%prt to tailor-make the project insurance is concentrated. Each

insuring agreement will make ‘reference to the conditions of

" applicability for the limits of liability, the deductibles and its

\

: Terms schedule and validation The schedule, including the signed

document of the insurance policy, will define the involved parties,
the period of insurance, the property and the works to be insured
and the distinction of the works into construction proper and

maintenance. Tﬁe insured amount will be posted (per oécurénce\or '

. L] N \
dggregate) as well as the deductibles as applicable. The 1iability

1imits will be defined. Finally, the premium will be mentioned,

. subject to alterations as included.in the policy conditions.

R : .

. The policy conditions ‘The policy's general conditions will

‘comprise an assortment of articles, regulating the application and

the procedures of the policy. The most significant among those

v ]‘

).

\

v
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articles wi]] deal with:.
a ’ a) a repetition of the insurance-service statement of the stan-
dard text; ‘
b) putting down of the insurance term and the premjums;
c) furthef repeating and extending the offered coverage;
- ) d) defining the deductible and its applicability when confusion
of sections exists; ,

e) setting -the 1imits of insurance, usually at the full replace-
menf va]ue; )

f) giving a 1ist of definitions of the terms to be met in the
text; ‘ . |

g) repeating and complementing the list of excluded risks;

h) defining the steps ;o be taken by the insured in case of a
loss (repért{ng); ..

i) estab]ishing procedure; for damage'appraisal and basis for

~sett1emént; o '

*j) predefining that indemnification payments will be made: even
if the insurers have not agreed among tﬁemsg]ves 6n the
sharing of Tiability; -

‘;; . - k) waiving for the insurers (or a;serting) any*right‘of subf
fogatioé'against‘the insureds, severally treated; )
. ‘ 1) asserting the necessity for the insureds to sue and pursue
recovery of the daméges from whoever may be‘re$pensib1e;"
m) stating that no Toss can reduce the initial 1imits of {nsqrance;
n) asserting the right of the insurers to 1nsﬁecg\§he damages;
6) ‘defining(the terms bf other policies or excess insurance

LY ' ’

poliqies;

‘t
|
:
1
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p) predefining breach of conditions and cancellation;
q) defining legal and monetary references; and
r) recognizing an agent for all physical persons and 1ega1‘

entities to whom indemnity will be payable.

5. Supporting documents A policy will contain any or all of the

following:

a) a list‘’of subsé?ibing companigs per insurance agreement,
their authorized ;gent and the percefffage contribution .of
each on the overall liability; e )

b) standard variations in the poficy conditions, as referred to
in the sfandard initial statement; ‘

c) endorsemenfs of subsequent alterations to the policy, in-

"b1udihg.alterations in the list of the subscribing.insyfance

; companies; and
d) statutory cdnditions imbosed by local legislations

When an owner-coordjngteq insurance program i§~fb1lowed; an endorse-

ment of the insurance ﬁélicy by the insurer must be'signed and

~attached to the policy at the moment of the contract award to the

.contractor} In it, the addi%ional’c]ause for minimum notice time to

the owner before cancellation of the policy is inserted.

o

4.4 Claims and Procedures -

—~

4

Contractually in the policy, indemnity for claims is usually
defined as the full (or,a percentage) replacement cqs; of the damaged
works. The complexity of séttTing a c1é;gb:risés‘ff0m‘the difficulﬁy
of defining the exact cost of the damage. The insured often will

attempt to include every item*of cost within his reach even if tﬂ&s T

ek
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has only the slightest connection with the incident in question (8).
Though the insured is not entitled to make a profit on the expense of
the insurer, he has in‘ favor of him‘the argument that the inconvenience
and disruption caused will exceed the value of the item lost. And the
nerrdw]y defined "replacement cost" will, most often, prove to be

quite an inadequate compensation for the damage suffe;ed. Though
sometimes policy conditions allow the opposite, in all claims it is
most unwise for the insured to make repairs (except the most nominal
third party damage), as this could prejudice the insurer for the real

/

value of the damage. Evaluation should be done jointly with the

.

insurer's asse%sor.

As a minimum safeguard against unclarity and disorder in
settling:a claim, the policy condit®ns always provide article$ dealing
with reporting, valuating and settling a claim. The insured, through

hts responsible appointed agent, will ndf?fyvthe insurer ﬁromptly,

. submit a full report with the facts of the incident, inv1te inspection

of the damage by the insurer and furnish a11 documents necessary for
evaluation and app d:sal.;Reporting to the authorities (1n&standard
forms) will be required ds‘stated by‘laws for certain kinds- of
incidents. Full conf ipt reso]utiop procedures Wili be set-up Beforev“
hand providing fdr arbitration and appeal possibilities of any dis-
agreement in eygludtioV Finally, the basis for settlement will be
clearly described, settiing the quantitative obligations of the insus’
rers, the deductibles and the time Timits that 1ndemnification payments
must be made to the insureds, even if the claim has not been fully
settled. ‘ , - . . |

In the case of ow r-phid insurance in a wrap-up scheme, the

1
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u°effyg1ency of phe insurance coverage at the expense of all parti-
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A Ve ke 4

owper himself will administer all claims before they get to the

insurer. If the po]iey ezzpctibles are partly passed to the contrac-

tors, then the owner will act as éhe contractor's insurer-for the

untransferred difference. Anlorderly control and accounting system

must be set-up by the ownen for adequate handllng of such procedures.

One efficient way of handlﬁng claims, practiced by the James Bay .
Energy Corporation, is to treat Jindemnification payments to the

contractors (within the Jeduct1b1es difference as stated‘ebove) as

change orders in their dorrespond1ng contracts. Iﬁ\é/proce;s Tooked ' § |
after by the contract administrator, the initial standard-form
reportihg for each inc%dent is followed by a joint investigation and y

l

information gp11ect1ng The contractor submits his claim, the damages

are defined and the ;approved payment as applicable takes the form of ;
a2 change order to the contract, separate1y approwed/by the hierarchy 4
and cod1f1ed by cgst control a® a contractual expense The approved
amounts wi]] then’ be claimed from the insurance company (as applica-
ble) through different channels. L s

Speed o# sett]ehent is as important as the fairness of ihe
evaluated andﬁnt in a claim. The apparent procedural and usual lega1 a (

obstac]ee~dur1ﬁg settlement will seriously impair the overall ' o

cipants. And a"repeatealy under]ined in chapte% 3, simplicity of the
operational frames and sound and knowledgeable expert advice, will

prove of much value to the ‘owner.

4.5 Insurance Policies-Costs

. ' 7
In average normal conditions, the gross premiums that will

- -
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purchase the basifcj A1l Risk and General Liabﬂity policies 'for the
iSnge project, will represeni: a cost of aboyt a £ifth of the cor[bined
engineering and administration costs, or something between 1.5 and -

3.5% of the dverall project expenditure (30). The cost effectivenéss

. of such a percentage of' the project cost seems secondary) if comparet

wi\th the f'inanc‘iai risks in inaccuracies of cost estimates, unforseen
additional work, inflation, delays in commissioning etc. As a dollar
"amount however, insurance costs can represent a major expenditure,

Costs “as represenfed by the gross premi oms(l\inciude

1a Th" net risk premium to cover the assessed probahle damage, which

‘v

refiects i:he insurance class of the considered habiiity,
'2.:‘ Insurer s overheads, claims handling costs and operating margins,
© Ty amounting in all to about 20 percent of the _gross premium, under

- average market conditions ;- and v '
3. Commission paid to 1nsurance brokers, normally from 'IO to
20 percent of‘he gross premium and occasmnai]y as, high as
'35 .percent for 1nternational Jobs, requ1r1ng complex pre-arrange-

-.ment of cqver Brokers face 1ncreased uncompensated costs in

" ‘ arrang‘ihg ugsuccessfu] insurance schemes in the pre- -award .

‘conitract phase: - S RN

e

Though insurance premiums have bien depressed in recent years through

keen competi tion in an expand1 ng market, further redu&ion seems un-

4
L J

iikeiy (3) ' , . . “ .

o .The computation of the net risk premium is of course, where
nbst of the effort ,of the undemriter will go. Idsurance companies
have specialists who study the technicai and financial aSpects of

the project and through pest ioss experience define the trensfonna-
. ‘
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introduced: LN | . - \5
|

‘ weaknesses of insurers in appreciating the risk environment of a:

‘-‘ 7
. 1 :
tion of risks into fixed costs. Accuracy and soudness of information

from the.owner and his agenfs is most important.

The policy premiums are payab]e and definable in tgo ways.
Either computed on the periodicaily assessed completed value of the
project;, in which case their amount increases as the project nears
its end; or based on the egtimated total value of the project ande *
computed 1n constant periodic payments throughout the construction
period. The comparisofn of the owner's discounted cashflows for ‘ N

premiumsipayment must give the same result.in both cases with the
I }

< latter s‘Iightiy\higher in cost due o the additional uncertainty

L4 |

W &

4.6  Underwriting Information

®

_ The optimization of oremiams in strictly monetary terms is
not so ‘Importaot as the adequacy and certainty of cover. And the '
overa]] cost of insurance is mostly inf]uencedv by the margma'l losses
during ciaims settiement and cover inadequacies, than by the direct

premiumis cost. Competition in the ins‘urance industry has compressed

-

premiums a Tot and has so driven insurers to adopt very defensi i/e o ﬂ
\ .. - ‘ .
positions 1in meetinq the calls to policies when losses occur. Co- ' 5

verage ambiéuities in the texts and vague risks specifications are

traditionally prime potential areas where the insurance company1 will

defend the inapbropriateriess of the:policy. In addition, the specific

Tack of technicai knowiedge by underwriters results in inaccurate
#

appreeiation of the cover ‘&nd estimation of the premiums.,The usual

I

—

large. project are: -



" The information will
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- .
1. Limited khow]edge'of undergroqnd conditions;
2. ;ai]hré to distinguish categories of risks consi§tent with the
project content. References are theh made to%other, usually much
' riékié} past jobs;
3. Insufficient bréak-down of project costs and mixing of low w‘i"th ®
high risk elements; and | N
4. . Negligence of risk-interaction. (3)
The fundamental principle of insﬁrance is that the insured bears the
obliéation to+furnish all tﬁe facts connecteﬁ with a risk: Where
substantj&f information is not supplied, the .insured may be
penalizeé in the measure of recovery, or can at ;he ekfreme be denied
recovery - .and 1ndemn1f1cation
* So, the supply of 1nformat1on, in a form usable by the
undéryr1ter, is a prime task for the owner's agent. Insurance .
cbmpanies have developed standard.questionnaires'hgd check]i;ts, for
the collection of pért' enf project data (see appendices E and F).
gzﬂa1med at the technical description of the

¥

. project, its construction schedule, the analytical breakdown of value

-

I -
H ol

of permanent and temporary works and all other data influencing the
construction risk§. As seen in chapter 3, the coﬁsistent pursuing of

a risk _management po]icy by the oMr can be readily transformed 1nto
important 1ﬁﬁut for quant1fy1ng the cover policies. Constant communica-

tion and team approach with'the insurer at 411 levels, becomes in fact

-

3
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. CHAPTERS -
. L FUNCTIONAL REQUIREMENTS WITH THE PM GROUP

\ 3 . )

Risk analysis can be significantly helped By available

B g theoretica] quantifiéation tools and mathematical metﬁods This

¢ [}
¢ chapter, after br1ef1y recap1tu1ating the full span of management

functwns for the conqeptwn and implementation of project 1nsurance, ’
fgcusgs mari nly on an tntroductwn_to the concept of the above .
Z mentioned risk analysis methods and the éttri‘butes-o‘f their app]j-
. cation in the confrac’ts and the jn§urance éo]ic,ies. Cor}muniéétion

_- needs with the-insurance -indus‘tmjr, relevant to ‘the subject of risk

.
- >

= analysis, ar:é outlined at the end. _ ’

o
-

Y . - 51 .Arealo? Responsibquty, ' : -

P - For a large-project, the Project Management groﬁp, with
appropriaté-:bpcg-up from the project's engineering and other special .
, consfﬂtapts will be called upon to 1mp1vement alj the’steps of the ‘
pro:]ect.'ask qnd insﬁrance management program, as described i'n\
chapters 3 ‘and 4. For large PM gr{:ups and especially when the wrap-
’ X up '1nsu’rance app’i\oa?h is foHowed,\ ;th%z disc%pl inef may justify a )
I . ' separate functional department -at the same level with Engineering,
Const;rqction etc. Kn‘lbng*the whole range of risk and insurance control
)act1v1t1es. the PM group speciali;sts are required to provide tng
following functions ' ) . ‘ ¥ *
,‘1. Provide the quantitative analysis of project risks and their
R

oY
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treatment;

A{/ﬁpProv1de input to the general and\\pec1a1 cond1t19ns of the out—

3.

go1ng contracts; . . I
Assess and coordinate with the eng1neer relaxed aspects of the

project's design, as well as constructlon methods and site

organization;

Menage the purchase and handling of insurance cover. Sub-duties
will_include the gathering of insurance related information,
contacts with brokers and insurance companies, the retention

of expert op1n1on etc ;

Provide for construct1on fo]]ow-up routines, report1ng to mana-

S

% A » ’ )
Functional Depts. - Project Administration

.\$\ . : | - B

. .
' . . .
- . . ) ) .
. - y
@ * . . . . - .

ENGIN. - erogecT | PROJECT
3 . o A B
CONSTR. | o EOST -
, e T ENGIN.
PROCLR. - ’ I .
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{nsurances| % - B .
COMMITTEE |~ ~~w._ ' - [conTRACT Arrows
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gement, disputes and claims sett]emenf: contract edministration
inpdt and other procedural matters; and -
: 6. NormaG1ze and standardize procedures and functional input
| requirements from other departments of the PM group (Cost
'Engineeriﬁgéetc.).
e . . As an example in management organization for risks and
insurance, the.structure of the related functions in‘the'James Bay
Energy Corporation can be brieﬁly sketched. JBEC current1y provides
AprOJect management services and has arranged for wrap-up 1nsurance
for the construction of three hydroelectric projects:.#? -

-

. v Expert opinien on insurances, arrangement of.policies etc.,
stays with the "Insurances Committee" at the Functional Department
Tevel. Within the pe]iq} deductibles borne by the Corporation, risk
optimization and coﬁtract conditions before.awards a;e looked after
.by the Cost Engineering group of each project's administration team.
Implementation of the policies is carried out by the Contract

Administration group at the site. (See figure 5-1)

5.2 Designing for Tailor-Made Cover

. . !
? 5.2.1 . Risk Analysis and Treatment

) Extensive quantitative analysis has been directed in recent
E . - , years towards the problems of a) measur1ng 11ke11é00d of risks,
' b) 1dent1fy1ng them, c) measuring their cost and d) deciding their
treatment. Handling of a iafge ﬁ?o{ect make; it imperative to
T establish and use objectjve and quantifiable criteria and methods

-for decisions which ref!ect the owner's desire to expect a completed

. : 7"#;?33€Et at a fair cost. . . ' :
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Ideally, the risk analysis and trggtmént process needs a
single source of decisions and\control'for understanding a;d eh:\
forcement of the selection criteria a;d proper accountiﬁg of all
treatment) measure‘s. Assuming such a role, the project management
group of a large project'siorganization will be responsib]é'for the
whole range of the related analytical exercises, which may be
described as follows (9)(10)(18)(19)(32)&

1. Determine the project risks, their catégories and their re-
lations. The major part of the project risks should be defined
and described with their quantitative insurability cr}teria as

_a guide (see requirements for undemrithfoma;ion in
chapter 4 and risk groupinb descriptions: following standard
practice for insurance policies in chapter 3); ' .

2. Dev;1op e;timated cost data for risk treatment measures. Infor-
mation on repairs estimates, safety programs, insuranee premiums,
dispute settlement costs, protection measures, project design
modi%ications etc. should be collected; :

“3. ' Determine how each of theqproject participants and particu]arly

the'owner perceives his commercial benefit and how. each measures

His perfqrmance during the operation of his jqdustria] func;iontg

Express these measuring criteria in usable form. Account for the

different perceptions of theroject's participants, about the

significance pf the risks to be assumed by eacﬂ‘and risk pre-

N ferences; - - .

4. Perform the risk-treatment analysis (minimization, allocation,

", treatment), with/specia1‘emphasis on the follbwing points:

a. Quantificationlcf the incentive value of bearing of each
\

Iy Ry
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risk ggsa project participant; . ' ;

b. Clear picturing of thé alternatives available for treating

A
o

each risk; and '
c. Provision for testing of the sensitivity of the-analysis
outbut;
ﬁrovide for disaggregation of compS;ents of costs, if required
by th; results of the sensitivity analysis. (With "disaggregation”,
the bréakdown of a cost into cost compbnents: differently affected
by the project r%sf undet consideration, is m;ant For example,
if we work w1th the fotal cost of a cofferdam as a protect)pn

-]

against a flood, we would not examine the separate costs of its
\

* impervious coze-and its rockfill protect1on. Working on both costs

éeparate]y ﬁi ht give different results through the sensitivity
analysis for the same tisk effects (32)..A-compromise must be
m;de in disaggregating, betwegn clarity of judgement and rea-
stnap1e Tength 6f cé]cu]ationsl); and |
Provide in the treatment ana]ysit for trade-offé between contfact

price and risk shares. The. ana1y51s can be stopped at an inter-

med1ate level and the alternat1ves can be sat as allowances for

negotiation between tﬁg'owner and the project participants,

aiming to contract price reductions against adoption of contrac-

tor's suggestions, arriving‘at a specific 1nput to the project

,when award of a contract is anticipated. This process, if fea-

sible, could countéract the .information value disadvantage men-
tioned in chapter 3, that is, of having to decide_project risks -
treatment without the final contractors being known. Forn further

7

discussion, see ref. 19. ' . .

/
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Except for the checklist method 6f identifying risks, pre-
sented in chapter 3, ref. 18 compi1es:tw6 other methodical Father
than‘quantitative approéches to the same)purpose.'ln the "anancia]
Statement Method“, the systematic fol]ow—tﬁroggh of the account titles
of the interested entity's financial statements, reminds and-reveals
logically the exposurgs to economic loss. Full knowledge of the |
involved operations is, of course, needed by thé risk manager. In
the "Flow Chart Approach", the use of a complete flow chart'of the
entity's operations is suggested for identifying risks. Operations are
followed from raw materials handling through to the finished product.
The 1%mited‘potentia] for use of both methods jn construction.is

recognized,’espeqia]ly for the owner. L]

Specific theoretical approaches are applicable to the’quan--

tification of each of the remaining steps of the overall exercise of

risk analysis. Probability theory and statistics are classica11y used
to assess a risk quantitatively, connecting the chance of occurence

with measurable consequences on the project quantities apd §arameters.

‘Thus, we speak about a specified percentage of a change that‘a flood

L

. overtopsda cofferdam (6r‘fhe same percentage chance of facing the

- e 4

resulting damages), or that we expeét so-many serious accidents in

a certain volume of work performed and so on. The result of suchsan
igiroqch s not a single value of thg variable ﬁndek examination,

but a~judgemen£ on the possible range of the values and the 11ke11hood
of each value within this rdnge. Through the use of simulatjon théofy
and corre]ation techniques the aggregate probability of composite and

1nterdependent risks can be studied and used. (32). .

Though inaccuracies *can be introduced in the above steps dug!

e




Y

i

to ‘data 1nterpretat1on differences and mathematical techniques 1nvo]ved
the probab111st1c assessmenfrof risks is thought-of as prov1d1ng rather
“objective" first raw material to be further assessed “subject1ve1y" by
the project partic{pants following their ‘particular measuring criteria.
The same event does not signify the same thing for two different bus-

" iness entities, two different environments of operations or two diffe-
rent moments in the same time of the same operat1on S0, the values .

. ) that a risk can take must be transformed to ‘depict the measurement

criteria of the entity that hand1es the risk. Utility theory, combined

with engineering economy techniques and principles, is widely. used for

units, towards the de t
With tnecmeasurind scales established through utility tneory
kuti]ity functions¥0f the risk taker), the risk.treatment phase consti-
tutes basically a decision progzss, going through veriods alternatives
for act{on. Essentially, the risk-taker wi!] have to oecide under
which condjtjons and for which parﬁ\of,the value it is feasible to
replace uncertainty by a fixed cos'c9 to Gbe incurred in advance. This
fixed cost will take the form of an additiona]ﬂcontractua] provision
for work, risk minimization‘measures or premiums for insurance co-
verage. Answers will have to oe given to questions 1ike: a) what is
the optimum expense for geological investigations or b) what is the
C g optimum extent of en industrial safety brogram on site. Either thr6Ugh’
mathematical formulations in linear or dynamie programming and Kéfﬁonk
analysis, or through the analytica1’description of compfexvprob ems

¢ ' &

using systems‘analysis techniques, an opt1mizat{on exerciseﬂwi]\&pe ‘
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*

performed for the above stated decision problem,
The elements of the basic optimization problem to be solved
* through mathematical programming in the most straightforward but
nonetheless complex case of risk analysis, wi11°be: | ’
R : the measured projecé associated risk

' R_: the acceptable level of risk

(4] :
~C : the cost of Toygring the risk's value, expressed as an oijEtive
function of the a1ternatives,ava11ab1e’for this purpose.
The optimization, f;;n, will seek to minimfze C subjegtto the
inequality R sRo. .
Decision analysis, as a combination of systems analysis and

statistical dec1sion theory, is 1ncreas1ng]y used as K’conceptua11y
clear, logical and direct method readily useable even on an incomple-~

te and sketchy state of knowledge for the decision maker. Finally, Y
comprehensive simulation techniques}?greatly advanced thanks to the

ese of computers, can be\used_in mode1ling problems too large or
intricate to handle with the‘ma%hematical programming optimization
techhiques. v

. R. E. Levitt et al. (19), presented a cmnprehensive coheeptual |
'@edel of risk measurement and allocation, based upon decision analysis
technidues; The model, for each alternative decision, contains decision
éahalysis submodels for the owner and the contractor separately, allows

for the parallel deVefopment of owner and contractor decisions, and
compareg in the end, the net vaJue to the owner for eaeh alpernative,‘
reflected{fﬁrough.the sum of the risk cost retained by him and the
contract pr1ce given by the contractor Repeated application of the

model would yie]d the best decision for the owner. In appendix G, both

!

b Ak
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the executive summary of ref. 19 and two schematic diagrams of the
developed models are reproduced for referenge.

G. E. Masqn’(IB), presents a very comprehensive qualitative
discussion of construction risks and their treatmemthethods, and in ,
reviewingnthe quantitative methods of decisions,"reaffirms the merits

of decision analysis techniques combined with utility theoyy. He
: {

,deve1ops and presents a computer program to be used for decision

analysis. ‘ ’ ",

R. I. Carr (9), examines the qwner-contractor comparative
evaluation of construction risk, based on different utiiity cri;eria
for each, and on various assumptions about the risk at%itude of each.
Comparing .the pr1ce that the owner would be w1111ng to pay for risk

coverage w1th ‘the price increase by the contractor to cover risk,

under various\\ggngrios he' defines the owner s excess price for each

' allocation scheme. Without accounting for the incentive va1ue‘bf r1sk°

he presents conservative resilts for the owner's side (little or<no”

v

risk transfer) In a second paper (29), a,model for uncertainty deter-

mination of construction schedules is developed (mean value and stan-

~ dard deviation of the duration of each actjngy), iff combination with

CPM application. The same subject of construction schedule uncertaintj
determination is also investigated by D. W. Cambbe11 (33) in a similar
manner. ) ‘
M. Gates 110) based on probability theory and break-even
analysis, invéstigates the_calculation of contingencies to cover
,bidding uncertainties from the contractor's, point of view. The-un-

certainties-inglude "classical” risks as materials costs, design chan-

. ges, mistakes, natdral occurences and labor productivfty. His results
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rthe owner's final cost after‘implementing“énd adminfstering the pro-

‘posed po]ic&, all as dictated by the owner's best perceived interest.

- between the’project management staff and the insurer.

" table in éufficiéﬁthbantitx. Large projects however, as‘recént

S 88 ’

P

can be readily adopted by the owner s point of view.

L..Y. Pouliquen {32) investigates risk from the project in-

" vestor's point of view by Qay of .the probabilistic definition of risk

ghg its attributes. In an ?ffoﬂt to develop a siné]e risk profile for
the whole investment, the difficulties of correlating elemental risks
and aggregating them arq‘recogn1zed, along 'with the inadequacy of .
theoretical back up methods for this purpose. -

As c¢laimed by R: E. Levitt (19), risk treatment analysis can’
be mbde1?ed in sucﬁqe way so as to yie]dhagioutput, specific decisions
on the purchase of insurance, its type, the policies' cover and tie .3

s

premiums, the deductible amounts, as well as providing a foré;ast of . "741-%7

gyen if the model js\ﬁgt structured tbwards providing sﬁqh exfggsive nf - i
re;gﬁxs, the consisfent and comprehensive eJ§1uation qf risks that
éggh';h apa1ysjs can yield will undoubtedly contri:ite to‘aobetter
drafting of the po]ié%es to be purchased ‘and bettef communication

In closing this sect1cn, the introductory remark of this f' L e

report on the inadaptability of coq§truct1on industry practices to

theoretically assessed methods should be-again underlined. Though ihg o C -

above described quantitative tools have been tested and verified in.

models reflecting "real" industry situations, their actual application

i ’ n Q .
requires time, cost, sophisticated effort,-more information than, - ~

usually available and willingness of management to examine their cre- -

dibility, 1ngred%en£s wh{ch, most of the time, are,simply-ngt ava{-'
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'experience’ demonstrates, increase the feasibility ,of professionally

conducted risk- analys1s, within the frame of thg overall pro ect

v i

1nvestment and multi- d1sc1§‘|1ned management effort required.
\ Aty

5.2.2 Implementing the Results ‘ ‘

1

The doctlment where the results of ‘risk and risk treatment-,

"

analysis will b.e implemented is the contract with each project parti-

#& cipant, which will incorporate the re]ated previsions. fab]eﬂl gives a

very compreﬁensive picture of‘*the manner in which risks may de treated
elther through contract clauses, insurance or other measures such a

safety program< Tab]e 1 is reproduced from ref. 18, and for the method
of treatment the categor1es presented 1n section 3. 1 3 are followed.

. A1l the parameters of the contract prov1s1ons should be con-

- s1dered for apphcab1hty and quant1 ficataon beforehand and prdperly

-, entered in the 0pt1m1zat1on method. The prov1sions for holdback,:

payment moda]jties and bonuses and hquidated damages‘wﬂ] re,quiret

—

< coordination with the contract administration end of things, where "
. ) .

in accordance with appl cable legis’{ation and insurance company -re-
. quirements. FuH nonﬁat ve prpcedures must be drafjed for the ‘res-
. ponsible gersonnel. apd col]ection of" stati\stical data’ fnr future

L}

\ th@‘r cost implications are. goi’ng to bt sized. Thé same need for post-

ana]ys?«coordmatwn exists wi%al] the/other functidha] departments .

) ' \ "of the PM group and. the gther project consuTtants, so that\: accurate
\ 1nfcrmat10n for costs’ to be incurred’ 1,s pbt\ained for, the “various exa-
\ * ' mined alternatives. : © ] ' i
. ) ' ' N The'industrial safety program on site wﬂ] have' to be designed

/reference must be’ guaranteed Industyﬁ\safety conteins:) very large '

o~
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lcoverage cost accurately reflecting the“nisks and their environment

93 o
area of specialized activities and must be treated as a_fp11 pro- : .
4 . . .

fessional service.

5.3 ' Insurance Management Support

N

., Over and above the optjmization analysis which shou1d back

. every part1cu1ar coverage dec1s1on a permanent and long tenn requi-.

rement for the PM group w111 be to build-up ‘insurance 1ndustry 0-

riented information. Such 1nformat10n w111 be very effective in the - °
Tong run in redef1n1ng the whole att1tude oY the 1nsurance 1ndustry.

towards constructwon, for the u1t1mate attainment of premiums’ va]ue;

As mentioned in chapter 3,. the reluctspce of engineers to be invioved

in insurance matters, combined with the usually hasty arrangemept of

policies, has produced a chronic Tack of communication between the

two jhdﬁsﬁries which has resulted ip deforming the costs of the ser-

vice almost invariably towprds the more expénsivé side. As suggested

by'J. P. Germond, a more exact and knowledgeable approach towards ‘ »

would need concentration of effort in the following areas:
1. Compilation of relevant statistics of individual and aggregate

losses, based on surveys. by requnsible‘podies’as well as insuran-

t

_ce claims records; °
éﬁ Classification of construction risks in technica]lterms to provide
S a ratipnal basis for risk assessment and to assist in the setting
of premiums; ' . '
3. Standardization of procedures for the presentation of risk in-
formation and assessment, and '

4, Review of.the protection provided by insurance against each' of
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© the.categories of construction'risks

Some work in this area has been perfarmed by The Internat1ona1
le

Commission on Large Dams (13) which pa% pioneered in the publication
of information reports in which dam incidents are analyzed, and con-
clusions and recommendations are developed.

The ultimate goal -of co]]aborat1on between the. 1ndustr1es

- of construction and insurance const1tutes the possibi]ity and the

chal]enge that project management by position and function, has as

the communication agent for the prOJect And this. objective can be

,reached fhrough the’ development of a common 1anguage for the two ‘

industries, where(technical data method1ca11y influence 1nsqrance

decisions and the economics ‘'of insurance shape technical solutions.

(
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- | CHAPTER 6 = .
. REPORT SUMMARY

Project insurance,:as a product-orientedlfunctional process,

- has been seen through the report as the totality of act1v1t1es that : A
define, quantify, treat and 1nsure project r1sks Tﬁe process uses

the owner's po1nt of view and the‘mg1t1-disc1p11ned 1nputs required

1mmly that its execution is most effectimely done by‘the Pmoject

Management group. Espec1a11y for the large prOJect the mult1 contract

breakdown of the construction phase and the’ 1nteraction of risks make

., the' pursu1t of coordinated risk managenent a necessity.

o The owner's control over hfs choices for insurance and risk
treatment will be expressed in the drafting of related provisions in“
the construction contracts, and in a risk-minded reviewing of the |
project's de;}gn and procurement.practices. On the purchase of imsu-
rance,. the examination of-egyantqges and disadvantages of omner-pajd
and contro]]éﬂr‘Pnsurance (wcap-up), demonstrates that the practice
may be worthwhile, especially for large projects. One of the main
points in favor of wrap-up insurance, against the traditfonal approach,
.1s located in its inf]an\e 1n reducing administrative and confo/c

settlement costs P

N Know]edge of contractual modalitias and standard trafjtionEI
practices of the insurance industry.becom impartant for\the project
. mqnager.jfhe remort sutmarizes the types and content of the main in-
surance policies and out]ines information on premium coets, claims

- ~.‘;: . ";‘ és - .
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settlement and various contractual and administrative proceaqres, as
; L ]

"well as the role ofwexpert opinion.

‘ana1ys1s fethniques, optim1zat1on will be performeﬁ using the utr]ity '

-

%

Various opt1m1zat1on techniques can be used’ for quant1f1cat1on

/-
of risk management and deve]opment of decis1on cr1ter1a \EPTRTL

risks w111 be presented in probabilistic terms and/then

&

criteria of the ownér

Paﬂy, '

“In overal] conclus1on, a comprehens1ve/ 1sk and insurance ,

_ management approach is seen as supp1y1ng a rationalized optimization

and control system qver the expenses that ungertainty represénts in

" construction. | _
"The trends observed 'in the field df project insurance will

1ikely orient work yet to be done in the/ field, mainly towérds;‘

- . , !
Enhancement of the applicability of theoretical risk analysis
. . ) ' {

techniques in project management;

Promotion of the use of technicdl information by the 1nsurance -

“ industry funct1ons in a syste tic and accurate manner;

characteristic of large/managed systems.
: . ¢

Shifting of the focus of congtruction insurance on the project

instead of the bus1ness entities invo]ved, and

Subjection of construction insurance to cost-spreadinb patterns

»

!
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Care of Works.
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Excepted Risks.
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Insnrance of
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APPENDIX A o . S

» L

l EXTRACT OF F.I.D.I.C. - CONDITIONS®OF CONTRACT (TINTERNATIONAL)

¢ N

3

20, (1) From the commentement of the Warks until the date stated in the Certificate of Completion

for the whole-of the Works pursuant to Clause 48 hereof the Contractor shall take fill responibility
for the care thercol. Pravided that if the Engincer shall issic a Centifieate of Completion in respect

. of any part of the Permanent Works.the Contractor shall cease to be liable for the care of that part

of the Permdnent Works from the date stated in the Certificate of Completion in respect of that part
and the responsibility for the care of that part shall pass to the Employer. Provided further 1hat the
Contractor shall take full responsibility for the care of: any outstanding work which he*shall have

" undertaken to finish during the P'criod of Maintenance until such outstanding work is completed. In

casc any damage, loss or injury shall happen to the Works, or to any part thereof, from any cause
whatsacver, save and except the: execpted risks as defined in sul-clause (2) of this Clause, while the
Contractor shall be respousibile fur the care thereof thg Contractor shall, at his own cost, repair and
make prood the same, o that at conpletion the Permancnt Works shall be in good order and conditiun
and in conformity in every respect with the requirerents of she Contact and Ui Engineer’s insiruc-
tions In the event of any such damage, loss or injury happening from any of the excepted risks, the
Coutrartor shall, if and to the extent required by the Fogincer and subject always to the provisions
*of Clause 65 hereof, repair and make good the sameaas aforesaid at thc cost of the Employer. The
Contractor shall alsp be liahle for any damage to the, Works occasioncd by him in the ¢ourse of any
operations carried out by him for the purposc of completing any outstanding work or complying
with his obligations under Clauses 49 or 50 hercof.

(2) The “cxcepted risks” are war, hostifitics (whether war be declared or not), invasion, act
of foreign cnemies, rebellion, revolution, insirecction or military or wsurped power, civil war, or
unless saltly restricted to cmployecs of the Contractor on of his sub-contractors and arising from the
conduct of the Works, riot, commotion or,disorder, or use or oceupation by the Employer of any

__partof the Permanent Works, oc & cause solcly due to the Fgincer's design of the Works, or ionising

eadiations or contamination by radio-activity from any nuclear fuc) or from any nuclear waste from

the combustion of nuclear fuel, radio-agtive toxic expliive, or other hazadevs-propertics of any

explovive, puclear assembly or nuclear Lomponent thereof, pressure waves cawsed hy aircraft or other”
acrial devices travelling at sonic or supersonic speeds, or any such operation of the forces of nature

as an experienced contractor could not foresee, or reasonably make provision for or insure against

al{ of which are herein collectively referred to as “‘the cxcepted risks™,

21.  Withait fimiting his ubligations and responsibititics under Clause 20 hereo!, the Contractor
shall insure in the joint naies of the Employer and the Contractor against all Joss or damage frpm
whatever cause arising, othier than the excepted risks, for which he is responcilic under the termy’of
the Contract and in such mauner that the Employer and Contracior arc coverel for the period
stipulated in Clause 20(1) hereof and are alio covered during the Period of Maintenance for losy or
damage arising from & cause, occurring prior to the commencenient of the Perfod of Maintenance,
and for any los or damage ocrasioned-by the Contraclor in the course of any uperations carrjed out
by him foe the purpose of connplying with kis obligntions under Clauses 49 and 50 hereof:—
(a) The Works for the time being exceuted to the tedd cuerent coutract value thereof, .
or such additional sum as may he specificd in Part H in the Clame numbersd 2,
together with the matcrials for incorporation in the Works at their replacoment value,

(b} The Constructional Mant and other things brought on to the Site by the Contractor to
the replacement value of such Constrnetional Plant and other things,

Such insurance shall be effected with an insurer snd in terms approved by the Employer,
which' approval shall not b unreasonably withheld, and the Contractor shull, whencver required,
produce to the Engincer or the Engincer's Representative the policy or policics of insurance and the
receipts for payment of thie current premiums. C s

22, (1) The Contractor shall, except if and 5o far as the Contract provides otherwise, indemnily
the Employer against all losses andd claims in respect of injuries or damage to any persou or material
or physical damage to any property whatsocver which may arise out of or in consequence of the
exceution and maintenance of the Works arid against all claims, proceedings, damages, costs, charges
and expenses whatsoever in respect of or in relation thereto except any compensation or dunages
for or with respect ta:—

"o (a) The per use 6r pation of Iand by the Works or any part thercof,
(h) The rigit of the Einployer to execute the Works or any part thereof on, ovér, under, in
or through any land. : -
(c) Injuries or damuge to perons or properly which are the unavoidable result of the
exceution or nuintenance of the Works i accordance with the Countract. i

-
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{d) Injurics or damage 1o persons or property resulting from any act or neglect of the Employer,
his agents, servants or other contractors, not being cmployed by the Contractor, or for
or'in'respect of any claims, proceedings, damages, costs, charges and cxpenscs in respect
thereof or in relation therkto or where the injury or damage was contributed to by the
Contractor, his scrvants or agents such part of the compensation as may be just and
equitahle having regard to the extent of the responsibility of the Employer, his servants
or agents or other coritractors for the damage or injury.

(2) The Employer shall indenmnify the Contractor against all claims, proucedings, damages,

costs, charges and cxpenses in respect of the matters referred to in the proviso to sub-clavse (1) of
this Clause. - . :
23. (1) Before commencing the exccution of the Works the Contractor, but without limiting his
obligations and respensibilities under Clausc 22 hereof, shall insurc against hiss liability for any
material or physical damage, loss o injury which may occur to any property, incln?ing that of the
Employer, or to any person, including any employee of the Employer, by or arising out of the
execution of the Worls or in the carrying out of the Contract, otherwice than due to the matters
referred to in the proviso to Clause 22 (1) hercol.

- " (2) Such insurance shall be effected with an insuier and in terins approved by the Emnployer,
whicl®approval shall not be unreasonably withheld, and for atleast the amount stated in the Appendix
10 the Tender. ‘The Contractor shall, whenever required, produce to the Engincer or the Engincer's
Representative the policy or policies of insurance and the rgceipts for payment of the current premiums.

(3) The terms shall include 3 provision whereby, in the event of any claim in respect of which
the Contractor would be entitled to receive indemnity under. the policy bheing brought or made
against the Employer, the insurer will indernify the Employer against such claims and any costs,
charges and expenses in respect thereof.

24. (1) The Emplover shall not be liable for or in respect of any damages or compensation pay-

able at law in respect or in consequence of any accident or injury to any workman or other person
in the employnent of the Contractor or any sub-contraclor;gave and cxcept an accident or injiny

_, resulting from any act or default of the Employcr, his agents, or servanis. The Contractor shall

indemnify and keep indemnified the Employer against all such damages and comnpensation, save and
except a3 aforesaid, and against all claims, proceedings, costs, charges and cxpenses whatsnever in
respect thereof or in relation thereto. : .

(2) Tht Contractor shall insure. against such liahility with an insurcr approved by the
Employer, which appenval shall not be unreasonably withheld, and shall continue such insurance
during the whole of the time that any persons aic emplnyed by him on the Waorks and shall, when
required, produce to the Engincer or the Engincer’s Reprasentative such policy of insurance and
the receipt for payment of the current preraium, Provided always that, in respect of any persons
employed by any sub-contractor, the Contractor's obligation lo insurc as aforesaid under this sub-
clause shall be satisfied if the sub-contractor shall have insured againet the liability in respert of such
persons in such manner that the Employcr is jndemnified under the policy, but the Contracror 3hall
require such sub-contractor 10 produce 1o the Engincer or the Engincer's Represcatative, when
required, such policy of insurance and the reccipt for the payment of the current premium.

25.  If the Contractor shall fail to effect and kecp in force the insurances referred to in Clausges 21,
23 and 24 hercof, or any other insurance which he may be required to ¢ffect under the terms of the
Contract, then and in any such case the Employer may effect and kecp in force any such fisurance
and pay such premium or premiums as may be necessary for that purpose and from time to time

. deduct the amount 50 paid by the Employer as aforcsaid ' from any monics duc or which may become

due to the Contractor, or recover the sanie as A debe due from the Contractor.

26. (1) The Contractor shall give all notices and pay all fees required to be given or paid by any
National or State Statute, Ordinance, or other Lay, or any regulation, or bye-laty of any local or
other duly constituted autherity in relation to the exccution of the Works and by the rules and
regulations of all public bodies and companies whuse property or rights are affecied or may he

~ affected in any way by the Works.

(2) The Contruatar shall conform in all respects with the provisions of agy such Statute,
Ordinance or Law as aforesaid and the regulations or byc-lans of any local or other\duly constituted
autherity whi¢h may be applicable to the Works and with such 1ules and regulations of public bodies
and companies as aforesaid and shall keep the Employ er indemnified against all penaltics and liability
of every kind for Lreach of any such Stdtute, Ordinance or Law, regulation orbye-law.

{3) The Ewmployer will repay or allew to the Contracior all such sums as the Engincer shall.

certify to have been properly payable and paid by the Comractor in respect of such fees.

27.  All fonsils, coins, articles of value or anliquity and structurcs and other remains or things of -

genlogical or archaculogical interest discovered od the site of the Works shall us between the Employer
and the Contracior be deemed 10 be the absolute property of the Einployer. ‘the Contractor shall take
reasonable’ precautions to prevent his workmen or any other persons fiom removing or damaging
any such article or thing and >hall imascdiatdy upon discovery thereof and, Lefore removal, acquaing
the Engincer’s Representative of such discovery and carry ont, at the expeine of the Fmplayer, the
Endivecr’s Representative’s arders as to the disposal of the same.
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. " CONTRACT WORKS POL.JY

- - ~
N . . "
"
. . NN . : "
* 4
. . .
WHEREAS the 1 by a Proposa! and Declaration which shalt be.the basis of this Pollcy
and bi;:'eemod 10 be i ted herein has lpp!ied to the Insurers for the insurance herginafter .
conta .« - '
- , .

NOW THIS POLICY WIT-\“ESSETH. that in ideration of the | d having peid to lhe
nsucers ‘the Premium stated jn the Scheduk

.~ - <

THEiNSURERs HEREBY AGREE subject 10 the'termis, excoptions, limits and conditions con-
ined of endorsed hereon that of during the Period of insurance or during any fucsher.period in
respect of hi the Insured shail have paid and the Insurers shall have accepted the premium required
any part of the Pro hrny Insured'shall be lout, destroyed gr damaged as referred 1o in Settion I hereol
o;. the lnsuml shali | ncur hﬂl luhh(y as nfjuﬁ 0.dn Section 11 hereol ihe Insupers will indemnify

09

. .
a « . \
| GENERAL EXCEPTIONS Y

1. This insurance not cover an, Iou, deurucdon damage or liabitity directly or lndml ! -
mmudby‘onhmu;horinmuq’ e or fiability y ’ . N
.

L

"(a) w.lumion.m%ffofﬁpmy,hmiﬂﬁuofmrﬂh perations (whether wae be decl
. or oot), civil war . - .
- 2
(8) mutiny, civil eommqhon nsumi the proportions of ot aimounting to s popelsr rising,
military rising, insurrection, mbcl moludon, military o wped

(c) “theactof any n scting on behelf of or in connection with tion with activites
. mummnmhmbyromof Tw‘uhh&nutom
mamhgofubymmismwm -
)

@ (i) r-mmwnt or wmpotary dispossession resulting from confiscation, mlioulhuon.
ndeering or nqvhmon by any lawfully constituted anlhod(y

d 1}

() p dispssession of any builkding resulting from the imlan -
mumormmmnywm ) -,

i ‘tloh‘t:n llnno( ol‘ Iuhhywlblmhmorph%
‘lml PYOP‘“Y nsured M lll temmporary
poleession which is otherwise covered by thh Policy. .

3

in any action, suit or ding where the |
owaeptiom(a). (h) and () :bév: :nylou.dmmbn. ama, ; A

tlnl m«aamnummmmawummqumw
mn R e ¢

A . . -

L This insurabce doms not,cover

to any vhmeruy
wummchlhu

(8 wny g ability of whatsoever natery , N o~ .

{® mmﬁhmormlouumdw
m«w-hmmmwuun

direct zuh&m’nﬂwumw ammm.mm«mmm
tyfm ufmmnﬁnm the combustion of nuclear Muel.
Wuyﬂmﬂlmdlm

fssion,
Ww Policy gﬁ-pﬁynwhd sny aockient, loss, destruction, g

diwectly or indicectly caveed by ormlrilnhdlobyammm

ST APPENDIX B ., .
_ ' STANDARD. CONTRACT WORKS INSURANCE .POLICY (EUROPE).

4
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SE " ON I-INSURANCE OF CONTRACT WORKS . .

The b will ymem oe, i thew option, By repan or relnatatement indennsly the Insred o
buudum«d:’fm-tomtaweﬂylmu«lnm(mmycnm(uh«ﬂwnanm&dm\h Jerweral
Exgeptions oc 1 the Ewepiom Lo this Sauhon whilt at the S the Uontrxt -
I acdetw the Insorers will indemndy the Trwrcd agaenst i and cuperes insued under tiem 1 of the Schedude.
The Ka of the [nsrers under this Scction ol the Policy ahal exceed during the currency of the Polxy In
reapuct of tach m\lmmknhlhhnlnwmammh Total Sum Irsusred evcepl To Ihe extent that »
such Sum Imored may be 2 provded b .
U |dewbmw destruction of or Jamage (o the hmtnyllmn“'ﬂ-&mlmufvd n respect
of the liem or Ilamwmd shall nmulhldz‘ «aned redluced by the amimint paid or payable under the Poluy in revpect
of s h ksg, desteuction s rmasrend e reanatated by the payment 10 the tnvurees of an additnnat
ung ealwl:led on a r3a I-n from the e nf he aceuerence K the nwy of the catrrent perud of sosurance,
'"‘E J that the said 11 be disregarded {of the purpose of any adjustmen of prenwum .
wder Conditmn 10 R
The Jnsueers” habrhy dhalt cense
@) In mp«l of anv part of the Conlrxt mbrl\ lalg«m W taken, 1o uee by S PRncal pror 1o’ the end
of the Convinuctawn Penod, at the dake of bing 30 taken dier b into we and
5 i mohn remameng part of the Contract wurks, g the end of the Consteuction Penod
except that for any Contract warks taker aver o¢ Liken fnta wie s (HE Principal the indemnity provased by this Section
shall apply dunng the Munienance Penod 1n of .my foss, dcumnm r damage.
in mlmmauw during the Perksd but poor to the commeacement of the

ros Penod,
[ mmdbydnmmmlhm nny‘mcra!w nm-.lwl by him {or the purpose of
wtying with his obk the Co of tx. Con

. > EXCEPTIONS TO SECTION 1 - -
Thln&mrnmdmllﬂ!‘nhniﬂﬂmnmmonm t
Jos o destruction of of damage (o any locomotive, watcrborne vensel or craft, airalt o any mechaniéally propelied . -

\luhk m@mﬁh wacd at the Siwalwon of the Contrst and Tormeng part of the Property Insured under ‘

ten u . s

L s or destnxction of or damags w cash, bank ooies, Ireasury poles cheyus, pustal nWnIey ORders, stamm, ]
securiies, dends, bonds, ik gf exchange of promesaory noks e onfers. » ¥
J.  loss or destnuction of or ge fo any plant, actunery or equipment due 1o its vwn mechanecal or 1}

explosion,
dhecnicsl breakdown, Nulure, dreakage or'derangemiont, but this oaceptum shall it be deemed 1o eaclude boss oc
dmmiuui nvdanupln {=) othey propenty mum.'d undwnm hvlh.y o other scparaie lnruof 1he plant, machinery
n| aa [LETT faiture, breakage or denangeneent or (0 a
Uulu m-q for donwslic purposes only
4, lom, desii rvdmnp(otharlhm Mwupluhn)d\nw—

[ u-wwmm‘&v .
(8} inmacts, lazvae of vermin of any kind
defective

),

noeny

.

BRI RN.

;]
[C1} mo’phlwﬂdimo‘m !M\m mcmlmylo(%mo.nim rules of engineering or lo .

iny
L) c—mvnolm‘vﬁmamuornnhl
b eptacement o rctifasuo rendered by defertive maerial manship, but this excaprion
o or restifican TeCCEmAry ive or wock: this jon
N shall not 3 lnkuw&imﬂm‘\fmchmmlnymmmﬂmby.mﬂtmt-‘vu
from uxch defect .
18} normal vphep u-wm-?n-hu.wd N . '
&morhtymwlumd&hum-dummndnm " .
:ql, "mkgn:mmnmmWﬂmnnmmmnmwmwwle-\ucfanlmnnmq
Jom pccasioned or of the deunsction of or dama Insured
e wﬂ:llh A ConseguUencY 9% 10 1 Property ) by order ‘ ,
Jow of oy hind o ,' Including ﬁmuumm-umm '

» » N

R

SECTION: II—I..IAI!ILI'I'Y TO THIRD PAR] m'.s o
Tha lasurers will indemify he ln-und sgaingl 4

]
i
¥
Bt
§
2
1
!

the eact
. thy all expenses Of Intigatun M -
by nny dnmm aganit ihe Inswced -
12) wmhawmmdlh- Insurers
hmo{..ﬂ-hmmmlm W whch the indet d w this Pokey

. . . INDEMNITY TO PRINCIPAL
0 made On Ihe Principal and t °
ot X vm:'n? """'“:‘"“H"f‘ s ‘::al:\um of the wﬂ'um'm of (e Lmum \w m .

LIMIT OF INDEMAETY ' }

The total Lubilty of the Imurers uader this Soction of the Pulxy for all nmmulm myublo 10 any clawmant or N v
any numbir of claiments in respect of . u—hunﬂnoflnymummhm arming of aft oocurrences )
::-rbmmamnb\nbk M«Mn_hdlmm?hlh&mimru-u‘ °

EXCIPTIONS TO SECTION 1

The inderrwity exressed in thin Sectiv shall not srply 40 or nchede - . : s '
(l)hmmw&tlm»nm“ﬂ&wﬂmhnwﬂuhtﬁhdﬁ -~
O Ly e e of e peraon, undr of mcvce o apprendcesip —
& contract
=~’hhmdhmwlmﬂmﬂdwhlhmﬁhw:§.ﬂ::ul ':::: |
D). way wema hayable by the Inmwred under Iegialation rels m—n injury o ilinen 4
mkm:mdh:wux‘a-“u;mm” i@ the charge Or wnder the control of the }
- ® mhmam-mmwua%wnwumwnum«
* damagy
l’)lntlltylugmihﬁly.lu-.h- darragy cavesd n conrecs arising .
(0) the wat of any wachanicatly "Mvhkhv’h'u" b;ﬁuﬂlhlhlumm
mmu:m“amdmmm the compulory ineurance of
(»hm’::.w«uhﬂuwdhlﬁdwmmw M b
s ) Vnbitity n of lows of @
'“1:-1 m‘umnmwhmhmwm-uﬂnh—m
R a-'-hahumm . " i
by vesnal or apparstus intended 16 Opereis wadet stenm pressuse.




3. -

A THE SCHEDULE . Poliey No.

I “

The Insurers:

A | {

The Inwered:

The Priacipal: . . - '

The Contract: ’ .
Skeatlon of dee Coutract: c ’ T
Tetal Coritract Price: .
{  Construction Penod: .. oeee

Peried of Contract: .
o0 1 Maintenaoce Perdod: o .

. * ]

\ INSUIED UNDER 4&CT! ION \\ﬁ
Sam lnsured

Item |, The permanemt and temporitry works and the mnliﬂtl: and l“ other things ,
. (except as insured undcr item 2) belonging to the Insured or for which he
Properiy is_responsible brought on to lln Smmlon of the Contract for the purpom
Tosured of the Contract .. . ve ‘e .
ftem 2. C * plane, and whilst at the Situstion of the
- Contract the property omn lnwred orfofwhnh he is responsible . s e

ftem 3. Cosis and expenser necessarily incurred by the Insured with the consent of .
the Imurers in demolishing of removing debris of the portion ot portions of . R
N the property insured by liems | & 2 nbove de-lroyed or dnm-nd by my
peril hereby insured ngainst . . -

TOTAL SUM INSURP.D e 4

The sum insured b{ Ttem | mcludes an umount in respect of Architests’, Surveyon and Consultm; Engineers’
Fees necessarily incurred in the reinstatement of the Promy Insured comeqm\ upon its Joss, destruction or damage
but not for preparing any tlaim,.it being he ble for such fees,shall not exceed those
authorised under the scale of the Royal lmuum of British Architsc\s or (he Association.of Consuiting Engineers or the

equivalent focal body.
Excoss Clamse ' ]

’ .
] Itis agreed that for each and every occurrence giving rise to & claim under Section [ the Insured shall be responaible
jor: . - 1 -
i - o N ) I}
' W the st _. ___in respect of lom, d ion or damage arising Srom storm, food,” earthquake,

L ¥ . .
.

() thefin____ .. _in mpte; d‘loﬂmkm or damage from aoy other cause except np.“ligpmiﬁ; ot

.

N -
’
de’ummllfwmymwddut’ — - ‘e
> ' . ., ’
Premiem (subyect 1o adjustment in accordance wiih Coaditivn 10)..... —
7
From . ' , ! R ¥ )
both dases inchusive *
To - > °
) (including moathe Maintenasce Period)
: 8
t - .’.,1 "
Date of signatwre of Proposal and Declarat) L3 . -
T For sed on bebelf of the Insarkes
- ,, ’
Date i v
:
\ Y J - .
LS . ) R
?
* .
- - T - TV N

[

!
‘:}
i
£
!
;
:
:
§

TN

-

TN

’
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N : THE CONDITIONS ) =
.
s
1. This Polcy and the Schodule shall be read together The puwers conferred by this Condition shall be y
»s 6ne coniract and any word of expression to whih a evercuable by the fasurers at any bime until note 0
spwcific mesnmg has becn attached i any part of this wnting is given by the Insured that he makes no clarm
Poluy or of the Suheduls shall bear such meaming under the Pollcyor.ll.myclanmummk ontil swh claim |
whérever 1t may sprear The' eapression Conditions of 15 bnally determined or wiihdrawn and the Insurers shall =
tHe Contract shall mean the Conditiont stipulated by the not, by any act done v the exercise pr purporicd exgrcise P ”
Principu! and sgreed by the lnsured m  coanection of their powers hereundef® incur any Labilty 1o the .
nm the Contracl, Insured ot Jdimmish thewr aght to rely vpon sny of the
conditions of this Policy in answer to any claim,
2 The Imund shall take all reasonable precavtions | in 1f the Tnsured oe any person on his behalf shall oot
the selection of lsbour 2nd for the safely o(lht Propsity comply with the royurements of the Insurers or shall
Towud and shall at all tmes mamtain in efticient hinder or obsiruct the fnsurers 1n the exercise of thewe
$ all plant, and » puners hercunder, all bencit under thrs Policy shall be
cunneiton with the Contract 1holmund shall sl take, forfetied .
and causs 10 be teken all reasomabls prevautons to The Ineured shall not i diy e be eatithed W
prevent acusdents and shall ensure that alf plant, machy- abundon any property lo the Tnsucers whether taken
ey arfd equipment reduinng mspection under any statute posscssion of by the fnsurees or not. B
or rder shall bt 16 Mapecied, .
The Insuren’ representatives shall Rave u:uulo the 7. The [nsured shall at the capense of thé Insurers do
Situstion of the Coniract at all reasonable tisnes and have and concut [n doing and pernut to be dooe alf such acts
the npht to wxaming any plant, mach m:ry and equipment wnd things a3 may be rccemary or reasonably required By
werd 0 with the Con the lnsurers for the purpuse of enforcing nghts ang
. dies o for ob g rediel or ind from uther N
3, The Jneured shall partics to which the Insurcrs shall be or would become
\n) bmmedistely wpon having hml-d.i of any eniitled’or subrogated upon,therr payfnyrorofnuhu
«vent giving rive or hikely mdnrhnlo-clum pood any losa of davage or clasm undes {his Pohcy,
. under the Pohcy, pve notice in wnting thereol whether such scts and things shall be or beconw noccassry
ta the Insurers and at s owh expenss as 5000 wnqudb‘mouﬁu mkmnwb.-tlonby the lmmn.
as practicable such particulans as mey
rensonibly be required by the Insurers 8. Tha lmumu does mat cover any fors, dmm:uon
(3) 3end 10 e Insurers immeduaiely on receipt any | isnage or liability whach i insured by o¢ would, but for - !
‘Wi, summons of other proceedings which mey the exisience of this Rohcy, beinsured by ariy other policy '
be commemced agxinat the | or poiices, in pespect of any cices beyond the .
() pww “';:m all '"’:“"“b" and asest- amount which would have boen payable under such other -
ance 10 e 10 settls of resist any clein
oF methute procesdings. pohcy or polwcies had this insurance Aot besn effecied.
In no case shall the Insurers be Lable for low, |,
Seutructon v damage oot o 1o hes with (o | S f 507 1 7de by 5 1 bl of 0 et
catendar months sftcr the aveilt givieg rise to & cldim. intentionally exa m if any Falss declaration o
In the cas of propeny low, soiew ot wiluly | JUCCINT SRR shere the claim shall not .
Jumaped the Tasured shall immeduniely notily the pulin [ o meer bF e 10 SuoPOn, thereof
and render all 'ressodable asisiance in crusiog the
m:?n;m‘mm:&nﬂn person and ja 0 ‘Ih-lmundlhallunhmm-mhonhce\wmm -
Tha Ieured shall net repudate katwity, m.u--m of the Fenod of Irsucsnce fummhlo the bnsurers a
make any admissie, offer, promie of pajment i duclaration of the actual Total Cont m“hu:h .
£OnNACtion wth any ACcadem of claign without the written et shall differ from the oripnal Total'Gontract Prae '
Consent M-',.,m the w;nmn ah-l;h suitably adjusted. - .
4 The Ingurers shail be entitied if they s d«mwuu 1. All differences ansng out of ths Pohcy shail be .
over.and conduct in the name of the [aswed the defence rmmmumamumfa-mou-mm
' of any claim by a third party of 1o prodecute «n the name writing by the paruses i differeno: or if they cannot
of the lnsured at their own expersg and fue thew own ageve upon a siogle Arbitralor 10 the decalon of iwo
benefit any clanm for wydemeity o damapes or otherwise Arbitraton one (0 be appuntod’in witing by each of the "
and shall have (ull dhuretion fa the conduct of any peo- partics withen calendar month afier having been
osnlings and in the scttiement.of, any claim and the required in writil 30 to do by cither of the pamies or, ¢
Insured shall pve sl sch information snd assletance as e the Arbitraion da not agre, of an Umpire appownted -
n.. Ineurers may requice. . in writing by the Arbitrators before enwering upon the -
refercnoe. The Umpire el with the Arbstrators and
5. In the cuse of liabwhty 13 (hird parties the leswrers |- prosile at their meetings®nd the making of an award ‘
may so fac s sny socident is concemed pay lo the shall be & conditon [wecedent 1o any ngit of action
Jagured the Lidit of Indemnity fov sny ore sccident (bt agunst  Insurd.  If the Inurers shail disclawn: .
doducting therefrom in such case sy JUM OF sums aleedy Habshty 10 the Lnsunad for uny claint hereunder and ach
pood 24 COMPEration In respect thereok ) e any lewser sum clam shall not witlhen twelve monihs from the date of « .
for winch the Glaim or clasme anpng from swch accident such dichimer have been referred 1o arbitration unde?
can B¢ settied and the lasurers shall therealier be undet the provisions hcrein contained then the clam shall foe ,
#0 further Isability in respect of such accident eaceps for 2l purposes b deemtdd 10 have haen abundoned and shal B
the payment o6 Costs and expenses of Mtigation under not L c .
Section 11 of this Policy ncurred prios 10 the date of the ’ R .
payment of such Limit of Indenwity o such Jesser Jum. 2. mhmwrmnfwm
and endoessrents of this Poluy by the Inoursd |
6. Onm the happening of any damage 10 the Properiy hwlnmllnyuhhw-nnmwhmumw '
“ﬂmlmmmwmmd wkhbyﬂnmdllulmhoﬂhmmdw
PrOPArty and exaiming, sort, Of otheiwise in the Propostt shall e conditions precedent lo amy
hl-huah,urdwmdmmlu uw«mumnmmmmu< .
the acmouat of whom it may Policy, ,
.
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. _ APPENDIX € .

BUILDER?S RISK SAMPLE POLICY (NORTH AMERICA) ¢

~

' } ‘ ; MULTI-PERIL .
. ' Subscription
R ‘ | ~_ Policy
) ' ’ N | L] .- Lo - No. -

‘

L Replacing Expired
Policy NOu. .vevvvencaroiaanasnoans Cancelled

Sum Insured by this poli | Raw Pr Payabl { iod of lasurance

[ ur . Y ths palicy . (] ﬂ!'lll:;:“l',:l‘; cm Pariod of las

o . .
s being | percent . From ) ]

s . \ . Months RIELIVREHT XK

of iha iotal of the sumt respectively set N

agningt euch item of The Schedule

anached hereta. . - N

Meme of ’ ' ‘ *
THE INSURED . - ,

+

Loss payable f0 Insured

{N CONSIDERATION OF THE INSURED hivin; paid or ggreed (0 puy to each of the INSURERS named in the List of Subkenbing Com.
panics forming pent hereol, or ta INSURERS whose names are substituted therefor or added thereto by gndorsement, hetvidalter culled “THE
INSURERS™, the premium teg againut its name in the List of Subscribing Companies]

THE INSURERS SEVERALLY AND NOT IOCINTLY AGREE. exch for the Sun Insured set against its name in the List of Subscribing
Comptms {subject to the terms and condi ined herein or endorsed hereon, and which are lo be 1aken a3 past of this 'um:rl. that in the ewnt
thet sny of the propesty insured -kw.nlxd in The Sth.'duk attached hercto be lost, destroyed or damaged by a penl for which insurance is pravided
by the terms of The Schedule and endor hed hereto, at any time while this Policy is in force, THE INSURERS will indemmily THE IN-
SUREDagaimat the dmn luss 10 caused. the lability of THE INSURERS individually being limited to that praportion of the limit of jnsurance pros
vided by each item of The Schedule in respec of the property lost, desiroyed or damaged which the sum 1 against the name of the individuat Insurcr
ta (he List of Subscribing Companies, o such oiher sum as may be substituted therefor by endorsement, bears (o the toial of the sums fespectively
ot against each item of The Schedule sttached hercto .

o . . |

. * D(CI.USIONS .o o R
This Poliy does nol covers : ' 4 |
(s) loss oc damage caused by war, Imldon. act of foceign enemy, hostilities {whether war be declared or not), civil war, nebellion, rwdmlom inm
fection or avlitary powers
®) lollor ge caused by instion by radi ’,mucrial.l
) l\' hia Palicy containg & Co-Tsurance Cliue o 3 G d A t (Stated A ) Clause, and subject always to the Timift of hability of

‘each lnguicr &3 sct forth in the List of Subscribing Companies, no Insurer shall be liable for & greater pmpomon of any loss or damage o the ‘wopeﬂy
descrided in THe Schedule attached hercto, than thé sum insured by such Insurer bears 10:—

@) that percentage, ruated fn the Co-Insurance Clause, of the actual cish value ot the said propery at the time of foss, oc

®) the Gaarantced Amount (Stated Amaunt) of toal & suated i the Guaranteed Amount (Siated Amint) Clause,
23 the cise may In R

Uihe hmnm under \hh policy is divided into two ge more ilems, the  foregoing shall apply to cach item Wlﬂld]-.

Whérever In this Policy or in any end ent hed hereto refe hm«kw"mc”my.'rmlm of"I‘Mcompmv
reference shall be deemied (0 be made to esch of the fnsurers scvérafly.

This Policy it subyect o the terms and canditions set forth hercin tagether with such other tegms and conditions as may e endorsed hereva or
added hereta, No term or condition of this Poficy shall be dcemed 10 be waived in whole or i part by THE (NSURERS unless the waiver is cicarly
eapressed in writing, signed by the p (s) auihorized for that purpose by THE INSURERS,

In Witness Wherenf THE INSURERS through their representativels) duly
sthorized by them for this purpate have cxecwted and signed this Policy

)

. .
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' CONDITIONS

‘All of the Condauons sct forth under the ||||c‘1 Cunditsans of the Pulicy, Vaniauans in Cond

and AJd al C v anply with aospect

3 2ll of the penls msured by this Pohwy except as these Cunditions may be muodifnd e supplenwnicd by the Forma or Fndursements attsched.
4

1 Uany personinures hisbuildlnguof vl and caunre the same o Le described
ocherwisgthan 20 (hey 1eally 814, Lo tne Lratudy of the temraay. of misrepiguenu or
amite 10 commurickte 1ny afeurritance wach is matrtnd fo be made knawa (3 the
com pINY. I8 teder 10 enalie 18 10 Judee of INE Pk 1L undertaker wrk insdrancd o Al be

ne forer with ¢t1pe¢t 1o the Proscrty [0 requid 10 wnich thd Murepremwniatios oF
ahsoy lkmsde, but whin Lhe applacation i made cul By 1he campany s agent, mch
spdacaticn shall be dermed ta b the art of th¢ compnay.

2. Alter applation far inturince, 1 $hall be prevumed that lly Policy wat to |

e Tanured 10 inrended 10 e in sccnedance weth the terms of the aLniication, unless
“- comoIny pawnts sut, \m wriling, the puliculars wherain e Pol ‘differy {roem
« spplicition, ‘.

3. Any chanee in the via of canditileq of the uwny invited ee delred by the
Follcy, mice without the Loawnt of the Taurer, 3nd within the contral o knawledre
of the lnvared, and which increases the risk. 1hell voud the Pelicy, uauss Lhe change 1s
ramptly Miifled 18 wrling La the comaany of ite jocal ageal. and the cumpany, when

netthed, may returm Ihe prevtium lor the wnnr2ired pened and cancel the Polley, of

sy demand Ly \mun; A additional premium, whic (he Jnauret srad. o e desues

¢ continuince of the .Iity lum-um pay te the campsny, and of he neglects to make
‘:& much demand, Une Pollcy ehall be ne loager la
e,

& The lnsurance &t rendervd vaid by the transfer of the interrst In the otiect of
from Ue Insgred to 8 thied parson, unless uch tzasder e mith Uhe eoasent of prvily
w lnunv.

I[o«u rule dueg not avely fu the case of rlghus scavired by sucsewles -
ta |l-t apeclhed 1 clswse b of this parsgraph.

5. Thelnsured hasa nght.\- Semgn (he Pnﬂcy wilh the thiag smsured, subject ta
¢ <onditoas theraia contan

W A triader of lnterest bv one te anotber of severs! pnmnnor ewoers of ua
vaded preperty wha ace jesnily lnsired dots 208 averd tha (

$. Wheare property inmred fs ealy partially damagrd, ao «bandonrment of Lbe
same will bt sllowert ¢excrpt with e consent of the compsny ot its agent: and, I oo
~ remuval 8 preperty te excape canfagation, the compmny wul contributy te the
se 2ol expense aiiendlng such act of salvage properticnalaly to the respectise interesta

the company er cempanses a7d Wie [negred, o
o )(ou-l Deoks ol ‘seceunt, scurities for money, ud tvidences of debt or Uile
are aet lonyr .

1. Phu. plate.daem, -lnd vare” jewtllery. pa v\dn: u:vluur«. can-lI(ﬂ.
tentific 3ad musical instruments, fatierns, plane. unconed gold aad iilver, warks
art, articier of s crtu, frescoess cocka, watther, Liakets sad muTors art sot
waless mentioned 1a the Polley,

e 1Y, The company Is act llable for loea f there I8 2ny prioe Ineurance (a any #ther
“mpany, ualess the company’y aseent ticreta anocure in the Poixy of lo endormd
ONM ner f any ubsmquent inturince 1z erfected Dy any other company, yaless and
ul the Tampany Stwents herelo, or ualen the rompany deev Aot Guaent in writing
iuh twe weeka sfier rectiving wtitlen ne(aw of (he intention or desury L effert w
webacquent nsurunce. o¢ docs not dissent in writing sfter that tme and belery the
sebeequent o (yrihes lasurance is eSoxted, N

9. In the avent of soy other humn on the property herein described having
fen asscuted Lo a0 alorennd, (hen rapany s34l ol such other inssrynce remalun
: force, oa Lhe happvaing of eny lose er d-mn. te Uable only for the payment of &

tea bl praportion of mch Joss o damuge, wiubeut reference (o the daies of the different

1. Th"tumpny s mot tisela for the lowes (otlowing, that s o my;
w.” For the lowa of prooerty awned by any sther peren than the Samired. enleon
s baterrsl of Oig lasured 1 staled in or uprs the Polcys

CONDITIONS OF THE POLICY

-

13, Prool of loms must be made bylthe lasuecd, stibough fhe Yous be payable 1a
1 thud tersan,

13 Frery tevsaa eatitled to make & ciaim unda this Poliey shall shrve the
lqllkun. dhrcctione:
. He tholl forthwith afuer Jove g1 ¢ notice in -mlu ta the company;
b, He ahuil deliver, as 3000 after 24 practcable, a3 particulss an account of the
a1 tha natyre of the case Permits;
e He vl also turmun o ith & 1warm 4 & bliehi,
Thit the sl actount 1s jurt and (rue;
o 1. Whea and how the Arc onginaied 1o fae 30 dectarant Ynows er beliwes;
do That the firs wat aot caused (Erouth his wolful sctor neglect, precuremenc
Meins o¢ toatnvencel
4. The amount of ather fnsurinees:
S, Allllene sad incumbranced om the property fnsuerd;
& The place whars the property intured, uf Meverdle, was depouted at Lue
thne of the dre.
., 4. Heshail, ln mpoort of his ctaim, -l tenuiced and f pr-ﬂlnhlo produce booka
wenal

lar a2 vnnm y may be. the
that remaine of

e, He shal oroduce, i required. o cerafente knder the hand of @ magistrate,
naotary, commusioner for Laking stfidavits, or munscipal clerk, revdiag ia e vianie
1 which Lhe fior hdooened. and not conceraed 1A the icds of felated e the lasured of
sefferers, staling that he hae esamined the arcumeaanees 2.t 3 1g the Are, Jov o
Gamaee vleged, that he is scauminted with the charsciry snd cwvtumsiances of the
Inrired ac Clrimung, snd that he verdy Slicves thag Whe [nruied has by midortune
and without (raud or evil prictice. wustained loas and damage la resprct of the Hroperty
lanured 0 the ameuat cartified,

"o 14, The above prouls of Toss mey be made by the agent of (ke Ineuned, Ja cse
of tha sboence or lntumv of (he {Rsured Birasell to maks the mme, mich absrace o
Lasbility briag mtiafuctonly sacousied for,

13, Aay irrud oc lale represcutation la relstion (e any of the abave particutars
shall vielata the claisa,

18, Il tay d\fervace arimes na to the value of the property Insured, of the preperty
saved or the amcunt af the loss. suth vilue and amount sad Lhe progortion uumsl (]
any} ta be pard by the comoany, shsil, whether the tighs U8 (icover on the Policy e
duzuted or nat and indeprndently of 2i] other curstiona. e Jubmiitted (0 the st tratna
of some pev39n to e rhosen by Bath carteet of K they CARGL IEITe Sn ona (RTIOR, mn
10 Lhree peruaas, one te Be chosen By the parly insured snd Lhe suie? By e rompan
and the thisd 10 be sppownted by 1be (wo persows Arst chomea, or, I8 ther fading l-
agree, thew by & judee of the Suterior Coutt mtting 1n the dnu:l wherein (Re lass Aaa
bappened, and wich reference shell be gupprct to the provisions of astaies 1451 and
follqwiag of tha Cude of Civil Procedure. The award «hall, ol the crmpany v‘ in MM
respects linble, be concluave 1a (o the lmo-mt of thr loes sad preparixcn Lo be r by
the Tompany. Where the (ull smount of 114 tlaim In awsrded, the coms gl Tellow
lh:ltvmc. aad, in ether casex. all quentions of costs shall be 1a the discretion of ihe
srditraters,

o h“': “m‘m -Mﬂ et bf uv-bk N'I days !(ltr complatien of (he proefs

T8, The nmu-r. lnstead of -uilntglwn--l. may repasw, reduldd or replace,
wilkin & seascnithe Lime, te treverty damaged or best. tiving notice of thew ntrnton
‘withia Klteen dore aftes the fecerpt o Uhe prools hernin required,

19, The lnggrunce may be terminatnd By the comoeny, by giving netler to thet
rﬂm. uu! o ln the wh llu. by tendering lntmuh 2 rateanie omwﬂm o te
erm., he antice. In the
e of mnl servace of LM netuce. five dlyl neticr, exclvding S«ndl shadl be

h

H 8, Forloss by fre crused by Invagion | fon. riot, vl fow, milltary
4F ueurped pewer, sarthauske of Yolcunc mollﬂ:
Whore (he & is wgom Duild! Jo¢ fass Cavsed (hrdigh

z e eir
% want o vod 3nd tubats, brnk of stone chlmum 8¢ by sshes or embees Deng
aposited, wih the anowied(t snd consent ol the Tasured, Ia vonden vensels: or by
leves o€ sove.pipws deing, |¢ e krowhed(e of the lamired, 1a 38 wnsle rondition

wt lmprepely swoyredt

H d. For loes or damage ta goodt ‘destruped or damaeed while Iadngol.-\‘ sry

mhuiy which U spplication of Brx heat is accentary;

w b ¢ damage ocvunting o bulldings or 1o theie mlmt\ while the
ol'ldh s are being repairad By caippaters, joinera, plasteters of sther warkme, sad
vham 013 o dumade to wuck huldings or (i contents it dun 10 Inch Czpentent,

- poiners, plisterers of other werkmen, unless ocrminesen Lo executr wal replies Mg

s peeviourly graaied in writinl signed By a duly suthoried utnc of Lha compeny,

l«t in fwslimg housen Mym dapi are allowwd ix 35k year for ndantal regaind

THMOUE Such Dermgamong

1. FerWus or Aamage oreurring whew prirolrum. or tack, earth or cosl-aid. came

hene, gasgline, hurming Auid, beasine, anclina or sny et Sroducts theresl, or any

i 4 IW nnmum\l plrus (rafinrd codd.aid for VIMIGEC PurDIses anly, aot "n'nluu fve
gallona ln quantity, o ludreatint ed a0t being crude netruicur or el of less

Sravuy thaa reaeired lv Ww for Ukmiaating BurDIses. aat etcredic g Ave nunu "

maAntey, pArd), O Mare (hen twency-A ¢ psdnds &f qurpowdes, 4 oe are siered

o« et in Burding insuret or containing tha property intired, uniess permintion

I U"‘ i wrting by he .

S 89, The company shall mute good: loss caused Dy the es slesioa of aatursl or coal
’l-l. I & Bulding ney lu-uu part ol gas. worka nd all gthe’ taiy yved Oy Are resnlting
com any cuplosma, and all lovs caused by ligatang, evem of 1t Cory not xt fire,
. i .
. . .

. B

- Set VARIATIONS IN CONDITIONS below THE SCHEDULE

Nottcr may ba given by eny "‘"""I’ Naving 1@ sgencv Lt the Pravince of
Quebee, by srgistered letter sddrencd to the (nsured a4 b last post-ofiice addresm
notifed te (he company. ind where Ao address has been notidod, 1hen te the pest
afiice nf 1he Jatncy fram whuch the apolus it wal received, ahd, wheve ek attice @
by btier, then smvem dayt lrom the arrival at any past oMc Ia e Mreviace shall be
degmed ¢ood A0tke. The Policy sha'l tease sty tuch tender and notice
a1 the expuaton of (he Sve or seven days a8 the cane may

The lnsuranee, if Tor carh, may aiso be tcrminated by the lnmvd, By giving wrsten
notioe te that ¢flact ta the compuny of ite authes ed ageat, in which case the compeny
-uJ‘uuln the curtomary 1hort rate for the hime Wve insrance has been in farce. sad

pay 1a v lusused e Balunce of Lhe premum pald,

¥ 10, Ne condkion of the Policy shall pe deemed 2o have been walved hy the
COAPARY, ciIher whally of in part unalis (e waiver W dessly erpressed la writing,
vigned by an agens of the compeny,

M, An oflert or beent of the company, who 2asumes ea bihall of the company
U8 eter Inte any written agrepment raleting o any malter connecied with (he lasuss
ance, shall be deemed PRIMA FACIE 1o be Uhe agent of the company for rwch perpese,

11, Every acthon o¢ gracrerting against the compuwy for the recovery of any dalm
under ¢ by virtue of this Pelicy shail be sbsalutely basted: dnfess commenced withia
one rear neat alicr the tess or damage sy

3. Any writtem nerke to the company for any pursose of the conditions of the
hllq. where 1he mode thereof 19 mot ugnuly g::-cd by law, may be by Ltter
dutivered at the head office of the company is the ince of Queder. of by regmtrred
Tettee sddresed te the company, ke masege? o sgent, st rych head office or by wch
WTHItA ASIKE given ik AAy sthet mannts t@ 1n sutherised sgent of \he Company,

o

o e e

i~
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JNSURED:

&

MAILING ADDRESS
FOR PURPOSES OF
THIS POLICY:-

[

POLICY PERIOD:~

.

C-3 -
SCHEDULE' ‘
. .
N and/or atl Cantractors'

snd Subcontractors including Suppliers who
enter into contracts to carry out work on
the sites and/or all Engirears, Architects

. and Consultants ss their interests. may appesr.

PREMIUM:- '
> payable in instalments of,
° Q
LIMIT OF LYABILITY:~ . any one’accurrenca.
1
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1.

2.

3.

4.

5.

6.

7.

GENERAL

a - .
This Policy lnsures against "ALL Risks' of Physical Loss or Damags
howsobver and wheresoever occutring from any cause whatsoaver,
except ag hereinafter exclpdcd.

This Policy covers on materials, supplies and property of every C

description in any way involved in the Construction ot a

-and all supporting or ruatod ‘factlities near

ahd known as, o
. Coverage shall apply whilst the insured property is in storage in
buildings or in. the open awaiting or during erection or installation
nwaiting tests a.nd during tests anywhere in e

. - . " until £indlly accepted by the Owner, or ' &

until tke rosponsibility of the Insured for ar rnn;gln" insurance
ceases or until such time as this Policy expires or has been ternminated
whichever first occurs. .

”

The Limit of Liability hereunder shall not esceed $.
any one occurrence (inclusive of generu:l average, salvage, debris
removal and 1ire fighting charges).

Deductible Clause:- ' "
a) Earthquake:~ Each loss caused by EarthquaXke giall constitute a®
single clain hercunder, provided that more than one
Earthquake shock occurring withio any seveuty-ivo hours during
the term of this policy shall be deemed n siogle Earthquake within
the meaning hereof. Notwithstanding the foregoing, the Insurcrs
shall rot be ligble for-any loss or/damage caused by any Earthqueke
shock occurring before the date of inception of this poli.cy,‘ nor
for any loss or damage caused by an Earthquake shock occurring
"after the expirition of this Policy. In né cvent, however, shal)
the Insurers be liable hereunder for an amount nrc:\tcr than tha
. amount by tlhich the loss op dama.ge exceeds the sum of -~

b) An Otb’cr Peril--- lfach clain for loss or damage shall be Rdjustod
separ-\tcly and from the amouat ol cach/such

adjusted ¢laio an amount of ’ . . “/ ¢ shall "

be deducted. )
4 .
In respect of contractors and/or subcontractors insurcd Hercunder,
coverage ls cffective only when such property is at thelr risk. | -~
"Time Clause:- ) S
. The condition as to insurance hucoming cffvctive ak 12:01 ALl
Standard Time fo .. + * shall not apply hereto}(axcept in the. case

»
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Time Clause:- (continued) . . . ,ﬁi

(ot rsnewal of insurance under this Policy), but all insurance
shall become effective and binding Sfrom the time samg is actually
placed, ‘anything else hecein to the contrary notwithstanding, the
hour of expiration remailting as expressed in this Policy.

8. Thg term "Insured” shall mean any one or more person, firm or
organization insyred hereunder, and the term "Insurecs” shall
mean the Underwriters. .

: Brgrualons

Tuis Policy does no sure:-

a) Against clains aris og from d&lny or loss of market, or delay in
' . completioa of contract, nor does this Policy cover dny stipulated
pcnal,t’ioa for non-compliance with contract conditions,

b) At aﬁf pervaneat location-of a conéiactor{ or $ubcontractor but .
th/i's exclusion shall not apply to described property temporarily
stored at such loocations prior to moving to site;

. s .
/At Suppliers’ Premises. . ~
¢) Contractors tools and equipment (except contractors temporary
/ buildings, structures, formwork, fuel in storage, trailers,
/ scnffolding or tarpaulins) and licensed motor vehicles (except
K while said vehicles are on the worksite).

! /'I ), wdeuly of Insured's coployees: . .

// ' o

4 ¢) Loss or damage coused directly or indirectly by:

\\/ . .
/ . 1) FHostile or warlike action in time of peace or war, iacluding
. : .a¢tion in hindering, combating, defending against an actual,
/ . impending or expected attack, (a) by any govemzent or sovereign
. / - power (de jure or de facto), or by any authority maintaining
‘ ' B or using nilitary, naval or air forces; or (b) by military,
' . / . . naval or air forces; or (c) by any agent of any government, power,
/ - , authority or forces; .

' .,
/ 2) Any weapoa of war employing atomic ‘fission or 1adloactive force
to- " whether in time of peace or war.

3) Iasurrection, rcbellion, revolution, 'civil war, usurped power

_ or action taken by government authority {n hindering, combating

/ - . ) A or defending against such aa occurrence; scizure or destruction: ' ;

) ' . undgr quarantioe, or customs regulations, tonfiscation hy order . \
/ . ' ‘of any government or public tuthority, or risks of contrabund .

' or 11legal transportation or trade. : ’ '

: ’ ‘ . o

e -~ 4

-t




Exclusions:- (continued) . : . %{-p

£) Wear and tear, or defectlve workmanship, material or design but
this exclusion shall be limited to the plece of machine, structure .
or work immediately affected and shall not extend to other work or .
property lost or damage in coasequence of such defective workwaaship,
material, design or wes® and tear; provided; however, that where
any named or unaamed insured effects other valid and collectible
insurance against loss or danage in consequence .ol delective design,
such iasurance shall be primary and this policy chall apply only as
excess in respect of claims for loss or damage in consefjuenge of
detcct!v- design.

) lossu dus to inventory shortage llono. St nysterious disappearance. '

h) Loss, destruetion, or damage tq accounts, bllls currency, stamps,
deeds, evidence of debt, money, notes or securities.

1) Loss or damage caused by ov resulting from wet or dry rot, mould,
rust or carrosion; dampness ordryness of atmosphere; freezing, moths,
rodents, or vermin, termites or insects; inherent vice, nisapporpriation,
‘secretion, convarsion, infidelity or any dishonest act on the part of. \
pcrson‘s), to wvhom the property may be entrusted (carriers for hire . :
excepted);

-
"

but this Exclusion (i) shall not apply to loss or damages (not other- Cow
wise excluded in this Policy) caused by or ensuing from Fire, lightaing, '
Explosion, VWindstorm, Impact by Aircraft or Vehicles, Smoke or

Sprivkler Leakage. ’ .

. H
.

. 3) Wwindstorn damage to Polythene hoardings.

k) Loss or damage to the extent thaé such loss or damage is recoverable
under nanufacturers, installers or suppliers Warraaty or Supply
Agresnent. :

.

L)
SoxD

\—

ITIONS

1. Sue and Labour Clause:~

In case of 10ss or damage it shall be lawful and necessary for the
Insured, their factors servants or assigns, to sue,” labour aand travel
for, in and abgut the defence, safeguard and recovery of the property
insured hersunder, or any part thereof, without prejudice to this
insurance; nor shall the acts of the Insured or Insurers in recovering,
saving and preserving the property insured in cise of loss or damage,
be considered a waiver or acceptance of abandonment. In the cvent of
oxpenditure for salvage, ‘salvage charges, o ad labour expenses, -
the llability under this Policy sball be limitecd to\such proportion’
of such amounts as the amount of thiz insurance bca to the total
wvalue of the merchandise involved. ° - . '
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Conditfons:= (continued) |

2. Subrogation Release Clsuse:-
Any release from lubllity entercd into by the Insured prior to .
any loss or demage shall not a.f{ece the validity of this Policy
or the right of the Insured to reccover hertunder ind it is further

agresd that if the lnsured, prior to any loss{ or, dadjage, has

‘ executed ady agreement wherasby & third party &hul be held
harmless for loss or damage to the property cd‘vored under this
Policy, the Insurers shall have no right ol retovery -agsinst such
third party; and it is also agreed that in no/ event shall the
Insurers have any right of recovery against ny.other Insured .
under zay Part of this insurance contract nor' 2gainst say subsidiacy
or affiliated company of the Iasured.

3. Benefit to Carrier or Bailee Clause:~

It is warrtated by the Insuredf{l:xac this insuraace shall in no way ‘
inure directly ox 1ndi.rect1y to the benefit of any carrier or other
bailea.

4. Rainstatenaut CIause:-

|

This Pol.icy shall not be x-cduced by the sua paid in any claim. The
Policy cover 'shall be D.utomaticnny reinstated without charge, but
in tke event of a clain whers the replacemant cost exceeds the
declared vilue the Insurer shall receive an additional premiun
calculated on the difference in! valuo but subject in nll to the
‘Linit of Liahility set aut elswhera hcrcin.

5. Sait or Action Clause:=
* No suit or action on this Policy for the recovery of any clnim shall
be sustainshle in any court of law or equity unless the Insured :
shall have fully complied with nu the requirenents of this Policy
nor unless cosmenced within twelve (12) nonths next after the
happening o! the- loss.

»

6. Arbitration Clause:-

In cass the Insured arl the Insuﬁrs shall fail to agree as to the
amount of loss or damage, the same shall be ascertained by two
' competent and disinterested appraisers, the Insured uand the Insurers
" osch selecting one, and the two so chosen shall first select a
,compatent sud disinterosted umpire; the appraisers together shall
then estinate and appraise the loss, stating separately the sound
value nnd dosage and failing to agree, shall submit their differences
to the umpire; nnd the award in writing pf any tyo shall detemine
‘the amouat of such loss; ‘the parttes thereto shall pay the appralura

respectively selected by thum, and shall bear cqually the cxpenses of

the appraisal and umplire.

‘
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10.
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(continued) P

+

. of this Policy to be given to the Insurers may be given by th.
_Insured. th.rough

VYaluation Clause:—

Claims shall be settled under this Policy on the basis of cost ,
of replicement and shall include but not be limited Lo the cost

of materials, plus lmbour, insurance and all other charges, plus

overheand, plus taxes, plus profil and that the amount of insurance

so determined, and loss, {f any, whether partial or total shall be . ;

adjusthd accordingly on 100% of the value. )

It is sgreed that any notice required by uny terns or "coaditions

N -
. X o,
,

Clains Procedure Clause:~' . . . /

Every claio for loss or damage under this Policy shall be .
promptly reported to the lnsurers . -

1.

A detailetf prool of loss shnu he filed with the Insurers as
:oon as practicable.

2.

An adjusted clains shall be paid to the Insurcd (Owner) within

Thirty (30) days after filing such proot o! loss.

The Insurers w{ll instruct -their anpolnte(l adjuster, at the

request aod expeuss of the Insured, to ask the Ovners' Engineeys

to.arrange that all property damaged will be classified inoto . ‘

codes to deal with variocus contracts., When payments are nade

. by the Icsurers such paymeats shill be accompanied by a statceeat

-0of the. amount due to each Insured in mccordance with the proof - .ow
of loss submitted hy each Insired. t

-

The Insurers grant psrmission to the Insured to carry out any
. immediately vecessary repairs in respect of any partial daniaue
to the property insured herely which conveniently and advantageously
can bp undertakeu by them. The Insurers shall rcimbursu the
Insurad’ (Olmor) for the actual cost of such rerars subject .
always to the terms, conditions .and the “deductible!’ and Linit .
ot Liability Clauses stated olsewherc herein. ' '

Loss P.lyablo Clause:~

Clnlns shall be paid to { ,

.

Debris Rcmoval Clause:~ )

This Policy covers cxponfns inwrrcd in the removial of all debris . .
of the property covered hefeunder which may be occastoned by loss . -
‘caused by nay-ol the perils insured against in, this Policy. Howuvor,

the total 1iability under this lulicy ‘for both loss to property and

-
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11.

12.

13.

14,

15.

. otherwise.

Gonditiong:~ (continued)

Y .

‘Debris Removal Clause:- (continuod)

removal of debrls shall not exceed the limiL of liability stated
In” the Schedule. The Insurers shall not be liable for wmore than
tho progortion -of such debris rémoval expense as the amount of
insurance under this policy bemsrs to the total mmount of insurance
on the property covered hereunder whather or not all sach ainsurance
includes this clause, . ,

The Insurers shall not be liable Yor dchris removal expense .
ocecasioned by the enforcement of any state or municipal law or .
ordinance which necessitates tlie demol itiQn of any: portion of =
bukiding covered Lereunder which has or has\pot.syffcred damage
byﬁiﬁ} the perils 1nsured Against.

5

i
Marﬁggﬁ; Profit Clause:~ \,
\

Any contractor included as an Insured shall be entitled to rcceive
his Margin of Profit ou repairs or replacement, done by him, of any
work which has been damaged or destroyed(_This largin of_ Profit
shall not apply to materials and supplies' which have no} cntored
into -construction at the time of loss.

Preniun Conputation Clause:- .

It is understood that the Full Contract Value,. being the value of
all dnsured property (including construction, assembly and
fnstallati costs), is estimated at inception of this jinsurance at
$. . *. The final premium hereon shall, after complation
of the project, be adjusted on the final Full Contract Value at
a rate of $. per moath, per one hundred dollars ($100.00) of °
such full Contract Value, for the period of this insurance; it is
further agregd however that {f the Insured confirns that the final
Full Contraat vilue was within Five Percent (5%) of the above
mentioned amount, such premium ndjustment will be waived.

‘ .

FExteayion Clause:—

.

Itvis agreed that in the event that extension of the term of coverage
is required such .extension shall be made at §° ° vper one hundred
dollars ($100.00) of the estinated Contract Value, for cach rnonth, v

Pernission Clause:- L

Pernlfsiod i3 hereby graated the Insured to'occupy the "Project"
any part thereof Ior the purpose for which it wds censtructed or

v

Cancellation Clause:=

This Policy may be cancelled at any time upon request of the Insured
Bulpiect to no claim(s) being advised, the Insurers retaining or
collectiog the mistomary short rates for the period it has hedn {n
force; or, 1t may ba cancolleod by the Iansurers by delivering ur
wmaiting to the Insurcd Sixty (60) days weltton notice of such
cancullation,




Cunditions:~ (continued) . . ’ .
Zonditions '

17.

LY

18.

19.

21. .

»

FJ
Errors and Onissions Clause:-

It is ‘agreed that this insurance’shall not be pre;udl:dd by any

unintentional error in description or amount hereto, provided notice >

be given to the Insurers as soon 2s sald facts becomo knewn to the
Insured andsan additional premium charged il tequired.

No Control Clause:~ '

~

This insuraace shall not be invalidated by any act or neglect which
is not withic the control and knowledge of Lhe Insured.
5 :

Other Tosuracce Clauses— .

It is the inteant of this Pollcy to cover the interest*of the "Insured”
as defined herein and whether specificilly named or pot, in the
property insured and against loas or damage arising from the perils
insured under the Policy until such time as the Policy expires or has
been' texminited, whichever first occurs. -

‘The Iusurers hereby agree, therefore, that if at the time of atcident

or occurrence covered by this Policy there is any other valid and-
collectible insurance which would attach if this insurasce kad not
been cffected, this insurance shall he primary and @py insurance
cifected by any one of the named ar unnamed Insureds covering their
own interests in all work performed by'them anyvhere and in which
ihey may be finvolved during the term of such inswrancée, includi

the work perforned in congection with the subject matter of this
ingurance, shall be excess insurance; pravidcd however, that vhere
any such named or unnimed Insured effects other valid and collectible
insurance related only to thdir omm interests in their work perfomed
in connection with the sudbject matter of this insurnnca, such
insurance sh2ll be prinary and, if there is nmore ‘than one such
insurﬂnca, they shall be contributory and this Policy shall app!,y
aonly as excess. '

o

Expeadabla Costs Clause:~

It is understood and agreed that this insurance-extends to and includes
labour and other cost< incurred in re-erectiag, re~installing and
replacing temporary work and/or cquipuunt used in connection wi Lh

- and included in the cost of the h-oject but always excluding the

cquipmeat itself.

i

Breach of Conditions Clause:-

\n'nuro a loss occurs nnd there has ben a breach of a condLtion relating
to 3 natter before the happening of the logs, which breach would
otherwise digsentitle the Xasured to recaver uader this Imlicy, the
breach shall not digentitla the Insured to recover if the Insurisd * -

. cstablishes that, the 1033 was not caused or contributud to by the

breach of condition. Any act, or Lreach of a condition ol the Iwlicy,
by any of the parties iasurcd hereby shall not prevent rccovery hy
any other pacty hereby insurcd who is innocint of such nct or hm-u.h.

Attached to and forming part of Subscription Pollcy,
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. .. DNDORSEMENT NUMBER 1

* ' '

. . ) N . .

The premium at which this insurance is nru{tcn takes into o y
! ~

. N A . . ) -

- . © © conslderation the Insured's intent Lo cancel coverage hereunder

in respect of materialgs, supplhs and pcroperty ol every description 4

w . ’

o designated by the Insured as "Civil Worli% and "

5 .
: [

L ' prior t.op the explx‘:ftiou déta of this policy, It ic agreed that the .
) . .
. : final preaivm hereon as deternmined in accordance with the Promium ’

) . Computation Clause coctained if the wording attached to this Policy .

/ C e will be calculated on the actual’tern of coverage (ﬁ. > per
' . I
'  Month, per one Hundred dollars ($100.00) of Full Contract Value, v

3
» el ’ -

’ ' f;.'ou incepbio;x( of this insuraace fo the date of cqnce'lla.tion) in % o Y

respect of materials, suppl!e} and property ‘of every description .

Q.

) designated by the Insuxed as "Clvil Works" and " \ .
L - ) ’ \

|
All other terms and conditions remain unchanged. New
; . , \

o * N
@ § [l

'

Attached to and Iotningo part of Subscription Policy t. . .

\ Co .




Attached to amd fueming part of Pulicy No,

! TO THE EATENT THAT THE QUEIIEC INSURANCE ACT IS NOT APPLICABLE TO THIS CONTRA
INAFTER SET FORTH UNDER THE HEADING “STATUTORY CONDITIONS' APPLY TO THIS CONTRACT.

’ < FORM101-0Q°
tgotrion 9-719

‘ ¢

. THE CONDITIONS HERE.

STATUTORY CONDITIONS

-

thn—hl- L. 1 a person nwlymg for invwcance falsely
IS ‘ntnbﬂ the property ko IM picjudice of
the lwsweer, or cmmity
* . Ay errcumstance llul i -nmml 't be made h\-n 10 the lasurer
in arder 1 emable it 10 yudge of the risk 10 be wnderisken, the con-
Indnndnhuymhrdum te whch the murepresens
130100 o amissen is matenal

m‘r of 3. Unless stherwipe specificaily stated in the contract,
lln Inswrer is not lable for loss or damage e ty
ned by any person other thas the [n wnless

he i nm of lh- Insurwd mmn fssand in the c‘vm-m.

4 g‘ C\-«l 3. The lmwrer 1t lable (or tora or damage cceuering
.5 tnturasd  alter 3 swthorited 2itignment wader .the Sonbrwpicy
) Act ar ehange of Utlq By secarssion; by speraven of law, or by desth,

. M-‘-Hl. ehurnkduvou\thuﬂm(hh
uur:{ nawledge of the Insured averds the
¢ chare k -uir«l\ " mmmnﬂmﬁvmdy. -im'::

(] u‘ﬂy L U m wer te ¢ nrwrer or ity
agent: m"\ln Insucer when so mn:d may eeturn the wneacned
1 poction, if any, of the premiom pard and cancel the comtract, or may
ety (nsured in mim. that, o he deveres the contraet to to-v

Snue in force, he mast, within fiterw days of the recept of the
- nation, ‘pry te the Inswrer an sdds premium: and in default
ol vach payment the contruct is ne longer m force and the laswrer
shall reterm the wicarntd portion, il any, of the premium paid

N Yawbeuten S. (1) This comract may be terminated,
N [0 51 the Insucer 'imn. te the Insered Altem days’ notice of
- rrination by registered Wl o fve dayt’ wenten notice
d termisation pervnally deljrered
(W) by the (nsured ui Any lime 08 request.

- (Z) Where jhis contract is terminated by the Insurer.
(2} the tnsurer shall refund the excess of premium muNy
psid by the Insured ovr“ the pro rata premiem for the

eapired time, bul, i no tvent, shall the pro rata premivm
‘for the exgiced time h deemed 10 be less than ANy Mmintmum
retained presium ipeafed. and
(M) the uhni shajl accompany the notice taless the premrm
{s subject to adjustment or determinatmn 33 {o amavet, in
which case the refund thail De made as sonn 23 pescticadle.
(3) Wheve this covtract s lerminaied by the Tasured, the
Irnucer shall relund ns 1000 31 practicably the encess of the premenn
. N sctually gaid by the [nsured over the short rate seemmm for the
. un:?mh(nnmmlllhdpﬂnltwmhlh
xpi hﬂ(:&‘mﬂhh‘ﬂl than sap memun retained
preTium spect
' {4) The nl-nd may be 4:‘1 ¥y money, Mﬁ‘wﬂ«n
. campany money order or chegve paysbie at par.
5 (S) The Blteon days mentoned in clawse {2) of sbeendition (1)
& of this condition commences 10 run en the day lq-m. the receipt
. of the registered fetter at the post aifice 10 wh ped.

o l-.-h--‘.lu the ocewrrence of any foss of or
. (a,m"‘ the insured property, the Imuced
fo thlllllhlcuwdananum«dbw
s mhﬂt& 10 ebservieg the reqwrements of conditions 9,
(a) lorthwith give notice thereol in writing te the Insucer;
(M) detiver a3 100 ai practicable 10 the Tasueer 2 prool wl less
wnmbyummkhnm
(i) giving a compl y ol the yed and
y and showing in detail
¢mu, actual cash ul—udwnnhnolanuﬂd

“ (1)) -uh-' whin snd how ahe lloss sceerred, ind if cimed
. by fire or enplotion due 18 ignilian, hew the fre or
explosien sngmated, so far a¥ the [asured knows oc

' .

' . belreves,
’ - v ’ (&) AMHuhnlhln-“Mmmhmmud
Y . seglect o¢ the procurrment, mesns of
! . ' umdunlannd.
C 1 (iv) showing the smount of sther imurances sod the names
' L of other Inwrery,

v : (v) shewing the interest of the Insered snd of sl sthery m
. the praperty with pacrticulare of all Kens, A
* and sther charges spon the propesty,

—— N -

s

(vi) showing any changes i tile, wse, pccupation, location,
P 500 ur exposures of the property nnce the issve
of the contrace,

{vH) showing (M'lm -hrtmq.nw‘ﬂmﬁvuu
the ume of lors,

) ll mud gives ol 4 d prope

wing w detasl qmmm. tm. mul cash value;

(q) .l rmud and if pfmnabk produce banks of ac ank
warchouse recerpts dovd stexk lists, amd furnish mroices
other vouchers verifed by statutory declarativn, and furmish
acopy ol the writtewm portion of anp other comtract.

(Z)\The evdence Vunmhd M« thuus (t) u-d (d) of 1ube

un;nn (1) of tus comd. ¢on peools

them the mearang of condetions II lnd [£Y - '

Froud 7. Any fraud or willully (alse jtatement in 2 statutory
declatation w relagion te any ol ¢ partculars,
vitiates the claim of the person making the ‘«uuu«\.

Whowmay B Notice of lass miy be giren, and proof of loss may
give nedies be mude, by the agent of the [nsured nu-d in the con=
and proet mnmuuull e of hlnndhlnum{h

¢ the motrce or make the proof, and absence or
nability hm. ulnluunl; accaunted for, Be in the hie case, or
“lhjmﬁvdumlc&nbjnp«mm-h-myunollh.
insucance money is payable

Salvage 9. (1) The Inswueed in the event of any lons or damage
W any property wsered the contracy, -Pull uke .u
ressonable steps 10 presemt further damage to any such
damaged and to prevent damage Vo olher property Mu\dn
hading, il necessary, us removal to prevent damage or, lvm)uv
damage therve,

{2) The Tnswrer m.ll conteibule pre rata tewsrds any mtaubh
and praper cxpenes n connectiron with iteps taken by the Insured
and coquired under tub-paragraph | of this comdition according to
the respective mierests of the, p.lnm.

l‘.nry.c-nad. 18, After lots or daouge 10 mmrd property,
Abandosment the {nsucece has an immediate right of access

and entry by accredited agents sufficient to enahle
them' to turvey and exsmine the pmperty, and ta make an atimate

* of the oyt ¢r damage, snd, slfter the Intured has secured the property,

«

2 further nght of access and entry suffcient 10 enable them {0 make
apprasserment or partculak evtimate of the lovs oc damage, but the
Insurer is not entiled ta the coatrel w povsersion of the ins
propecty, and wilhaut' the cansent of the Insurer M an be ne
abandowment 10 it of awred propenty.

Appralml 11,

propery

d‘iugml as te the value of l!\n
the property saved o¢ the amount of

the lots, thete s tha derermined by sppruisal 29 pranded
wnder {nwrance Act there can be any cec under
g contraet w! gML (4 tvcover om the contnet is duputed

or not, snd wdepend
right e an A”mul watd a 3
writing and wntsl slter proof of

Whealess 13, The loss.is nyallt within sixty days aftee
thrul loes, wnl

he
has bren defivered

y-lln m'lm-u exs Une contrats pro=
vidos [o¢ 2 shortce penod.
Idpl-n-ll 13, (1) The Imsurer, instrad of makion pa

rebaild, or replsce tha property
lost, giving -ny::'-‘um ol its l!l!ullit: 0 16 4o withia nu’np
ﬁu ahn rectept of the proofs of lesn

rebutd. o 1pce he eopery wihn facgeRee dugs slien remeis
or fepidce the it snty-Ave s aitew reces)
-llhvd-ollmr ﬂnllll\:mh;mmv‘:n ld'=
diligency 10 the Yhereol.

Actfen 14, Evevy action of preceeding aguimit the [msurer for the
mmtyolin chquiﬂwbynmdmhcuuhn

Sareed qm':'mnmmt alter
Nh\nﬂ‘lulcm

Nefles " 1%, Any writien lloﬁel
oe st by regustered mad MM

‘M(lkluw«wllhc r-v-nn.Wfkun netice may be riven to the
Invercd

named i this contract by letter pevionally delivered te him

PR o e XL
» U UrEY. I an

“registered® peens regivtered in o swisede Conada, preie

©

PP AP Sty SOV

gz

@ e

-

b s e AH Pm s e e




' .
3 .
.
- .
. .
. '
.
.
4
.
- .
,
R
a
.
.
' \
N [
>}
\ .
.
.
.
-
N
T it m——

- ’

o THE SCHRDULR

VARIATldNS IN CONDITIONS
"THIS POLICY IS ISSUED ON THE ABOVE CONDITIONS WITH THE FOLLOWING VARIATIONS AND ADDITIONS:, .

1f this Pelicy , speofically or otherwise, any of the prop-
‘l:l!l\al;:zddwi':rén:ldlllﬂ!! oyand 1, then such Conditians 6
and 7 are hereby modified to the extent that coverage is 3o

pravided.
2, Conditioas § and 10¢ sre deleted.

3. Condition 9 is replaced by any other pravision(s) in this Policy
. concerning other insurance but in the absenct ol other pro-
vision{s} and ia the even: of there being any othe/insurance,
then the [nsurer shall ap the happening of any.loss or damage

be liable only for the payment of a rateable proportion of such
loas o damage without reference to the dates of the different

4. Condition 10b is replaced by the following? X
10. The lasurér is not Lable for the lowes (ollowing, that is to
say:

b. loss or damage ciused by:
4, war, invasion, act of [loreign ecnemy, hostilities
. (whether war be declared or not), cinl war, rebellion,
- revolution, insurrection or military power;
li, riot, civil commotiom, earthquake or volcanic erup-
tion except (0 the extent otherwise provided in this
Policy.

8. Candition 10d, ¢, [ and 11 are replaced by sny other provision(s)
in this Policy concerming s undergoing ess; repairs;
storsge of keeping of matenals, explosion or lightning; but in
the ol other provision(s) these Condi are deleted

6. Condition 20 is replaced by the Tollowing:
20. No term or condition of this Policy shall be decmed to be
waived in whole or in part by the Insurer unlew the waiver is
clearly expressed in wnting, sgned by a person authonzed for
that purpose by the [nsucer. .

Additional

Notice to 1. W‘hﬂb&t loss is due to malicious mixhid, bur.
Auchoritles  glary, robbery, theft. or attempt thereat, or is sus-
pected to be 1o due, the [nured shall give immediate
notice thereof 1o the police or other authorities haviag jurisdiction.
No Beneit 2. it 13 warranted by the Insured that this insurance
to Bailles . shallin no wiseenure directly or indirectly to the bene.
- fit of any carnet oe other bailee.
Pair and Set 3. Ia the case of loss of or damage to any article or
articles, whether scheduled or unscheduled, which are
a part of a set, the mezsure of loas of or damage tq such seticle or articles
shall be a ressonable and fair proportion of the total value of the set,
but :‘\ no event shall such loss or damage be construed to mean tatal
set. ¢
Parts 4 In the case 6{ loss of or damage o any part of the
insured property whether scheduled or uascheduled,
consisting when complete for use, of several parts, the [nsurer is not
hl!ell‘._’of more than the .i_muud value of the part lost or damaged,

the coat of

i .
Sue and $. 1tis the duty of the lnsured (2) in the event of any
Labour lows or m"k' to any property insuted under the

‘conts. e all ¢ ble stepa (o prevent lurther

damage ta any such property 0 damaged and to prevent damage to
othey property insured hereunder including, i necessary, its nnsov_al

THESE VARIATIONS AND ADDITIONS ARE MAOE BY VIRTUE OF THE

UDGE BEFORE \WHOM A
THEY SHALL BE HELD YO B\E JUST AND REASONABLE REQUIREMENTS ON

HAVE EFFECT INSOFAR.AS, BY THE COURT OR

°

RECEIPT FOR CANCELLATION

. . ¢
lncom«kndouof.............-....................,.........................“?..................

B. The foliowing Conditions are added:

1. Thia Policy does nat cover losy or damage causedd by chatam:

nation by radin-active material,

2. (a) f this Policy contanya Co Insucance Clause or 3 Guaran
teed Amotint (Stated Aingunt) Clause, and subject always
to the imit of luability of each lnsurer as set forgh in tl
List of Suhseribing Companies, no Insurer shull be habe
for a greatee propartion of any Ins or damage to the prop-
erly desceibed i the Schedule attached hercto, than the
sum msured by surh Insurer bears tor— ,
(i) that percentage, stated in the Comlnsurance Clayse, nf

the actual cash value of the saul peoperty at the time
of loss, or
{ii) the Guaranteed Amount (Stated Amount) of total
insurance stated in the Guaranteed Amount (Stated
Amount) Cliuse, .
as the case may be. -
Il the insurance under this Policy is divided into two or
more items, the fofegoing shall apply to each 1tem sepae:
ately. . v
M lhym is comprised in this Policy a Declaration or Report-
in( Form prowiding* .
(1) that every other insurance.on property described in
this Pulicy shall be written upon the same Declaration
ot Reporting Form; .
{31) that values be repoarted and the premium adjusted: and
N (1) that the amount of insurance may vary in accordance
with the values reported;
and subject always to the imit of Nability of each lnsurer
as set {orth 1a che List of Subscribing Companies, this
Policy shall be subject to all terms and conditions set forth
in such Declaration or Reporting Form and the amount of
insurance at any location at any given time shall be deter-
mined as set forth in such Declaration or Reporting Farm,

Coaditlons

v

()

to prevent dam_lzc or further damage thereto; and v

(b} In the event that any property insured heteunder

iz lost ta take all reasonable steps in and about the recovery of such -

pt?eﬂy. The Insurer thall contribute pro rata towards any reasonable
and proper expenses 1a connection with the foregoing according to
the respective interets of the parties.

Basis of 6 Unless otherwise pravided, the Tnsuree is not liable
Settlement  beyond the actual cash value of the property at the

time any lofs or damage occurs and the loss or damage
shall be ascertained or estimated according to such actual cash valge
with proper deduction for depreciation, however caused, and shall in
no event exceid what it would then cost to repair or replace the same
with material of like kind and quility. .

Subrogatlon 7. The Insurer, upon making any payment or agsum.

~ ing liabihty therefor under this Policy, shall be entitted
to 3 transler ol all rights of recovery of the fnsured against any perior
aru:my bring action 1n the name of the Insured 1o enforee such rigi.e
Where the net amount recavered after deducting the costs of recover
is not sufficient to provide a complete indemnuty for the loss o¢ dama,
suffered, that amount shall be divided betweem the Injurer and th.
Insured in the pruportions in which the loss or damage has been bome
by them respectively. .

QUEBEC INSURANCE ACT, AND SHALL
UESTION 1S TRIED RELATING THERETO
HE PART/OF THE COMPANY.

-t
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Dollars,

Return Premivim, the Receipt of which is hereby acknowledged; this Policy is cancelted and surrendered to THE INSURERS.
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SUBSCRIBING COMPANIES .

w4 s et gl b - E————— e gta

THE INSURERS

© SUM SNSURED PREMIUM

16.000%

S S CRCL A N SOV ‘

48,005 .1

j I [ A

Ve i eheen fectmmme——— e b= e eecbeo
-

SIGNATURE

(S5

| T V7 A | ’
l_2.5% . |

PYEVTY PELEE N

6,00%

1l 2500 | _

r-
o iy !I\").I I (./ -

0

'1_10.00%

10.00%

2.00%

42008 | .

4,005 ] '

r--r—

.

TOTAL 3UM INSUREO DY THIS FOLICY § 100 oow. | -
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1SSUED BY: -

POLICY NUMBER ° o

4

APPENDIX D

COMPREHENSIVE GENERAL LIABILITY INSURANCE

Y
v

(hereinafter called the insurer) B

t .

The Insurer hereby agrees with the Insured named or describad in the

.

Doclarauons which are nade a part hereof,
asreed premium and of the statements coatsined in tha "Declarations”

in conﬁderutcn of an o,

.and subject to the lusuring Agreemants, Limits of Liabllity. Exclusions
and other f.'ems of the Policy as follows: - , X

o e
[ O

.

1. NAME OF INSURED(S):-

. & -

Z. PAILING ADDRESS, FOR
PURPOSE OF THIS
POLICY: -

8, POLICY PERIOD: -

4
4. DEFINITION OF -* .
OPERATIONS: ~

-

-~

4

S. TERRITORY~-CLAUSE:~

- . f

DECLARATIONS

4 and/or 211 Contractors and

' . Subcontractors 1nc1udlng Suppliers who enter

6. PRENIUM COMPUTATICN: -

into fontracts to carry out work at the site
and/or all Engineers Atchitects and
Consultants as theirc interests may appear,

.
o .

|

plus', IR
o ("c:mplehd)
omnticns only eovgrage)

A - (full coverags)

All operations related to nn.l/or arisiop mn:

of the undertakings of the Insuped.with rqspec. '
to the owner'ship, engineerinz. con:truction and
completion of-the "Project” referred to as the

construction of » sy and
all unportlng or related Iacilittes near

Yt and Lnownns' s
lz- T et . ' ’

3

'.rhi.s Poucy apmles to. clains anywhcre in the

g e o i

"Nor ld . . M
He'raon. . -, payable in .three instalments,
1) T feecsssiidrranDh
AR 3 I * : esdecsenenens ”
3J) . e fieeescicnsvane f
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1.

INSUR (NG AGREE!ENTS

- COVERAGE "A" - Bodily Injury Liability *

ToO pay on behalf of the Insured all sums which the Insured shalil
become obligated to pay by resson of liability for damage,
1ncludin" damages for care 3dd loss of services, beciuse of bedily
injury, sickness, disease oc mentul Sufr'ring or shock, including
death at any time resulting therefrom, sustained or alleged to

ijave been sustained by any person or persons during the policy period,

COVERAGE "B" - Property Damsge Liability

To pay on behall of the Insured all suns which the Insured shall
becoas obligzated to pay by reason of liability for damages, tecause
of damawe to or destruction of property., including the loss of use
tbereof, caused by an occurrcnce as delined during the pelicy period,

COVERAGE ""C" - Persomal Injury Liability

To pay on behalf of the Insured all suns which the Insured shall
becone obligated to pay, by reason of liab}lity for danages, including
damages, for care and loss of services, because of personal injury
inclwling death at any time resulting therelfrom arising ducring the
policy pariod out of: .
a) False, arrest, detention or imprisonment, malicious prosecution;

.

Q' N
b) Libel, slander or defamation of character;

3

c) Invasion of privacy, wrongful eviction or wrongful cntry;

® v

d) Discrimination, except in suck jurisdiction where by lemislation,
court.:decision or administrative ruling such insuranze is |
prohibited or held to violate the law or public policy of any ¢
such jurisdiction, .

-

COVERAGE D" - Contingzent Laployer's Linbility

To pay on behalf of the Insured all sums which the Insured shall
bécome obiignted to ‘pay by rcason of the liability imposed upon the
Insured by law for domages because of bodily injury, including death
resulting therefrom, accidentally suffcred or alleged to have heen-
sutfcred. while this polic;, is in foprce, by any peraon and urising
out of and in the coursa‘ot hls employment by the Insured named or
described in the “Declarations” , and attributed to the opurations
insured hcreundor. - . -

.

Nb yaymont shall be'made under this Insuriny Anrcement untLl all
means of recovery under the Vorlonen's Compensation Act of thes
Province or State in which the claimant is empluyed shall kave been
exhausted. Such insutance us 13 provided under this Insuring
Agreement sh:ll be cxceus ol any vnlid and collectible insurapce
avallable to the Insured.
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4.
b

Dofence, Scttlement, Supplewentary Payments: -

Y

Definition ol Ingured:-

The unquslified word "lInsured” shall include the insured and also

any partner, executlve officer, director or s hereholder and amy ;
employee of the .Insured, whila acting within the scope of his

duties as such. It shall idlso mean any one Or more parson, firm

or orpmanization jnSufad flereunder, but the inclusion ‘-harein of move
than one Insured shall not apcratu to increase the limits of the
Insurer's liability.

.

B

With respect Lo such insurance o8 is afforded by this Pollcy, the
Insurer shall:-
’ N N

8) Delerd any Suit agninat the Insured alleging such injuiy,
sickoess, dismase or destruction und secking damages on account
thereof, even if such suit is groundless, false or [raudulent;
but the Insurer may make such investigation, negotiation and
settlenent of any claim or suit as it deems expedient;

\

2

b) 1 - Pay all premiums on bond3 to release attachments for an
amount not in excess of the applicable limitd 1iability .
of this policy, . all premiuns on appeal bonds rcquired in
any such defended suit, but without any obligation to apply
for or furnish any such honds; R

2 - Pay 3ll expunse incurred by the, Insurer, all costs toaxed
against the Insured in any such Suit and nll intevest ==
* -accruing after eutry of judgment until the Insurer has paid
or tendercd or deposited in_ court such part of such ‘
Judgment as does not exceed the limit ?i the Insurcr's
1iability thereon;

3 - Pay expensi incurred by the Insured for suclh immediaste . .
medical and surgical relief to others as shall be imperative
at\the time, of the occurrence; . .
[N
‘4 ~ Reinburse the Insured for n11 reasonable expenses other
than loss of earnings, incurred at the Insurer's réquest.

The anounts so incurred, except settlements of claims and ﬁults,\
are payable by the Insurer in addition to the applicable linits of
liability of this Policy.

Cross Liability:-

It is understood and agreed hetween the Insured and the Insuror that
.the inclusion of more than ane'corporation, person, organlizuation,

fim or entity o8 an Insurcd in this policy shall not in fny way affect
the rights of such corporation, person, orpanlzation, firm or cntity,
cithor as respects to any claim, demand, suit or judim ment nade, hrought
or rccovered, or in favour of any other Insured, or by or in [avour

of any enployes of such InSand

.

- ‘ . -

<=
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Cross Limb(lity:- {continued)

This policy shall protect aach :arporat\on, parson, Ors'lh{l&t'on,
fivm or entity in the same manner as though a separate policy
wers issued to each, bult nothing herain shall operate toc increase
the Insurer’'s liabiliry as set forth elsewhers ia this policy
heyond the amaunt or amounts for which the Insurer would have been
liable if only one pnrson or interest had been named us Insured,
Tt is azreed thuat nry act or emission on the p:n't of any one Insured
under this policy shall not prejwlice the interust of zny otlun-
Insured under this policy. -

®

EXcLy s1ons

'

This Policy does not &pply:

a)

b)

L))

To any liabdility imposed upon or- assumed by the Insured under any
vorkman's Conpensation Statute, Law or Plan;

éxhepe as respects Coverage "D, to the ownership, use or operation,
y or on bshaif of the Insured of asy sell-propelled land motor
vehicle, trailer or semi-trailer while sttached thereto or upattached

. (ircluding accessories and cquipaent while attached thercto or mounted

thereon) other than any of the followirg or their trailers,
accessories and equipment;

15 vehiclesltof the eravler type {other than snowvmobiles licensed
for use on pudblic roads), '

¥ . .

2) Tractors (other than road transport tractors designed to haul
semi-trailers oucr trailers), road rollers, graders, scrapers,
bulldozers, paving machines and concrate mixers {other than
concrete mixers of the mix-in-transit.type);

R . -

3) Othér construction machinery or cquiprment mounted on wheels but
not self-propelled while not attached to any sel!—propelled land

motor vehicles; . | .

s

4) Sclf-propslled land motor vehicles intended for use solely on the 2

prenises’ of the Insured or at the construction site but which may
use s public highway.

S) Any vehicles or equip'nﬂ-nt (wvhether motorized, self- propelled or
otherwise) of the Insured for which a special license or permit
may be issued to cnable it to travel or be towed upon a highway
“or roadway for use ut or near 3 location upon which the fasurcd
is to carry on or is carrying on operatious, and the removal of
such vehicles or eq\hpm-n: whan it is no lo‘lger rcqulrc«l or u-c-tnl
at or near such location;

f

To damage to or destruction of,

|

1) property owned by, rented or leased to the Insurcd, ov

‘e :
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Exclusions:= (continued) =

a)l 2) aexcupt with respect .to the use of elevalors or ascaliters or
11sbility assused under any sidaetrack agreement, property in
charge of the Insured, or

3) any goods or products or conlainers thercof‘nnuhctdred, sold,

© hamlled, or distributed or premise¥ alienated by the Insured, or <
.work completed by or for the lasured, out of which the occurrance ’
' . . arises; except that for the purpose of this ;xclusion (c), tthe
* progerty kaown as - and
* shall Le deemed not Lo be property owaed ’
Ly or in the cherge of the Insuced.
‘

o

. ) s

/ €} To assault comnitted at the specific iastance or direction af the

. Insured; ’
- , €) As respects Coverage "C”, to - - " .- i
Q .
l 1) liability assumed by the Insured under any contract or i
: agreement; ’ ’ !
2) injury caused by the wilful violation of a penal stutute or }
ordinzcnce committed by or with the knowledge or ccnsent of any . ’ ’ .
- Insured, or ' ‘ , :

2 e : - 'Y <

3) acts committed in connection with advertising; broadcasting oc . !
telecnstlng by or in the 1nterest of the ln:ured

! R . £) Under Covernge ' *A", fg9r any claim or loss for which coveraze is or

: can be afforded under Coverage "C";

g) To the ownership, maintenance, use or operatlon, including toading

' .o and unloading, of aircratt owned by or registered in the nume oz 4
i - the Insured; ’
. a i r -
v i h) To the ownership, maintenance, use or operation, loading or unloading

of any rogistered watercriaft or barge having a2 nat tonn:wc in oxcess
[ of ten tons;

‘i) To the o\morshtp. operation, maintenarco or use of any nlrzicld or
sircratt landing serip.

i J) As resapects any Enginaars, Architects, or cther Professional .
. Consultants, insured by this policy, to any'liasbility arising out of
. i . orror, neglaect or omission committed by any such Insured, ar by an
employee theareof, in the preparation or approval, of designs, maps,
’ plans and specifications; cxcept that this cxclusion shall nat apply
! o Bodily Injury rosulting from such crror, negloct or omissioa,

.
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Exclusions: -~ (continued)
kY To Bodily [njury or Property Camage,
+ 1) with respect to whlcil an Insured under this policy is also
- T [ insured under a contract Of nucleéss endryzy liability insurance
‘ Lo (whether the Insured is unnamed in such’coatract and whebher
- or not.it i3 legally enforcaable by the Insured) issued by the

- Nuclear lasurance Associat:on of Canada or any other group or
pool of Insurers or would be sn Insured under any sugh policy
but f8r its termination upon exhaustion of its limit N
1{sbility; or .

’ . ' ] )
2) Resulting directly or indirgctly from the nuclear energy hazard
- . arising from: - .

. a) the ownership, wmaintenance, operation or use of a nuclear
_ . facllity by or on behall of an Insured;
. b)Y the furnishing by an Insirsd of services, matorials, parts
. or cquipaent in connection with the plaaning, construstion,
. . maintenance, opsratioa or use of any nuclear facility; and

c) *theI transportation, consmf)tion. possession, hamiling, .
. disposal or usd¢ of radioactive material sold, handled, used
* or digtributed by-an. Insured. '

, AS used in this Exclusion (k)

N .

: ' .+ 1) The term "nuclear enerpy hazard" means the radioactive, toxic,
A \ explosive, or other hazardous propertics of radionctive material;

R .
% 2) The tern “radioactive materinl” means urarium, thorium,
plutnniun, neptuniwuz, their respective derivative and compounds,

radioactive isotopes of other elements and amgy other ‘substancesa
that the Atomic Energy Coatrol .Weg\dnuon. desiznate’
le

as being prescribed substance cap leasing atomic energy,

3 or as being requisite for the.praduction, use, or application of
i atomic energy;
3 . . . v
H 3) The teru "nuclear facility" means:
. . P
5 . | 1) any apparatus designed or used to sustain nuclear fission /
5 . A in a self-supporting chain reaction or to contain a critical '
. . ' ' mass of plutonium, thorium and uranium or any one or more
P ol them; . . >
. | ’
1, £1) any squipment o’: devico designed or used for
! I
“ i a) soparating the isotopes of plutonium, thoriws and urantum
. ‘ or any one or more of them., .
i . :
. . . B
N L )
. < w e : o : '
*
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7 K
) ; .
. [
gxclusions: - (countinued) \
k) 3) i) b) processing or utillziwg spent fuel, or )
¢) handling, processing or packaping wuste;
B > ")
$11) any equipment or device used forthe processing, fubricating
or- -alloying of plutomiim, thoriws and vraniun or any one ob
. more of them {€ at any time the total amouak of such material
in’ the custody of the Insured at the premises where such
equipment or device is located consists of or contains more
than 25 grams of plutonium or uranium 233 or any combination
. theresof, or more than 250 grams of uranium 235
/
iv) any structure, basin, excavation, premises or place prepared
- or usad for the storage or disposal of waste radloactive
materisl; nnd includes the site on which any of the .
foregoiag is located, together with all operatiuns conducted
thereon and all premises used for such operations, . ) -
4) with respect to property, loss of use of ..u(_h property shall he
deemed to be damage to or destruction of property.
Ry Only as respects Coverage ", Px'operty Damage ‘Liability ~ except in
respect of occurrences tuaking .place’in the United States of Anerica,
its Territories or Possessions, or Canada, to any liability of the }
Insured directly or indirectly occasioned by, hzppening throuzh or
in consequence of war, invasion, acts of foreign cnemies, hostilities
*Cwhether war be declared or !\ot), civil war, rehwmllion, revolution,
insurrcction, military or usurped power or confiscation or
nationalization or requisition or destruction of or damage to propsrty - | d
by or under the order of any goverament or public or local authority.
- coxpxrrions .
1. Linmits of Liabiuty:-

In respect of Coverage "A", or Coverage "B", or Covsrage "C", or
Coverage "D”, or any combination of such coverage, the liability .
of the Insurer for all damages, includinz damages for care and loss © ’

" of services, arising out of Bodily Injury or Death and for all.

damage because of injury to or destruction of preoperty inch.ding thq \
loss of use thereof, shall be limited to the sum of §°

as the result of any one occurrence or accident. “here is fo limit
to the number of occurrences or accidents.for which claims may be
made hereunder, provided they occur during the currency of this
policy, except as hercinafter provided,

In respect of occurrcnces ‘or accidunts arising out of the products -
hazard, ns defined in Condition "B", the liability of the Insurdr,
subject to the adove limit applicable to any one occurrence or
accident, shall de limitoed in the aggregate to §' .

Bodily Injury or Death or Proparty Uamage in respect of all
occurrences or accidents’ taking place ln any one policy period,

tor
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————

Conditions: = (continued) . X
- e e et e

o
All bodily injuries, or deaths ab pruperty Cuvage arvising ont of
one prepacud G¢ acquired lot of wmecéhandise of products shatl be

considered arisiay ont ol ane occurrency or uccident,

,

Deftinitians: ~ .

1

3) "OCCURRENCE", a3 respects Coveragé "B", Property Dumage Liability,
means either an accident happening during the policy prriod or a
continuous or repeated exposucre to conditions resplting during the
policy period in injury to or destruction of property which is

3.

sccidentally caused.

A1l damage arising out of such exposure to substautially the

saue general conditions shall be considercd as arising-out of one

ocecurrance,

b) the words “PRODUCTS HAZARD", as used in this policy, shall mean:

v

1) the handling or use of or the existence of any condition in
goods or products manufactured, sold, handled or distributcd
by the Insured or by others trading under his name, if the
occurrence or accident takes place after possession of such
goods or protiucts has been relinquished to others by the Insured
or by othars trading under his name and if such occurrence. or
accident takes place away from the pramises. owned by, rented to
' or controlled by the Iansured, provided, such goods or products
shall be deemed to 1nc1qdn any container thercof, other than a
+ vehicle, but shall not faclude any vendingz machine or any
property, other than such contained, rented to or located for

the use of others but not sold, 'and

&

2) operations, if the occurrence or accident takes places af'ter
such operations have been complsted or abandoned and pccurs
away Irom the premises) owned by, reated to or controlled by the
Insured; provided, opyrations shall not be desmed incomplecte

~ because inmproperly, orjdefectively performed or because further
operations may be tired pursuant to an agreement, provideéd
further, the following shall not be desmed to be “"operations':

within the meaning of this paragraph;

1) pick-up or delivery, except from or into a ranroad
car, , A
11) the maintonance of vehicles owned or used by or on

. 'behau of the Insured,

:ui) .the oxistenae of teols, uninstalled cquipment and

abandoned or' unusid mtertals.

Extension: -

It is agrewd thnt in the svent that oxtcnsion of the ternd of coverage

bcyond .t

“1s requirced such extension shall“be nade at

"pro-rata” and the twelve (12) months of “‘Comploted Ujwrations” coverang
' shall then commence from the termination of such extemled purtod

’ .
. '

!
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D-9

.Notice of Occurrence or Acciden!: -

wrlitten notice of each occurcence or accident shall he given by or
on hehalf ol the lnsured to the lasurey or to : .
as soon as practicable ifter notice theveof hkas been received Sy
an execut ive officer of auny nameit Insured, Such notice shall
contain particulars sufficientl tu ideantify the Insured .and lse
reasonably obtuinable information respscting the time, place and
circuastances of the occurrence or sucideat, the name’ and addcess
of the injured, and of any availuble witnesses., If clain is made
or suit is brouzht against the Ilasured, the Insured shall imnedintely
forward to the lnsurer every demand, notice, sunmons or other
process received by hin or his representatives.

L4

Assistaoce and Co-Operation of the Insured: - ¥

The Insured shall co-operata with the Jnsurer and, upon the Insurer's
request, <hill attend hearings and trials and shall assist in effecting
sattlements, sccuring and giving evidence, obtaining the attendance of
witnesses acd in the conduct of suits, and the 'Insurer ‘shall rcimburse
the Insured for any expeucse, other than loss of earnings, incurrced st
the Insurer's request., The Insured shall not, except at his own cost,
voluntarily make any payment,. assume any obligation, or incur any
cxpense other than for such inmediate and surgical relief to others

as shall be imperative nt the time of the injury, Upon the Insurer's
request, the Insured shall give to the Insurer a signed statement of
facts containing 211 available information deemed necessary Ly the
Insurer to determine and, detine its liabjlity and rights under thits
policy. .

Action Against Insurer:- ’ . . !

No action shall lie against the Insurer unless, as a condition
precedent thereto, the Insuredrshall have fully complied with all
the corditions hereof,' nor until the emount of the Insured's
obnptlon to pay shall have been finally deterained eitber by
Judgmant against the Insured, after actual trial or by written' R
agreement of the Insured, the claimant, and the Insurer. Any person-
or his legal representative who has secured such'judigment or written
agreement shall thereafter be cntitled to rccover under the terms

_ of this policy to the extent of .the insurance afforded by the policy.

Nothing c.'ontajlnud in this policy shall give any person .or organization
any right to join ths Insurer as co-defendant in any action againgt
the Insured to deternmine the Insured’s 1liability. Bankruptcy or
insolvency of the Insured shall not relieve the Insurer of any of its
obligationa hereunder,

‘

] .
v

Other Insur:m:o: - . {

It is the.intent of this insurance to apply ta all claims againet
ony or all of the Insureds as defined in the "Deglarations”, whethaer
specifically named or not, related.to and/or arising out of their -
operations with respect to the ownershlp, engzineering, canstruction,
co-plctton and occupancy of thu project referred to iu the safdl

.
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{* 7. Other Tnsurance:- (continned) '
~\ "Declarations”, until such time as this poucy expires or hus been
terminacredd, whiciiever first occurs f ’
’
The Insuraers heraly agrae, thergfore, that u at the time of

accident or occurrence covered by this policy, there is any other
valid insurance or indemnity which would attach i! this ‘insurance
had not Lsen etrocted. thiz insyrsuce shxll be primary and any
such other insurance effected hy any one of the nemed or unnaiaed
insureds covering or appiying to claimy arising out of =1l work
parfocmed Ly then anywhere and in which they may be invalved
durinz the temm of such insuraace, m*'ludiu(- the work performetd
in connaction with the subject natter of this insurance, shall Le

. exXce3s insurance; provided, howuver, that vherc any such nined or
unnaned insured effects valid insurance or indemnity related only

' to clains arising out of the work perforned by them in connsction

o8 with the subject matter of this lnsuracce, sSuch insurance shall he

prinars aand, if there i3 mdre than one such insurance, .they shall
be contributory qnd this policy shall apply only as cxcess ., .

-
-~

8. Conflictinz Statutes:- ' .
’ 3 If any condition £n this policy conflicts with any specific statutory
provision in the Province in which it is clsined that the Inspred
is liable for any such injuries or logs 23 arce covered by this L .
policy, such spacific statutory provisjion shall be substituted for
such condition, .
3 . \,
9. Subrogation: -~ .
. In the event of any payment undur thi.. policy, and to the extent of
° . ' such paymant, the Insurér shall be subrogated ta all the Insured’
rights of rccovery theretor. and the Insured shall execute all
papers requircd and shail do everything that-may be necessary to 0

i

#

secure such rig‘xts. but the Insurer shall have no right ol subro;::tion ’

sgainst any other Insutred under ary part of this insurance contract,

nor azainst any person, firm, corporation, or other party in respect

. of whon or which the Insured has assumed liability under any contract
: . or agreement ralating to the operations insurcd hereunder.

’ . 10, Changes: ~ -
j ) ) ' o " No notice to any agent or knowledge possessed by any agént or by any
. - S other person shall be held to effcct a waiver® or change in any part
. ) . of this policy nor stop the Insurer from nsssrttn;; any right under.
s the torms of this poncy. nor shau the terms of this policy be waived
o or changed, oxcept by cadorsement issued to form a part hereof,
T siznsd by an anuthorized represeatative of the Insurer,
. 11. Assiznnent:-
No assignaent of intercst under this policy shall btml the Insurcr

until tis consent is endorsed hercon. . If the Insured shall Le adjudgert

e ‘ ' bankrupt or insolvent within the policy perlod, this policy, unluss
' cancelled, shall cover the Tosurpd's legal repeessatative 19:-‘ the
unexpired portlon of such portod. © . . .

‘

.
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Cancellation: - )
AN =

This policy can be cancslled at/any tima by cnthm the insurer or

fy (subject to no tlaim(s) being advised) Insured by written notice

13.

4.

to the other staunu when thenzafter cawcellation shall be
effective, Such noticc by the Ilnsurer to the Insured

) . . N st -

' or tu any other Insured whos@ name has been peovided
to the Insuyer, ngen not less Uum Sixty {(60) days prior to the
effective cdate of canccu-tion, shall be a sulficient notice. 1If
the Insurer cancels, thc earned premium shall be computed “pro-rata’
of any’flat promiua charged hereumnder. If the .Insuved cancels, tle
carced pPemium shall be computcdcfiﬂ accordance with the customary
“short-rate’ table and procedurec subject to the ninimum premium
provided heréin. The mailing of nptice ds aforesaid £hdll he
suffitient proof of notice and'the jnsurance under this policy shall
cnd oa the effective date and hour of cancellatiorn stated in tha
rotice. LCelivary of such written notice, ¢ither by the Insured or
the Insurer,"’shall be equiv:}lent' to Hailing. The Insurer's cheque
cr the cheque of its repressatative sinilarly nailed or delivercd
shall be a sufficient tender of any refund of premium due to the
Insured but’ro unearned premiun shall be pavable until the insured
has filcd with the Insurar 4 true statement of the total contract
costs, as defined hereunder, during the time this 'policy Itas heen
in force, for the adjustable portion of the policy.

Declaratidns: - - ) - ) , ' -

By the t nccept :n€e of this poncy the Insured agrees that the statementc
in the "Declarations” are its sgreements ard representations, that

this policy i3 issued in roliance upon, Cho truth of such reyresg'\t"t'?ons,
and that this policy embodies all agreements existing between itself

and the Insurer or any of its agents relating to-this insurance,

Premiun Conputanon Clause. " .8

It is understood that the ruu Contract Value", bct'hz the value of
all insured property (lncl\:ding transportation cost to sites, !
construction, assembly and installation costs), is cstimated at ,
inception of this insurance at §' . The final premium.
hefeon shan. after completton of the project. be adjusted on the
final "Full Contract Valuo at a rate of $§ cents, par One
Huodred Dollars (3100. 00)" of suck "Full Coatract Value™, for the
‘period of this insurs: tce; it is 4urther agreed however, that {f the

s

. .

.Insured conlirr!:s that the final "Full Contract Value” was vithin - h
" Five Percent (5%) of the above mentjonud amount, s-ich preniun adjustment

L}

will be waived, -
It is also understood and agreed that:

a) Should .the incurred lossus, a[tcr-conpletion of the pquuct. not 4
oxceed 'hrenty-ﬂvo Porcent (25 ) of tha paid, promium, the 'Insured
will be auovod a rehate of Ten Percent (mv.) of tho pald promiwm;-

» - .

or,
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14. Pramiun Computation Clause:-- -
-

T S s o o ot S ]

- . : i
.. . g
{continued) -

B) Should the jncurred lossas, sfter completion of the project, ;
be in excess of Twenty-five Percent (25%) but not more than i . i
Ferty Percent (40%) of the paid premium, then the lnsured will
be ‘allowed a rebate of Five Porcont (54) of the paid prewmium.

E

. 3
For the purposes of the ghove C’ondll:ion. the term “PAID PREMIUN" .

- sihall nmean the premium dérived from the appllication of a rate of : %

) s’ cents per One Hundred Dollars ($100.00) to Lhe final "Full

Contract Yalue” of this Project. . . )

.?a(lus:!.blo: -

CGnly as respects Coverage """ (Property Damage Liability) it is .,
herady ggreed that the sum of §. shall he deducted from T
the total liability arising from cach disaster (meaning one . :
accident or series ol oscclidents arising out of one  occurrence) and -
the lInsures shall be liable for losa or d:\nagé only Yin cxcess of .

’ that amount, subject to the linits of liability stated herein.

IN WITKESS WHERZOF, ° ¥ : . ~ has caused this ) !
policy to be signed by its Nanawer !or Cannda, but it shall not be :

binding upon the Insurer until countersigned by o duly nut‘lorizetl
representativa of the Insurer,

. " ' . L

Countersigned it Montreal.

s - » Scavsen P R N Lk T Y SR
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APPENDIX E oo ’

UNDERWRITING INFORMATION REQUIRED IN - T
- CONNECTION WITH MACHINERY ERECTION OR g
CONTRACT WORKS (MACHINERY) INSURANCE. . ~°

When dealing with enquiries for thism form of cover the following will
be a guide to the minimuw essontial information, according to the nature, size
and location of risic, necessary for an accurate -pprecintion and assessment of
the terwa and donditiona applicable.

v “ Y A _BASIC COVER . ’

1) General description of the installation or machinery to be insured - °
precise detalls to bo obtained of all major items. Any plans which might “
be helpful to be provided (these will usuaily be neccasary for uaoumont s
of the M.P.L. and an indicatign of scceptance levels). .

2) Is the installation or me¢hinery new or secondhand? If aecondhand
vhat is Ats’ age and hus it been re~conditioned since last in use and, {f¥%o,
by whom? If partly new and partly gecondhand, distinguish briefly batween
sach and indicate what proportion of the total value doea the new or secondhand
part repreaent.

%
3) What ia tha estinated contract price - th.*s is uaual’lz& the aum .
insured.

N.B. When the contract price is trken ug the sum insured 1% ig uonully
assumed to cover the value of all machinery and materials uaed in the
construction or work, of installation, wages and nervices etc. all freight
to site and the cost of erection and teatinz - if thia is not the casc,
then the position is to be mide clear and an estimate of the addifional
smounts involved and not included in the“ eontraet price sust de obtained.
h) ' whose intercat is to bn ingured, the contractor(s), manufacturer(s),
the purchager or eventual owner, or the consulting engineer? Namea of all
"Insured" are to be given gnd the precise interest upeciﬁed in each cage.

5) The experience of the contractor(s) and manufac Surer{s) with
- contracta of the nature and magnitude of the contract to be inaured,

6) who/uli.l actually carry out the construction, inastallation or
erectiopind who will be supervioing the work?

7 what sub-contractor{s) interents sre to bo insured? Names and

nature of work td be carried out by main sub-contraétors to be providad.
L

8) Location at which tha work iz to be carried out (enaure thuat the :
Yocation can be fixed with reasonable mccuracy in relation to well-known ’ ' . !
ographical features). Will the work bo carried out pn & virgin site, . :
gzlmu unoccupled premises or in premiscs ‘already occupied and in which o3
inesa ia boing carried out. . -

9) . What is the nature of tha terrain of the gite itself and the
nature of the surrounding terrain (nature of sub-soil, what is the
altitude above sea-level, is the site or the gurroundings flat, mountainoug,
swampy, rocky, sandy, in a valley, on a high pleteau, easy or difficult
of_access etc. ) Investigate exposure of site to storms, [looding,
subsidence, avalanche, earthquske stc. and, if exposure exiats,
ascertain what measures are being tnken to reduce such risks to a minimgy

N.B. Higher excesass are usually applied for damage due to stom'. .

Tlood, subsidence, avalanche, earthquake, strike, riot and civil commotion
(which 1s only covered within the limitations of the new F.0.C. ‘wordings)
and weakening or remaval of supports (in the rengs of £250, to £1,000 grwee,

i

"
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M)

12)

13)

1'0)'

135)

16)

. 17)

18)

10)

E-2
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Will the work involve any blasting, piling, thrust-boring,
tunnelling, shaft-sinking or similar operations = if so, give the reasona
and indicate the extsnt of these operations.

Will the work necessitate any large-scale manufacture or
fabrication on site -~ if so, ascertain detailas.

What is the estimated period from the arrival of the first
materials on site to the completion of handing over. Will the inatallation
be taken over in parts - if sa, give detnils and hov this will affect
the maintenance period. .
vhat are the provisions of the contract, and the Insured's reguire-
ments, relative to testing and commissioning - nature and duration etc.

Who will test and commission and who will supervise?

vhat are the provisions of the contract, and the Insured's
requirements, relative to "maintenunce" after handover - quote text
of relevant clauses of contract, indicating extent of obligation and
duration.

N.B. 1) The actual text is essential if the widest coverage
available and necessary is to be given.

N.B. 2) Normal maintenance cover does not provide indemnity

to the purchaser and the like dnring the caintenance

period. o
What guarantees are give by manufacturers (not being "Insured") !
of machinery etc. as to their ducts' design, workmanship and- the
materisls used - extent, duration and when do such guarantees commence.

A "progress plan' must stupplie¢d, giving the anticipated
build-up of values, on site, the phasing of the work (erection, testing,
commiaaioning and hand-over). 4

rd

B. Assumptiona of an sven build-up Q.re often grossly inaccurate
can result in too high or low a rate being put forward.

A completed site layout plan should also be provided to enable
& reasonably accurate assessment of tl}o naximua probable loas to \bo made.
B. EXTENSIONS OF COVER.
Con.struceionnl Plant and Equipment: -

. . : .

19)

20)

ME. Under Contract Works Insurances, 'plant and oqqipuxent" used for
the construction, installation and/or erection is not covered against

its .own mechanical or electrical breakdown or explosion. If such :
cover is required, then full details of each item are to be supplied o
(to include a full description, maker's name and country of origim, ~

age and new replacement value) and a separate policy will be necessary.

The saximum total value of such plant and equipment on aite‘at
any one time, the aversge value on site throughout the duration of the N

construction period and the values of “the llrger or most expensive items
of plant. .

If the plnnt and equipment to \be used includes any waterborne -
items,. or any items not usually as ted with contracts of this
pature, obtain details. ‘

-7 ey
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IL. Teamporary Hutwenta and Caravans used as offices, living or sleeping
quarters and the like.' . .

21) Indicate total value and if caravans, the total number, value of
largest and obtain confirmation that during the period of contract they
will be used only on the contract site -~ otherwiss they must be insured
under a motor policy. )

»

III. Exiployees' Personal cffects:

22) " Number of employees involved. ‘ >

23) Indegn}xity 1imit required per- employee.

N.B. This section incorporates a small excess (minimum £5.)

per employee and per loss. . -
! ~ IV. Transit w(by road, rail or inland waterway only)

au)’ what is the total value and give a brief description of the .
materials ta be insured in transit. |

25) From where are the materials to be transported and by what
route?

26) If the materials are coming from abroad and are being taken
from.a ship or another carrier at & frontier for example, what check
1s nade of quantity and condition before onward transmission under the
protection of this insurance.

27) " . By what means is the material to be transported.

28) Are any special measures or precautions necesaary or envisaged
during such transport whether by reason of the weight, dimensions and/or
nature of the loads. or the condition of the conveyances, rdoads, bridges,
etc. or otherwise. If so0, give full details. -

29) Afe any tranas-shipments or changes of method of conveyance envisaged
e route or any temporary storage before arrival at site? If 80, give details.

' - bt

V. Third Party Liability:
: =LA

30) Limit oTfiiability required for any one accident. .. ,
A} . \
31) : Estimated total cost of salaries and wages for the contract.
. R) Are croas lisbilities betwesn "Insured" to be covered?
33) Who will be working on the sits other than emplayeea of the
Insured?
. B \
) what access, if any, will the general public have to the site,
.. ’ vhether by "right of way" or othervise? )
35) What is the nature of the public or private property 1mdtihly

adjacent to the site - and referring back to Question 10) if any of
these operations are carried on, how far from such oparations will
Q‘, the nearest or 208t vulnsrable of any buildings on sdjacent property be?
-~
36) Do any public services, or roads, railwvays or canals cross the

. site or does the "line of conatruction” (ss in the case of pipelines,
electrification systems etc.) croas, whether through, under or over,
any pubdlic services, roads, railways etc. or other third party property?
If so, give details and {ndicate whether the Insured is, under the contract,
indemsified against liability for damage thersto. -
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37)

38)

39)

CE-4

‘Where the work is to be carried out in existing pranises or as an
extension to .sxisting premises, if the other property or peraons employed
therein are, for the purposes of the insurance,'to Ye considered as third
parties and third pnrty property - full details and an appreciation of
the risk, asupplemented with drawings or plans, must be gubmitted.

Obtain details -of any contractual liability to b.o accepted by the
Insured, for injury to persons or damage to praperty, which would not
devolve on the Insured but for these contrufual chligations.

wWhere new iut:llationa are being connected to oxiating phnt
or utilities, what liability devolves on the. "Insured" arising from any
dasage they say cause to such exiasting installations or utilities systems.
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APPENDIX F-

UNDERWRITING INFORMATION SAMPLE QUESTIONNAIRE .

Additional Questionnaire ror e
Construction.of Dams .

1. Title of contract

0 landstide

€1 subsidence

N

et L b S ST & wrroe® s e

s owebis Wt

e

2 Sie ’ v ué«mw O rock fat
Y

u] _nnhqucko

\ _ T‘- - . ' Daveianche

settiemaent

i to nearest d

type of settement (farm, v!agq. elc)

10 what extent might this sattlement be
destroyed in case of & dam failure? .

(currency

diversion works
(cotterdam, tunnels, etc.)

o s it 1 b AR 0 e AR, R -

Total vaive

4 Typeotdem

O grevity dam.

03 sarth dem with a core of

O impervious sarth

0 rock-fled dem with watertight skin of

£ bitumen

O concrete

O other (i 00, specily)

O slab-and-buttress dam

O mutti-arch-buttress dam

O solid-head-buttress Jam

O coluler and holiow Qravity dem

O arch dam

O dem of combined deeign (# sa, specify)

“~




L Fe2 ,
. 3 . )
/
e ! e —’ ! ’ *
‘.
» Tochnicsl data tength mC height m base width m
 top width o m upstream siope 1; downstream siope 1
spliiway O in the middie of an ssrth dam 3 ¢utin rock adjacent to dem  [3 & sheft spitiway
power plant O undargeound O sdiacent to dam O distantfom dam
) ‘"lo.dllllﬂc‘. km
Foundation O onloose materailying on fop of sokd rock 0 with grout curtain O 30, specify)
O on solid rock; type of rock
depth of Tock below surface m [
O3 biasting work necssssry (it 80, spactty where) )
,iublol 'pummmmawunolwmmm . 7
iround ayees type o
Mu
inclinatons relative 1o 8) horlzon b) dam
round water lavel below grade m 0] dewataring required
.Quantibes of waler 1o ba ramoved mifs .
! number of pumps to be used number of stand-by pumpe
totsl capacity of pumps m'n;
puinps are driven QO electricaty O by combustion sngines
elactric power supply O off the main O.by own generator(s)
iter course name A
s 0 sprut Qtiver u{m«%\dm
(1] cbservation pariod yours months ' R
normal In dry sseson m normal flood m
.
hightst ever recarded m data ,
LY observation period yours months
normal n dry season m¥s
" rormal fiood mis-
highest ever recorded m'la dale .
\ection from D cofter dam height sbbove normal flood level m
o damage
O diversion channsl capacily L I —
~ s * #\
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N
‘. O sheet plies Q timber piles to protect excavation
Isteral support of piles Oyes * QOno
i risk of Mooding reduced . .
by upstream dama? Qyes Ono
' o . detais
. . . is there s flood
0 . o . warning system? Oyes Qno
’ time lapse between warming and hours
bme when flood reachet site .
) ’ e aehadl . " anticipated period of work
s.c it months
o -
. ’ diversion works -
“ . . m -
L 4 .
spitway
! =" o
stiling Dasin ’
t
discharge tunnel
. : Intake lower -
3 substation .
! ' 10. To what extent might the .
« contract works be de- §
stroyed In one loas evant? -
N [ =~
= ) B B
N .
11. What work wilt be executed . -
by clors? -
e . \
12. Which coniractors wit 3 b
work independantly of the
- ingured at the site or i ks , N 5 -
. immediate vicinity? - . \
1
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* ) To whit extent will these
.7 iaclibas be prolacted
againet food?
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APPENDIX G

EXTRACTS FROM REFERENCE 19,

EXECUTIVE SIMMARY

i
i

A QUANTITATIVE METHOD FOR ANALYZING THE ALLOCATION
OF RISK IN TRANSPORTATION CONSTRUCTION |

a contract by the U.5. Department of Transporcieion, Transportation SysCems

In September 1977, M.IL.T.'s Department o!;ivil Engineering was awarded
Center, to develop a conceptual model of risks in transportation comstructioa.
This conceptusl nodél should Mcorpora:e the interaction of risks with one
another, and should be capable of quantifying the impac: on owner's total
cost of sllocating these risks in different ways among a projec: s partici-~
paats. In addition, the contract called for a pilot test of the model with
“a sample ‘category of risk on an actual transportation project. ,

A conceptual model of risk al}o:x:ioxf was successfull); developed by the
research team, and was verified by the technical advisory board for the project
in early December 1977 _ The model was subsequently ffeld tested using t.he"
owner and a contractor on the new Bal:.mou mass transit project as subjects,

" and snalyzing the owner's decision of how to purc:hasa insurance for the

. construction of the system, The techaique and the results of the pilot test
vill be briefly described in the following paragrapiis. » )

' The conceptual model is based upon Decision Analysis techuiques, with a

significant extension of tha standard Decision Analysi; procedure used by many
analysts. The standard Decision Analysis m‘:'tlel crestes a decision tree with
“chance nodes" and "deciston nodes” to disaggregste the variables that impact

" .a single decision-maker in a decision situation. The trea is then used to
determine the decision (or sequence of decisfons) that maximizes the expected
value of the decision maker. In the case of a risk-averse decision-maker, the
snalyst Qeasin:u his risk preference ("utility") and maximizes expected
utility rather than expected valus. The model used in this sfudy adopts the
basic tenels of Decision Analysis-~subjective probabilicy, valde of informa-
tion, risk-aversion, and the same sat of axioms-—but develops the model as a

, tvo-party, interactive decision process, vherse risk share is traded for
contract price. In addition, cousiderable use is made of graphic pressnta-
tions of esch risk submcdel in the form of "Iateraction Diagrams" (circlc:
and arrows) to illustrata che relationships bctwun risks and to verify the
nub-odcl vith each decislon maker.
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These changes permit the model to capture r.t‘eo important aspects of the
problem not considered in a standard Decision Analysis a?proach:

- Differences between the contractor's and owner's i)erception of a given
category of risk could be fdentified and exploited to the owner's advantage in
the allocation of risk. s ’

-~ The value of risk as an incentive for performanca could be explicitly
considered, ) .

To recapitulate, the conceptual model contains decisign analysis submodels
for each party. These submodels incorporate the notion olﬁisk as an incentive ‘
for performance, and- are i1llustrated and varified through Interaction Diagrams.

The submodels interact as follows: (1) An o\mer determines a particular
allocation of risk thr.ough contract clauses and other decisions. (2) A coa~
tractor responds to the risk share he must accept by pricing the risk into his
bid. _(3) The sensitivity of the contractor's bid price to different risk
allocations can be tested by the Luodel.. " (4) An ovher can then decide how much
risk he (the owner) ‘will accept in’cxchange for a lower bid price.

- The model was gested on the owner decision (actually a sequence of dect-

sions) relating to the purchase of insurance for the construction of a hypo-

thetical urban mass transit project. The owner oE'Baltimore.'a MTA project and
& contractor currently‘ vorking on that project were the subjectsfo: our test,
All of the mass transit systems recently bullt in the U.S. have been 1nsured
under owner coordinated or "wrap-up" programs. Three major categoties of
insurance are involved: ‘Workers' Compensation, General Lial{ilit:y and
Builder's Risk. To datn these have all been included in the cwners' wrap-up
coyerage. After diugxreg:ting :hese risks, ‘our analysis indicated an alter- " v
native ;rnngmcut. by excluding builder'’s risk from the wrap-up package, and
by accepting mora risk {in the form of higher deductibles) the owner could
lower his axpected cost—including the expected payout of deductlbles-«-by
some 202 of total insuranca cost, or 1% of total project cost!

Ic should be noted that whereas our example risk category anol;ved fasu-
_ rance, the tcdmiquc is broadly applicabls to all categories of construction
risk, Hc intend, in the future, to uss this model to analyze the allecation
of such risks as sire geological uncertainty, where the model's "value of ° ‘
information" capabllity can be %. In the case of site géologicnl risks,
the model will yieid the amount site investigation that should be conducted

by an owner before soliciting bids, to minimize his togak cost.
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In addition, future te‘sutch should look at incorporating the deslgﬁc;:
as a third party to the process, and at formalizing the models that are deve-
loped into a large matrix model which‘cm be cbmpu:efized. Reperitive use of
such a model n:ty make it possible to apply classical statistical ahalysis
methods and human behavior models ¢o identify "eypical” d;éision-ukcrs whose
perceptions could be substituted for subjective assessments. Thereby the
amount of input information raquired could ba limited to assessments of only
those variables to which the final oucput of the uﬁdel was extremely sensitiva,
_ Such & "standardized" model would not require a detailed analysis for each
problem investigated, and would thus save substantfal time and money.
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NET VALUE
, OF PROJECT
TO OWNER

\ X
G-4
' »
CONTRACTOR
j_ R
CLAUSES {_ -
OWNER 1.
pecistons - |
PERCEIVED |
RISKS
. ° I
!
couszqumcas L
OF RISKS
ALLOCATION OF f. cgg':
RISK CONSEQUENCES o\y{ron i co;_gon
NET VALUZ
. OF PROJECT
o TO CONTRACTOR |
NECOTIATION OF ' .
covtRact cLauses \ [ oo oo b
" | BY CONTRACTOR}

RISK ASSUMED

_ BY OWNER,

FICURE 3-2  CONCEPTUAL MODEL OF RISK
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