


ALASKA POWER AUTHORITY
334 WEST 5th AVENUE • ANCHORAGE. ALASKA 99501 Phone: (907) 277-7641 

(907) 276-0001

February  15, 1983

Honorabl e  Ri chard  I .  E l i a s o n
Sena t o r
S t a t e  C a p i t o l
Pouch V
Juneau,  Alaska 99811 

Dear Sena t o r  E l i a s o n :

Per y o u r  r e q u e s t ,  I am e n c l o s i n g  a d r a f t  copy  o f  a p r e l im i n a r y  
r e po r t  on Tyee P r o j e c t  Wrap Up In suranc e  Program by our  Risk Management 
Con s u l t a n t ,  Mr. Dan McCar thy .  We had a meet ing wi th the  S t a t e  Risk 
Manager,  Mr. John Haywood and the  S t a t e ' s  Broker ,  Mr. Dave C a r l s o n  to  
r eq ue s t  a d d i t i o n a l  i n f o rma t i o n .  S i n c e  t h i s  mee t i ng ,  we have not  as 
y e t ,  r e c e i v e d  any a d d i t i o n a l  i n f o rma t i on  and, t h e r e f o r e  canno t  c omp l e t e  
our r e p o r t .

A l s o ,  e n c l o s e d  i s  a s h o r t  r e p o r t  on the  pros  and cons o f  i nsurance  
in g e n e r a l .  I s p e c i f i c a l l y  r e q ue s t ed  our  r i s k  manager c o n s u l t a n t  t o  be 
as b r i e f  as p o s s i b l e .

S i n c e r e l y ,

'Raymond J. B e n r ^ J i ^  
D i r e c t o r  o f  F inance

Enc l o su r e s :  as s t a t e d  

RJC/1a

cc :  Commiss i oner  Dick Lyon



ALASKA POWER AOTHORnY

Report the Wrap-up Insurance. Program for the Tyee Lake Project. 

(Item 3 of Assignment II)

This report will analyze the various components of this Wrap-up 
Insurazce Program and attempt to comment on its value in terms 

of its components and in financial terms.

A  separate comment regarding cancellation of the Program will 
be made, as well as a suggested audit system.

The components include:

1.- Analysis of the various Pac Mar insurance policies.

2.- Analysis of the "rating" plans for Workers' Compensation 

and General Liability.

3.- Comment on the various contracts with the broker, the 
carrier and related fees.

4.- Comment on the system of separate service contracts for 
safety, loss sporting and claims handling and claims 
supervision.

5.- Comment on the selection of carrier and its reinsurance 
for this project; comment on the choice of Pac Mar as the 
carrier, dealing primarily with the class of business in 
which it is engaged, its domicile and the services rendered 

the Project.

G eneral Comment:

The contract with Scott Wetzel Services for safety engineering and 
loss reporting and the contract with Shepard & Associates for 
claims supervision of loss adjusting by Pac War have now been made 
available. Let me hasten to add that I had not specifically re­
quested these, believing they would be made available along with 
the other materials specifically requested to aid in this effort.

Also, not available at this time is the specific request of Pac Mar 
for the contractor payroll reporting system and the periodic 
calculations of contractor and over-all lost ratios. Copies of 
several invoices were provided. (These are forthcoming per Dave 
Carlson's letter of December 1 G , 1982, but not yet received).



As I understand matters, the genesis of this wrap-up program 
is the agreement between State Risk Management and the Alaska 
Power Authority.

Risk Management in turn arranged for broker services employing 
the joint venture of Marsh & McLennand and Corroon & Black / 
Dawson, in a contract between the joint venture and the Alaska 
Power Authority, contract number CC08-2307.

These brokers were engaged in the premise that Star.e Risk 
Management had recently undergone a "broker selection process" 
resulting in the selection of these brokers, not only for other 
State insurance matters, but also for the Tyee Project Wrap-up 
Program.

The jc dopted the acronym (APCOP) meaning Alaska
Power Construction Program.



Analysis of Worker's Compensation Insurance Policies 
(W/C). Issued by Pacific Marine Insurance Company 
of Alaska

Separate Standard W/C Policies have been issued to 
each contractor and subcontractor performing work at 
the site and contracted all necessary extensions of 
coverage including "offshore" exposures and a three year 
Retrospective Rating Plan "D". (This will be discussed 
under item-2, following.)

Four W/C Policies have been provided for review as 
representive of all such policies issued. These are:

Harrison Western Corporation/Southeast 
Drilling Co.

Mitsui and Co. (U.S.A.), Inc. and D.W. Close 
Company, Inc.

Power City Construction, Inc. & Power Constructors,
Inc., Power Two.

Alaska Power Authority. This policy was subsequently 
cancelled "flat",'ie without a premium charge.

At this time there were 21 W/C Policies issued, with 17 
remaining in force. Each policy is numbered sequentially.

In addition to the policy written for APA, one other 
was cancelled "flat" for an unknown reason. Two 
policies were written for a "short term", ie to comple­
tion of the contractor's work.

All policies appropriately provide for each insured's 
own appropriate work classifications and experience 
rating modification to be used in premium calculations. 
Final, total premium for insured is based upon audited 
payroll for this project.

The three policies received for review provide statutory 
W/C limits and a $100,000 limit for Employer's Liability. 
The Maritime limit provided is $.'500,000.



Item 1 - (Continued)

Depending upon each insured's operations/exposures, 
these limits may be inadequate. It is possible that 
the Excess General Liability Insurance provides pro­
tection excess these limits. A review of the evidence 
of insurance for "Subscription Policy" number SOAMC- 
1982-APA-l does not confirm this possibility. This 
evidence indicates that a $35,000,000 limit is 
provided including Worker's Compensation Insurance; 
however, there is no evidence in this form that 
Employer's Liability and Maritime Insurance is 
included,.

This task could have been made easier if a complete 
schedule and description of insurance was provided 
showing primary and excess layers. Copies of various 
materials were voluntarily provided by Mr. Haywood, 
others were specifically requested; most were received.

It was my belief that upon receipt of these policies, 
systems, agreements, etc., that I could properly 
analyze them for this report. But I find that certain 
assumptions must be made at this time in order to 
complete this assignment on any kind of timely basis.

I shall make additional inquiries of Dave Carlson 
regarding these assumptions and supplement uhis report 
at a later date.

Worker's Compensation is a straight forward kind of 
insurance. The review of the sample policies found 
no inadequacies except for the possible rather low 
limit of liability for Employer's Liability and Mari- 

, i time Coverages which will be investigated further.
o '. S



Item 1 (a) - Analysis of General Liability Insurance,
Issued by Pacific Marine Insurance Company 
of Alaska.

The named insureds for this protection is State of 
Alaska/Alaska Power Authority and Prime Contractors 
and their Subcontractors of all tiers.

This approach is proper and can and should be done 
for liability insurance for wrap-up projects.

The limit of liability is $500,000 Combined Single 
Limit for Bodily Injury and Property Damage. The 
limit is per "occurrence” and in the "aggregate".
There is a $5,000 deductible applied to Property 
Damage classes.

Premium is based upon audited payroll for the 
project for insured contractors and subcontractors. 
Advance premium of $35,000 is required.

Policy provisions include:

Broad Form General Liability Extension, which 
provides improved Contractual Liability protec­
tion; Personal Injury and Advertising, Incidental 
Medical Malpractice Insurance among other broad­
ening features such as Premises Medical Payments 
Coverage. As with the W/C Policies, final premium 
is subject to the Retrospective Rating Plan 'D' 
provision.

Although this policy can be considered adequate, there 
is nothing special concerning it. It could have been 
broadened in several additional ways, but probably 
thought to be unnecessary following exposure analysis.

There is a Subscription Policy in affect providing 
$35,000,000 per occurrence of protection for both 
Bodily Injury and Property Damage Liability. The 
subscribing companies are not known. The Evidence 
of Insurance made available does not indicate if the 
coverage afforded is "Following Form" or otherwise.
It does indicate that it provides W/C Coverages, but 
it does not indicate that it provides Employer's 
Liability or Maritime protection.



(Continued)

I am unable to provide Bests Key Ratings because 
the subscribing companies are not listed in the 
"Evidence" provided., However, there is a Broker’s 
Warranty indicating that there are insurances in 
affect in insurance companies totally the indicated 
limit. ir̂



S I

Inland and Marine Cargo

Subscription Policy (companies unknown) 
providing Inland and Ocean Marine Cargo Insurance

Item 1 (b) - Other Insurance:

Limit is $5,000,000 any one vessel (and presumably 
any one land conveyance), subject to a $5,000 deduct­
ible.

The insureds include State of Alaska/Alaska Power A 
Authority, Prime Contractors and their Subcontractors 
of all tiers.

Coverage analysis is impossible in view of receipt of 
the "Evidence" only.

Premium determination is impossible due to lack of 
information.

As with the W/C, Subscription General Liability 
inquiry will be made of Dave Carlson oi; this Sub­
scription Policy for detail to permit adequate 
analysis.

Broker's Warranty is provided.

Builder's Risk/Course of Construction Insurance.

Subscription Policy (companies unknown) providing 
property insurance for the construction at Tyee Lake 
Hydroelectric Project.

Limit is $45,000,000. Phase I - Power Tunnel and 
Powerhouse. There is no deductible indicated in the 
"Evidence" provided, although it would be most unusual 
if there were not one.

The insureds include State of Alaska/Alaska Power 
Authority, Prime Contractors and their Subcontractors 
of all tiers.



Item 1 (b) - (Continued)

Coverage analysis is impossible in view of receipt 
of the "Evidence" only.

Premium is based on value of material on site and 
constructed V i. lue prior to completion. The rate is 
$.06/$100 of zeferenced value on an annual basis.

As with the W/C, Subscription General Liability and 
Subscription Inland & Marine Cargo Policies, inquiry 
will be made of Dave Carlson for details to provide 
an analysis of this Subscription Policy.

Broker's Warranty is provided.



Item 2 - Analysis of Retrospective Rating Plan D
for Worker's Compensation & General Liability 
Insurance.

The standard three year "Rating Plan" has been revised 
to meet the needs of the Project in terms of the 
length of time the Project is expected to be completed.

Plan Expense Factors

The Plan has been further modified in terms of the 
applicable Rating Plan factors. These are improve­
ments in factors as follows:

- Loss conversion factor (LCF) is 1.0, ie no loss 
adjustment charge is made in the plan. This is 
arranged so as to accomodate a separate loss 
adjustment agreement between APCOP and Pac Mar, 
wherein charges for loss adjustment are provided.
This contract will be discussed later in this 
report.

Normally a LCF in Plan 'D' agreements are a func­
tion of the minimum and maximum premium and basic 
premium factors among other considerations; they 
can range from a low of about 1.08 to a high of 
about 1.40 times incurred losses.

State premium taxes are charged under the plan as 
follows: W/C 1.037 and G/L 1.03 times the developed
ratio premium of Basic Premium + (Losses x LCF) x 
taxes of 1.037 & 1.03.

Losses

The Plan provides for a maximum chargeable loss of 
$300,000, any one occurrence, combined W/C and G/L.
A single W/C loss of $300,000 is chargeable if they 
are separate and distinct occurrences.



Item 2 - (Continued)

Basic, Standard, Minimum & Maximum Premiums

The Standard Premium is the premium generated for each 
insured contractor/subcontractor, ie their payrolls 
times their applicable W/C and G/L rates.

The Basic Premium is established at $150,000.

The Minimum Premium is established at the Basic Premium 
of $150,000 x the state tax multiplier of 1.037 or 
1.03.

The maximum premium is $150,000 plus incurred losses.

This plan, as most Retrospective Rating Plans, provides 
for severe penalties in the event the Plan is cancelled 
prior to the completion of the Tyee Project.

The Plan also provides for agreement for final computa­
tion of premium following the completion of the Project.

General Comment:

All the major wrap-up programs with which I have any 
familiarity utilize a retrospective rating of some 
kind. The size of the project and therefore the 
amount of premium along with the broker's ability to 
negotiate determines the favorable or unfavorable 
plan factors.

The Tyee Plan factors are generally acceptable. But 
one must realize that Pac Mar is essentially issuing 
insurance policies and are compensated per terms of 
its agreement with APCOP as well as for certain plan 
costs and receive a premium.



Item 2 - (Continued)

The Tyee Plan contains severe cancellation penalties 
as well as what amounts to an open maximum premium in 
that the maximum premium is established at $150,000 plus 
incurred losses.

While the plan provides for final premium following 
completion of the Project, it also is conceivable that 
large amounts of money could be due and payable if 
severe incurred losses are outstanding at completion of 
the Project.

pr c.vi d
The normal maximum premium protection is obviated by 
this Plan's maximum and final premium provisions.



Comments regarding various contract-./agreements for Services 
for Tyee Project Wrap-up Program.

Tho first agreement to be anali2ed is Standard Agreement Forms 
For Professional Services Contract between Alaska Power Authority 
and the Joint Venture of Marsh & McLennan, Inc./Carroon and Black/ 
Dawson & Co., Inc. (APCOP) - number CC08-2307. All other service 
agreements for the Tyee Project flow from this Agreement.

These are:

The purchase of various insurances referenced above.

Agreement with Pacific Marine Insurance Company of Alaska 

(Pac Mar)

Agreement with Scott Wetzel Services.

Professional Services Contract with Pac Mar for claims 

adjusting.

Claims Consulting Contract with Shepard and Associates.,

Agreement with Lewison £ Associates for technical 
services.

Agreement for Data Processing Services No. 210273C with 
Manus Services Corporation.

APCOP agreement No. CC08-2307

The effective date of this contract is October 1, 1981. Therc- 
have been three amendments to the contract, since its inception.

The basic contract requires the :tor to provide 18 separate
services. Some worthy of note in this analysis are items 8, 9,
10 and 15.

Item 8 states that Contractor will provide Project contractors 
with complete premium and loss summaries on a quarterly basis.

If this is being done for contractors, it most certainly should 
be done for APA as part of an accounting and audit program. For 
the APA, the APCOP should summarize the separate reporting for 
Project contractors.



Item 3 - (Continued)

contract expiration.

This formula necessarily ties-in with the retro agreement with 
Pac Mar and would be affected should the Wrap-up Program be 
cancelled. It should include the contractors own loss exper­
ience but should also be related to over-all Project experience.

Care must be taken in developing such a formula and a pre­
liminary draft should be undertaken as soon as possible for 
APA's review and approval. This draft should be as precise as 
possible in terms of the definitions contained in it.

Item 10 relates, implicitly to the entire wrap-up program and 
particularly to items 8 and 9. Also implicit in this item is 
the proper selection of insurance companies providing protection 

to the Project.

Financial integrity also implies that APA be prepared to pay 
various premiums per Pac Mar contract and the retrospective 
plan in effect for the Project.

Item 15 of this contract delineates the services which may be 
subcontracted and include those referenced above; ie, safety, 
claims adjustment, insurance company selection, etc.

Appendix E of this contract is the appointment of the Brokers 
as Brokers of Record, allowing them to effecticate the insurances 
provided in the Tyee Wrap-up.

There is no specific reference to the fees or other compensation 
to be paid the joint venture under this contract, The APCOP budget 
prepared for the Tyee Project does not contain a provision for 
fees or other compensation to the joint venture. The budget for 
the project provides for total insurance expenditures of 
$3,784,602, plus certain project related expenses, such as travel 
expense incurred by Risk Management.

Amendment No. 3 does provide for a payment of $50,000 to Carroon & 
Black/Dawson for services rendered to August 31, 1982 plus a flat 
fee of $151,000 to Marsh & McLennan for its services for the term 
of the Project.



Item 3 (Continued)

Following execution of its contract, APCOP entered into the 
various contracts/agreements referenced above.

APCOP also entered into an agreement with Pac Mar setting forth 
the fees to be paid Pac Mar, certain of its expenses and the 
establishment of a Trust Account. This will be discussed in 
the analysis of the Pac Mar agreement following. At this point,
I would like merely to raise the question of fees and/or 
commissions to be earned by APCOP.

It is my understanding from Amendment No. 3 that APCOP receives 
$151,000 as its fee for services rendered its contract for the 

term of the Project.

Further I am told APCOP received a brokerage commission (amount 
unknown) for placement of Pac Mar's(reinsurance^for this Project.

The various W/C Policies are stamped 0% commission. No such 
stamp appears on the G/L Policy. Nor does the subscription 
form policies for Inland & Marine Cargo and Builders wisk 

contain this note.

The budget for the Project provides for reimbursement for certain 
expenses incurred by the providers of services to the Project.

These questions of fees, commissions and expenses should be fully 
disclosed in an on-going format. Further the budget should be 
sufficiently detailed to identify all Project costs and provide 
for comparison of budget to actual expense incurred. This reporting 
should be provided at least quarterly and should contain premium 
and losses by contractor with all applicable expenses relating to 
insurance cost clearly identified.



Agreement with Pac Mar

This is a most important agreement. I shall a t t e s t  to 
accurately relate the agreement to the retro agreement 
in detail, particularly in financial terms. This agree­
ment and the retro agreement require payments to Pac Mar 
for services to be performed by it on behalf of insured 

contractor and A.P.A.

It provides for certain fees to be paid Pac Mar in addition 
to certain expenses listed below. It must be considered in 
conjunction with the retro rating plan discussed earlier. One 
must have had a complete understanding of the role of Pac Mar 
in the Project, including what was intended by insurance of 

this agreement and th e  retro agreement.

The agreement is dated and effective September 17, 1982 by and 
between APCOP and Pac Mar.

Before listing payments Pac Mar required under this agreement, 
one should recall that the retro agreement requires payments to 
Pac Mar of a Basic Premium of $150,000; also requires payment 
of premium taxes. It also provides for a minimum and maximum 
premium.

Payments required under this agreement are:

$100,000 - purpose not identified - but is assumed to be a 
service fee for engaging in the Tyee Wrap-up 
Program - PLUS Itoards, Bureaus and Commissions 
Taxes; involvency/Guaranty Funds; assigned risk 
plan funds.

Normally these fees are charged in the insurance premiums or within 
the Basic Premium Charge in a Retrospective Plan as an excess loss 
charges. I find it difficult to understand why Pac Mar chooses 
to pay these charges under this agreement. It is possible that 
duplicate charges are invoked, once in the insurance policy and 
retro agreement and again under this agreement.

These are questions that should be addressed in the proposed 
audit procedure to be developed.



Agreement with Pac Mar (continued)

It should be noted that Pac Mar is compensated separately for 
its loss adjustment services.

It should be noted, that per terms of this agreement that 
Pac Mar receives the investment income on $150,000 required 
by this agreement to form a Trust Account. The purpose of 
this account is to pay claims liabilities. Contributions to 
this account, however, are based on "incurred" claims.

The agreement provides for a "run-off" claims on a 6, 18 and 
30 month basis following completion of <ihe Project or July,
1984. Thereafter Pac Mar requcres a letter of credit equal 
to the difference between $150,000 and estimated determined 
amount of claims to be paid. This done agai \ at 12 months 
following the first determination and the second and third 
determinations. Any excess funds in the Trust account, 
following the third determination are returned to APCOP.

At this important time, Pac Mar assumes all claims liabilities 
for its own account following agreement amount: it, APCOP and 
insured representative as to the estimated amount needed to 
pay these possible future liabilities.

The following two aspects of this agreement puzzles me. First, 
the agreement provides for payment of investment income by 
Pac Mar to APCOP on amounts in excess $150,000 in the Trust 
Account. These payments are $20,000 due July 1, 1983 and 
$20,000 due January 4, 1984. These payments are made in lieu 
of broker commissions, according to the agreement.

APCOP told me it was to receive $151,000 in fees from the Project, 
plus broker commission for placement of Pac Mar's Project insur­
ance. Nothing else.

At best, this arrangement encourages a build-up of funds in the 
Trust account.

Secondly, according to paragraph 6(a) Pac Mar turns funds over 
to APCOP which are in excess of $150,000. What happens to the 
funds, if any, is an unanswered question.

I recomment a meeting with APCOP and APA to pursue a better 
understanding of this agreement, following which understandings 
should be reduced to writing.



Agreement with Scott Wetzel Services (SWS)

The agreement is dated June 14/ 1982 by and between SWS and APCOP

it became effective/ as .to work/ December l r 1981.

This is a straightforward agreement providing safety and fire 

protection engineering services to the Project.

These fees are set forth in amendment to the original contract. 
The amendment also establishes an expiration date to agreement - 
November 30, 1984. The copy of the amendment provided was 

not signed by APCOP.

The safety engineering portion of this contract is often provided 
by the W/C insurance company. Apparently APCOP believed these 
services would best be provided by an outside qualified technical 
organization. Also, apparently Pac Mar may feel its interests 
are best served by a firm such as S.W.S., although a reference to 
this effect is absent in the various policies, retro agreements, 
other documents I have reviewed. This absence of reference may 
be detrimental to Pac Mar in view of the requirement that W/C 
carriers are to provide safety engineering services to their 
insureds. Other arrangements, such as the S.W.S. agreement are 
acceptable when documented.

But this does make one wonder about the order of magnitude of the 
fees charged by Pac Mar in its retro and separate agreement with 
APCOP. Essentially these fees are for : issuance of policies 
and the providing of a Trust Account an .ssuance of claims

Although the agreement references a calendar of visits to the 
Site, it was not attached to the copy provided me. Assuming a 
reasonable frequency of site visits and acknowledging S.W.S. 
technical and practical expertise, the fees appear to be reason­
able. A rough estimate of charges for these services, if 
provided by the W/C insurance company could range from 1/2 of 1% 
to 1% of total standard premium. This range would approximate 
S.W.S. fees and I believe S.W.S. services would be superior.

Phase I fees are 
Phase II fees are 
Phase III fees are

$ 46,000
12.500
19.500

Total fees $ 78,000

drafts



Agreement with Sco-t Wetzel Services (SWS) 

(Continued)

There exists a separate agreement providing data processing 
services. However, I believe SWS provided at least one loss 
run. Such a run was given to me during my visit to Marsh & 

McLennan offices in November.



Professional Services Contract Between Pac Mar and APCOP

The agreement is dated July 6, 1982, and expires June 30, 1982.
It is by and between APCOP and Pac Mar for .loss adjusting services. 
I understand that there was a separate agreement with another loss 
adjusting firm prior to this contract.

This is a straight forward claims adjusting contract providing 
needed services in the adjustment of Workers' Compensation and 
General Liability claims.

The fees are:

Bodily Injury Liability per claim $310.00
Property Damage Liability per claim $150.00
W/C Lost Time, including maritime $310.00
W/C Medical only, including maritime $ 60.00

The contract also provides for reimbursement of airfare and 
receipted expenses for lodging, etc.

Settlement authority is $10,000 to be paid from yet another Trust 
Fund to be established in the amount of $25,000. by the client 
APCOP.

A question immediately arises concerning the excess funds, if any, 
paid by A.P.A. per the schedule of payments to APCOP or risk 
management. Who holds these funds? For whose account are they 
invested if indeed they are invested?

According to the schedule of payments the following have been paid: 

Payments 12/81 $ 540,000.

Total paid today 10/29/82 $1,860,000.

There remains a balance to be paid of $1,914,602 if the estimate of 
premiums for the Project is correct.

$ 580,000. 
$ 570,000. 
$ 180,000.

If A.P./.. has already paid $1,870,000 an audit should be undertaken 
to determine when and where (to whom) premiums have been paid and/or 
expenses have been incurred.



At this point we have learned that: Pac Mar should have
$150,000 in  a: Trust account per retro agreement. Pac Mar 
should have $25,000 in a claims Trust account.

Some premiums have been paid to insurance companies providing:

Excess Liability Insurance
- Non-owned Aviation Insurance 

Inland & Marine Cargo Insurance
- Builders Risk Insurance

Additionally Pac Mar's estimated premiums for work to date 
presumably have been paid. But according to the various 
contracts/agreements reviewed only limited funds are required 
to date.

Certain claims have been paid. But according to a loss run 
(provided by S.W.S.) for the period July 1, 1982, to September 
30, 1982, the following is recorded:

- Worker's Compensation - total incurred $125,614.
State Property ?? - $ 43,500.

Of this amount $15,666 has been icovere leaving a net incurred
of $153,448.

One can assume that some earned fees have been paid from funds 
provided by A.P.A. But the questions arise:

- Which premiums due insurance companies have been paid?
What total losses have been paid?
What fees and to whom have been paid?

If we start with $1,870,000 paid by A.P.A., what deductions should 
be made? What is the remaining balance and when will additional 
funds ($1,914,602) be due and payable.

The fee schedule, in my opinion, is a liberal schedule. Other 
schedules have been at about a 1/3 less rate per claim.

For the period reported, i.e. July 1, 1982 to September 30, 1982, 
there were a total of 23 worker's compensation claims reported.
If Pac Mar adjusts all of these claims the fee totals:

Estimated lost time accidents

$169,114
?

20 x $310.00 
Estimated medical only accidents 

3 x $60.00 
Total fee

$6,200.00

180.00



It is most difficult to es'.imate the los3 conversion factor 
that could have been negot_ated had Pac Mar provided a 
"conventional" retro program. A conservative LCF however 
would be 1.10. Charges for claims adjusting would be made 
6 months following the term of the Project. A conservative 
estimate of reserve to paid claims would be 60Z of incurred 
or about $75,400. 1.10 - $82,940.

The present plan costs for these would be $81,780. In the very 
short term, therefore, the present arrangement is slightly 
($1^160.) more favorable.

Certain expenses, travel, lodging, etc. would be absorbed by the 
insurance company as a cost of doing business.

Recovery of allocated claims expense would be about the same 
under a conventional retro plan.

On balance, I feel that total costs under this arrangement will 
be greater than could otherwise have been negotiated.



Claims Consulting Contract

The agreement is dated August 5, 1982 by and between Shepard and 
Associates and APCOP. It is a continuous contract, until 
completion of the Project; it may be cancelled upon 90 days 
notice.

This is a straight forward claims supervision consulting 
contract relating to claims in excess of $50,000.

The retainer fee is $10,000 for the life of the contract, subject 
to additional fees for "extraordinary" services which may be 
required.

It would a.ppea_r that "normal ai._i prudent expenses" are reimburs­
able.

Appendix A provides for two (2) trips to Alaska, among other 
services.



Agreement Regarding Technical Assistance to APCOP.

The agreement is dated November 1, 1982, by and between Lewison 
and Associates and expires on November 1, 1983.

The essential services to be provided under this contract are:

"Review of monthly progress reports prepared by construction 
managers.

- Preparation of reports shall include major construction 
activity, status of the project and contract costs.

Provide technical assistance as requested by APCOP services."

The fee is $30.00/hour, plus expenses mutually agreed upon.

The agreement does not spell out what constitutes "technical 
assistance" other than indicated above.

I have no idea what this amounts to or of its value to APCOP. 
Information regarding these items could be acquired otherwise 
through a proper system of communication with the Project.

There is no total value shown in the contract.



• i j c  • • • • • - .  • ••

Agreement for Data Processing Services

The agreement is dated October .12, 1982, for Manus and 
October 22, 1982, for APCOP, by and between Manus Services 
Corporation and APCOP. The term is for 1 year with cancella­
tion provisions of 90 day notice. Automatic 1 year extensions 
are provided for.

This agreement provides for an EDP system for what appears to 
be an accounting system.

Exhibit I contains the schedule of services and fees. This 
exhibit appears to be a boiler plate type of schedule and the 
agreement does not specifically indicate what services are 
provided. The headings are for an accounting system and include 
such items as journal entries, budgets, chart of accountb trial 
balances, balance sheet, etc.

The monthly fee could range from a low of $35.00 to a high of 
$195.00 depending upon APCOP's needs.

As with the technical services contract, I find it difficult to 
understand the need for this contract. It appears. APCOP's fee 
of $151,000 is for that of a general manager and all ancillary 
services provided through it are on a service by service fee basis.



Comment on the System of Separate Services Contracts.

A wrap-up program can be organized in several ways. Its 
organization is pretty much a function of its organizer's 

ingenuity.

There ic value in engaging experts in a given discipline under 
separate contract from the insurance contract, although some 
insurance companies have highly qualified and experienced 
people in disciplines such as safety and loss control.

It is my opinion that Pacific Marine Insurance Company probably 
lacks expertise in certain areas of normally provided services. 
Hence APCOP entered into the several contracts for services 
needed for Che Tyee wrap-up. There are three observations on 
this:

First, the selection of the insurance company.
If APCOP had chosen another carrier some of the separate 
service contracts could have been avoided.

- Secondly, the fees allowed in all cases appear to be 
extremely liberal increasing costs and results to A.P.A. in 
APCOP's role being that of a general manager and not a 
servicing broker for its $151,000 fee.

Thirdly, this approach results in a very cumbersome program 
and difficult to understand and in some cases duplicative 
contract arrangement,, again resulting in increased costs to 
A.P.A.

The Pac Mar insurance retro policy and trust agreements are of 
particular concern to me for the following reasons:

For its two separate fees, $150,000 Basic premium and $100,000 
Trust fees, Pac Mar essentially issues two pieces of paper, 
i.e. a policy and a trust agreement.

Pac Mar earns interest on both accounts for its own account.

According to the agreement between APCOP and Pac Mar, APCOP 
:.s paid a fee cr investment income on the trust account on 
funds excess $150,000. (Dave Carlson denies this).

- APCOP placed specific reinsurance for Pac Mar for this wrap-up 
program, indicating its capacity limitations. According to 
Dave Carlson, APCOP received a commission for this placement.



Apart from the above, another concern surfaces, that is the 
concern for accounting for $1,870,000 referenced earlier in 
this report. Based on my meager understanding of this program, 
resulting from reading various documents, there exists the 
possibility that A.P.A. may have over paid actual incurred 
premiums and expenses. If this possibility has merit, the 
question arises, "who holds these funds and for what purpose"? 
Are they invested? If so, for whose account?

As suggested earlier in this report a meeting should be held 
to explore all aspects of this program and require full dis­
closure of all financial aspects of it.



Comment on the Selection of Pacific Marine Insurance Company 
of Alaska for the Tyee Wrap-up Program.

Presumably Pac Mar was selected as the insurance company for 
the basic Worker's Compensation and General Liability Insurance 
because it is an Alaska-company. Its headquarters, however, are 
In Seattle.

The company is a relatively recently formed company having 
incorporated in August of 1979 and licensed in December 1979.

Paid-in capital was $2,500,000 and surplus was established at 
$2,500,000, resulting in total capital and surplus of $5,000,000.

It has had exceptional growth 1,; the short time it has been in 
business. In 1981 it had "net" premium writings of just over 
$19,000,000 with a loss ratio of 841' and underwriting expense 
of 19Z of net premium income. This combined ratio of 1.03Z can be 
considered exceptional compared to most companies in the casualty 
business today.

As of December 31, 1981, Pac Mar had total assets of $33,644,6V7; in- 
occured liabilities amounted $24,658,505. This according to its 
audit firm of Pete, Marwick, Mitchell & Co. The 1981 Annual 
Statement to Insurance Departments reports current assets of 
$28,345,468 on a statutory basis and total liabilities of 

$22,584,802. Paid-in capital i3 unchanged; surplus is $5,023,631 
as of December 31, 1981.

The company will be eligible for Bests Key Ratings in 1985.

Its principal business writings are maritime workers' compensation 
and ocean marine insurance. It i3 licensed in Alaska. Its "net" 
line of risk is $100,000 with a gross line of $5,000,000 indicating 
a prudent amount of reinsurance and a nominal "in-house" retention.
It cedes and assumes reinsurance from foreign insurance companies.

Insuring construction projects appears to be unusual for Pac Mar, 
ar. least prior to insuring the Tyee Lake Project. Insuring such 
projects requires more than usual engineering and claims adjusting 
services.



Pac Mar, one might say, is "In the risk" business as compared 
to being in both risk and service business, as compared to major 
casualty Insurance companies. These other companies have full 
time experienced staff in construction safety engineering.
Their "net line" retention is far in excess of that of Pac Mar, 
thus providing in-house capacity and expertise without the need 
to engage in contracted service for safety engineering, loss 
adjustment supervision, usable data processing.

According to Bests Guide, premium income in Alaska is second 
only to California, i.e. approximately $4,700,000. to $7,030,000. 
This may be because Pac Mar underwrites both maritime and ocean, 
marine risks in greater amounts than other risks.

It would appear, except for the desire to utilize Alaska companies, 
chat another qualified and adequately staffed insurance company 
could have been chosen to insure this major construction risk.



Comment and Evaluate Possible Cancellation -of Tyee Wrap-up 
Program.

Pac Mar's retro plan provides for severe cancellation penalties 
i.e. "Short Rate" penalties are applied to "Standard Premium" 
extended to the estimated completion of the Project.

The retro plan was modified to provide for the terms of the Plan 
to extend to competion of the Project. Originally the plan was 
a Three Year Plan "D".

What this means is that the "Standard Premium" becomes the 
"Minimum Premium" with "Short Rate" penalties applied to this 
premium.

If the Project required less than three years to complete and 
the Retro Plan and policy were terminated, there would be no 
"Short Rate" penalties applied to the "Earned Premium".

If losses were such as to develop a Retro Premium greater than 
the Standard Premium, the premium would be extended pro rata to 
the nominal term with Short Rate penalties then applied to that 
developed premium. Only if the "Maximum Premium" were earned, 
due to incurred losses, would there not be these penalties applied.

To quantify this in terms of dollars at this time is roost difficult 
if not impossible because audited payroll and premium development 
is not available; nor are current losses. Additionally there is 
that separate agreement with Pac Mar establishing a trust fund from 
which losses are paid.

This latter agreement is silent as respects penalties if cancellations 
were affected prior to completion of the Project.- It only provides 
for what is known a.s a "Paid Loss Retro" following completion of the 
Project.

During the November 8 meeting in Marsh & McLennan's offices, Mr. Jim 
Helm of that office made available his estimates of the costs to 
A.P.A. should the program be cancelled.

In a telephone conversation with a member of the Legislative Audit 
Committee, I reported that I cou l d ^ g r e e  or disagree with these 
estimates. I still cannot, although I disagree with the percentage 
of construction costs used in chose esrimaes.



Mr. Helm suggests that wrap-up insurance costs are 4.25Z of 
construction cost3; that if contractors replaced the wrap-up 
program the percentage of construction costs would increase 

to 6.5Z.

He also estimated total wrap-up insurance costs at $3,820,000 and 
if the program were cancelled a 10Z penalty would be applied, 
increasing costs by $382^000.

The estimate of 4.25Z of construction costs is about double the 
wrap-up costs in the lower 48 States. In the lower 48, these 
costs are usually less than i!Z.

I just can't agree that this estimate is accurate. Estimated 
cost of the Project is $130,000,000; 4.25Zx this cost is 
$5,525,000.; yet according to APCOP budgets the wrap-up insurance 
costs are estimated $3,784,602. This figure represents approximately 
2.91Z of const?:uction costs. The 10Z penalty and estimated dollar 
amount of $382,000 is reasonable and probably correct as far as it 
goes. But if all phases of the Project are not now under way, T / 
believe the penalty would be less. <

All other services contracts/agreements I reviewed do not provide 
for short rate penalties.

As to the estimate of 6.5Z should contractors provide the insurance 
I believe is unrealistic. First because majority of the premium is 
in the Worker's Compensation coverages for which the going-in premiums 
would be the -same. The ending premium is a function of losses and 
developed retro premium for the Project which could be less or equal 
contractor premiums. It is true that A.P.A. would probably not 
benefit from a contractor's retro plan refund, if this were not 
negotiated into the various contracts.

It appears that as of November 3, a survey of participating contractors 
relative to this matter was not undertaken. Therefore, it is pure 
conjecture that additional penalties would be invoked by contractors' 
insurance companies, particularly in the current market.

Conclusionary Comment.

Although I cannot agree with APCOP in these assumptions and estimates,
I believe the wrap-up program should remain in affect until completion 
of the Project. 7. hasten to add, however, that extensions of the 
program should not be made under present conditions.



A new undertaking should be made from start to finish should 
A.P.A. decide to continue with the wrap-up approach. This 
includes broker and carrier selection process; a policy of 
purpose and administration of the program; contract preparation; 
safety programs; insurance manual; claims handling/processing; 
medical facilities and services among others required for the 
proper undertaking and administration of a wrap-up program.

Separate wrap-up programs for separate construction projects is 
not feasible.

This program lacks proper communication systems, reporting systems; 
it has a multitude of service contracts. It Just Isn't meeting 
the needs of. A.P.A. in these terms, but I cannot recommend its 
termination at this time.

I feel strongly that the audit system to be developed be implemented 
and the meeting I suggested be held. Among other reasons, the 
construction contracts should be reviewed; an understanding of how
S.W.S. conducts its inspects'^rid contractor contracts should be 
made. This may be the time also to set minimum safety standards 
to be in total compliance with all Federal and State Safety 
Regulations..

Perhaps following this meeting and audit and the establishment of 
a communication and reporting system all involved will be more 
comfortable with the Tyee Wrap-up Insurance Program.



Professional Services Contract APR _ 7 ]qo0 
32-0815 CC08-2307 ALASKA POWER AUTHORirv

The contract between the ALASKA FT.7EP. AUTHORITY and MAnSH u McI£NMAIT "r 
INCORPORATED and CORR0ON and BLACK/DAWSON S CCMPANY INCORPORATED, dated 
22 Deceirher 1981 is amended as follows:

APPENDIX C Exhibit A, Article 4

Consideration:

Change total contractor premium frcm $1,790,000.00 to $1,690,000.00 
premium discount $100,000.00.

All other terms and conditions remain unchanged.

Executed this 2  Z dav of /VI>4- /ZC H_____/ 1982.

FOR CONTRACTOR: OWNER:

£r CO. INC.
ALASKA POWER AUTHORITY

By: Vl
Executive Director

Date: , —  Date:

DEPARTMENT OF COMMERCE AND 
ECONOMIC DEVELOPMENT

Dv: ^

Date:

APPROVED: 

By
Departaerflfof Admihistratrcr..

i\ 'fC \ 0 1 1982

Dep 

Dace:

t u  « .  ii u e  i  • : :  b .  . ___ n< i a.

Original Contract 
Amendment if 1 Premium Discount 
New Contract Total

$1,790,000.00 
- (100,000.00) 
$1,690,000.00
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ATN 82-0815 
CC 08-2307

AMENDMENT NO. 2

The c o n t r a c t  between the ALASKA POWER AUTHORITY and MARSH & MCLENNAN, INC. and 

CORROON & BLACK/DAWSON & COMPANY INCORPORATED dated December 22, 1981 i s  

hereby amended and agreed to :

APPENDIX C, A r t i c l e  4 - D e l e t e  and s u b s t i t u t e  the f o l l o w i n g :

In^ ' j ^ance payments f o r  s e r v i c e s  p r o v i d ed  under t h i s  c o n t r a c t  s ha l l  be s p e c i ­

f i e d  w r i t t e n  e x h i b i t s  a t t a c he d  to and made a part  o f  t h i s  c o n t r a c t  upon 

agreement o f  a l l  p a r t i e s  to t h i s  c o n t r a c t .  E x h i b i t  A (at tached) r e p r e s e n t s  

c o n s i d e r a t i o n  f o r  s e r v i c e s  a s s o c i a t e d  wi th the major c i v i l  c o n s t r u c t i o n  

c o n t r a c t ,  f o r  the Lake Tyee p r o j e c t ,  between the Alaska Power Au t h o r i t y  and 

Southeas t-Harr i son  Western.  E x h i b i t  B (at tached) r e p r e s en t s  c o n s i d e r a t i o n  f o r  

s e r v i c e s  a s s o c i a t e d  wi th the major  c i v i l  c o n s t r u c t i o n  c o n t r a c t ,  f o r  the Lake 

Tyee  p r o j e c t ,  between the Alaska Power Au t ho r i t y  and Mi t su i  S Company USA Inc.  

& D. W. C l o s e ,  Company, Inc.  J.  V. E x h i b i t  C (at tached) r e p r e s e n t s  

c o n s i d e r a t i o n  f o r  s e r v i c e s  a s s o c i a t e d  wi th the major c i v i l  c o n s t r u c t i o n  

c o n t r a c t ,  f o r  the Lake Tyee  P r o j e c t ,  between the Alaska Power Au t h o r i t y  and 

Tower C i t y  C o n s t r u c t i o n ,  Inc ./Power C o n s t r u c t o r s ,  I n c . ,  0.  V. ,  dba Power Two.



Subsequent e x h i b i t s  may be appended t o  t h i s  c o n t r a c t  from time t o  t ime as 

r e q u i r e d  f o r  s e r v i c e s  p r o v id e d  under  t h i s  c o n t r a c t  a s s o c i a t e d  w i th  subsequent  

c o n s t r u c t i o n  c o n t r a c t s  o r  change o rd e r s  c onnec t ed  w i th  the Lake Tyee P r o j e c t .

Al l  n u t s tand in g  in su rance  payments r e p r e s en t e d  in E x h i b i t s  A, B and C w i l l  be 

t r a n s f e r r e d  from the Alaska Power Au th o r i t y  to  the Department o f  Admin is ­

t r a t i o n ,  D i v i s i o n  o f  Risk Management through a Re imbursab le  S e r v i c e s  Agreement 

(RSA). Risk Management w i l l  be r e s p o n s i b l e  f o r  a d m in i s t r a t i o n  o f  t h i s  c o n ­

t r a c t  i n c lu d in g  but not l im i t e d  to  payments t o  the C o n t r a c t o r .

When b i l l i n g  Risk Management, th e C o n t r a c t o r  sh a l l  r e f e r  t o  the c o n t r a c t  

number and send b i l l i n g  t o :

John Haywood 

Di r e c t o r

Department o f  A dm in i s t r a t i o n  

D i v i s i o n  o f  Risk Management 

Pouch C (MS 0218)

Juneau,  AK 99811

APPENDIX C E x h i b i t  A 

A r t i c l e  4 - C o n s i d e r a t i o n

Item 3 i s  d e l e t e d .

3/0803-19/RM2 -2-



A r t i c l e  4 - C o n s i d e r a t i o n

1. The S t a t e  sh a l l  pay the  C o n t r a c t o r  premium in the amount o f  $598,000. 

Said premium payments sh a l l  c o n s t i t u t e  f u l l  s a t i s f a c t i o n  and payment f o r  

a l l  s e r v i c e s  per formed pursuant to  t h i s  c o n t r a c t  a s s o c i a t e d  w i th  the 

major  c i v i l  c o n s t r u c t i o n  c o n t r a c t  f o r  the Lake Tyee  P r o j e c t ,  between 

Alaska Power A u th o r i t y  and M i t su i  & Company (USA), Inc .  and D. W. C l o s e  

Company, I n c . ;  A J o i n t  Ven ture .

2. S chedu le  o f  Premium Payments:

$598,000.00 March 1, 1983.

APPENDIX C E x h i b i t  C

A r t i c l e  4 - C o n s i d e r a t i o n

1. The S t a t e  sh a l l  pay the C o n t r a c t o r  premium in the amount o f  $1,496,602.  

Said premium payment sh a l l  c o n s t i t u t e  f u l l  s a t i s f a c t i o n  and payment f o r  

a l l  s e r v i c e s  per formed pursuant  t o  t h i s  c o n t r a c t  a s s o c i a t e d  w i th  the 

major c i v i l  c o n s t r u c t i o n  c o n t r a c t  f o r  the Lake Tyee  P r o j e c t  between  

Alaska Power Au th o r i t y  and Power C i t y  C o n s t r u c t i o n ,  Inc ./Power  

C o n s t r u c t o r s ,  In c . A J o i n t  Ven ture ,  dba Power Two.

APPENDIX C Exhibit. B

3/0804-19/RM2 -3-



2 . Schedu le  o f  Premium Payments:

$750,000 August 4, 1982

$745,602 January 1, 1983

FOR CONTRACTOR ALASKA POWER AUTHORITY

By:
Corroon  & Black/Dawson & C o . ,  Inc.

Date: Augus t  6, 1982

O r ig in a l  C o n t r a c t  $1,790,000
Amendment No. 1 D i s c oun t  - 100,000 
Sub To ta l  $1,690 ,000
Amendment No. 2 2,094 ,602
New C on t r a c t  T o ta l  $3,784",502

By:
E x e c u t i v e  D i r e c t o r

03te: August 11. 1982

APPROVED:

B y :  .......................................................................
D ep a r tm en y o r  Adm in i s t r a t i o n

Date:  $ / {

FOR THE c a ; J K C 7  S E E S  C IS S iT T E E a u g  i 2 10

MARSH & MOiNNAN AND _  
CORROON ^Bl/ACK/DAl^ON I A 0 . f/ I

Marsh & McLennanTTnc

3/0804-19/RM2 -4-
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CERTIFIED MAIL NO. P 272 201 215

December 20, 1S82

Mr. John McCadam
Vice  P r e s i d e n t
Spec ia l  C l i e n t  D i v i s i o n
Corroon & Black/Dawson h. Company
P.O . Box C-34201
S e a t t l e ,  WA 98124

AND

Mr. David C a r l s o n
V ice  P r e s i d e n t
Marsh and McLennan, In c .
Norton B u i l d in g  
S e a t t l e ,  VIA 98104

Dear John and Dave:

Re: S t a t e  o f  Alaska
P r o f e s s i o n a l  S e r v i c e s  C on t r a c t  
i?CC 08-2304

This  l e t t e r  o f  agreement is in l i e u  o f  p roposed  Amendment No. 3 t o  the 
Tyee Lake P r o f e s s i o n a l  S e r v i c e s  C o n t r a c t .

in c o n s i d e r a t i o n  o f  a f l a t  f e e  o f  $50,000.00 i t  i s  agreed  th a t  Corroon & 
B lack ' s  r e s p o n s i b i l i t y  f o r  s e r v i c e s  under the r e f e r e n c e d  p r o f e s s i o n a l  s e r v i c e s  
c o n t r a c t  a r e  l im i t e d  a f t e r  December 15, 1982 to  marke t ing  b roker  o n l y ,  as 
d e f in ed  in  s e p a r a t e  agreement, between Corroon and Black and Marsh and 
McLennan, I n c . ,  as r e s p e c t s  c ou r s e  o f  c o n s t r u c t i o n  p o l i c y  number 
PRP-ST-II-AL-F82 (APA) and a v i a t i o n  non-ownership p o l i c y  number S0AAV-F02- A 
(APA).

Corroon & Black i s  hereby au th o r i z e d  to r e c e i v e  payment up t o  $50,000.00 
l e s s  any amount p r e v i o u s l y  r e c e i v e d  f o r  per iod  end ing  December 15, 1982. 
Spec ia l  a s s ignmen ts  o u t s i d e  o f  the o r i g i n a l  marketing r e s p o n s i b i l i t i e s  s n a i l  
be i n d i v i G u a l l y  n e g o t i a t e d  between S ta t e  o f  A la ska ,  D i v i s i o n  o f  Risk  
Management, Marsh ana McLennan, In corpora ted  and Corroon  and Black .

«•



John McCadam and David Carlson - 2 - December 20, 1932

i t  i s  agreed  t h a t ,  pursuant t o  th e  s cope  o f  s e r v i c e s  under the  r e f e r e n c e d  
c o n t r a c t ,  Marsh and McLennan, I n c o r p o r a t e d  w i l l  assume f u l l  r e s p o n s i b i l i t y  
e f f e c t i v e  December 15, 1982, w i th  th e  e x c e p t i o n  o f  marketing b rok er  s e r v i c e  
r e s p o n s i b i l i t i e s  as d e f i n e d  1n a s e p a r a t e  agreement between Marsh and 
McLennan, I n co rp o ra t ed  and Corroon  and B lack .

As th e  c o n s i d e r a t i o n  f o r  per fo rm ing  your  p r o p o r t i o n a t e  share o f  s e r v i c e s  
p r i o r  t o  th e  c l o s e  o f  b u s in e s s  December 15, 1982 and f o r  s e r v i c e s  a f t e r  chat 
d a t e ,  Harsh and McLennan, In c o rp o ra t ed  sh a l l  r e c e i v e  a f l a t  f e e  o f  $151,000.00 
and a d d i t i o n a l  commission income up to $40,000.00 .

Marsh and McLennan i s  hereby  a u th o r i z e d  t o  r e c e i v e  payment, s u b j e c t  to 
the f o l l o w i n g  s c h edu l e :  November 23, 1982 - $121,000.00 ; January 1, 1983 -
$15,000.00; Apr i l  1, 1983 - $15,000 .00; Ju ly  1, 1983 - $20,000.00; and January 
1, 1984 - $20,000.00. The two payments o f  520,000 .00  are  s u b j e c t  t o  the terms 
and c o n d i t i o n s  o f  the c o n t r a c t  between Marsh and McLennan, In c o rp o ra t ed  and 
P a c i f i c  Mar ine Insurance  Company da ted  December 17, 1982.

JH/je
5/1217-02/RM1
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ATN 82-0815
I CC 08-2307

AMENDMENT NO. 2

The c o n t r s c t  between the ALASKA POWER AUTHORITY and MARSH & MCLENNAN, INC. and 

CORROON & BLACK/DAWSON & COMPANY INCORPORATED dated  December 22, 1981 i s  

hereby amended .*nd agreed  t o :

APPENDIX C, A r t i c l e  4 - D e l e t e  and s u b s t i t u t e  the f o l l o w i n g :

In surance payments f o r  s e r v i c e s  p r o v id ed  under t h i s  c o n t r a c t  sh a l l  be s p e c i ­

f i e d  in w r i t t e n  e x h i b i t s  a t t a ch e d  to  and made a pa r t  o f  t h i s  c o n t r a c t  upon 

agreement o f  a l l  p a r t i e s  to  t h i s  c o n t r a c t .  E x h i b i t  A (at tached) r e p r e s e n t s  

c o n s i d e r a t i o n  f o r  s e r v i c e s  a s s o c i a t e d  w i th  the major  c i v i l  c o n s t r u c t i o n  

c o n t r a c t ,  f o r  the Lake Tyee p i o j e c t ,  between the Alaska Power Au th o r i t y  anu 

Southeas t-Harr is on  Western . E x h i b i t  B (at tached) r e p r e s e n t s  c o n s i d e r a t i o n  f o r  

s e r v i c e s  a s s o c i a t e d  w i th  the major  c i v i l  c o n s t r u c t i o n  c o n t r a c t ,  f o r  the Lake 

Tyee  p r o j e c t ,  between the Alaska Power Au th o r i t y  and M i t su i  & Company USA Inc.  

& D. W. C l o s e ,  Company, Inc.  J.  V. E x h i b i t  C (at tached) r e p r e s e n t s  

c o n s i d e r a t i o n  f o r  s e r v i c e s  a s s o c i a t e d  with the major  c i v i l  c o n s t r u c t i o n  

c o n t r a c t ,  f o r  the Lake Tyee P r o j e c t ,  between the Alaska Power A u th o r i t y  and 

Power C i t y  C o n s t r u c t i o n ,  Inc ./Power C o n s t r u c t o r s ,  I n c . ,  J.  V . ,  dba Power Two.

3/0804-19/RM2 - 1 -



Subsequent e x h i b i t s  may be appended t o  t h i s  c o n t r a c t  from time t o  t ime as 

r e q u i r e d  f o r  s e r v i c e s  p r o v id ed  under t h i s  c o n t r a c t  a s s o c i a t e d  w i th  subsequent  

c o n s t r u c t i o n  c o n t r a c t s  o r  change o rd e r s  connec t ed  w i th  the Lake Tyee P r o j e c t .

A l l  o u t s t a nd in g  in su rance  payments r e p r e s e n t e d  in E x h i b i t s  A, B and C w i l l  be 

t r a n s f e r r e d  from the Alaska Power Au th o r i t y  t o  the Department o f  Admin is ­

t r a t i o n ,  D i v i s i o n  o f  Risk Management through a Re imbursab le  S e r v i c e s  Agreement 

(RSA). R isk Management w i l l  be r e s p o n s i b l e  f o r  a d m in i s t r a t i o n  o f  t h i s  c on ­

t r a c t  i n c lu d in g  but n o .  l im i t e d  to  payments t o  the C o n t r a c t o r .

When Kt ' Iir.g Risk Management, the C o n t r a c t o r  sh a l l  r e t? r  to  the c o n t r a c t  

number and send b i l l i n g  t o :

John Haywood 

Di r e c t o r

Department o f  A dm in i s t r a t i o n  

D i v i s i o n  o f  Risk Management 

Pouch C (MS 0218)

Juneau, AK 99811

APPENDIX C E x h i b i t  A 

A r t i c l e  4 - C o n s i d e r a t i o n

Item 3 i s  d e l e t e d .

3/080$-19/RM2



A r t i c l e  4 - C o n s i d e r a t i o n

1. The S t a t e  sh a l l  pay the C o n t r a c t o r  premium in the amount o f  $598,000. 

Said premium payments sh a l l  c o n s t i t u t e  f u l l  s a t i s f a c t i o n  and payment f o r  

a l l  s e r v i c e s  per formed pursuant to  t h i s  c o n t r a c t  a s s o c i a t e d  w i th  the  

major c i v i l  c o n s t r u c t i o n  c o n t r a c t  f o r  the Lake Tyee P r o j e c t ,  between  

Alaska Tower A u th o r i t y  and M i t su i  & Company (USA), Inc .  and D. W. C l o s e  

Company, I n c . ;  A J o i n t  Venture .

2. Schedule  o f  Premium Payments:

$598,000.00 March 1, 1983.

APPENDIX C E x h i b i t  C

A r t i c l e  4 - C o n s i d e r a t i o n

1. The S ta t e  sh a l l  pay the C o n t r a c t o r  premium in the amount o f  $1,496,602.  

Said premium payment sh a l l  c o n s t i t u t e  f u l l  s a t i s f a c t i o n  and payment f o r  

a l l  s e r v i c e s  per formed pursuant t o  t h i s  c o n t r a c t  a s s o c i a t e d  w i th  the  

major  c i v i l  c o n s t r u c t i o n  c o n t r a c t  f o r  the Lake Tyee  P r o j e c t  between 

Alaska Power Au th o r i t y  and Power C i t y  C o n s t r u c t i o n ,  Inc ./Power  

C o n s t r u c t o r s ,  Inc . A J o i n t  Venture ,  dba Power Two.

APPENDIX C Exhibit B

3/0804-19/RM2 -3-



2. Schedu le  o f  Premium Payments:

$750,000 August 4, 1982

$746,602 January 1, 1983

FOR CONTRACTOR ALASKA POWER AUTHORITY

MARSH & MOiNNAt' AND 
CORROON i f  m c K / m f i o

By:
Marsh & McLennahTTncT

By:
Corroon & Black/Dawson & C o . ,  Inc.Date: August 6. 1982_______________________

O r i g i n a l  C o n t r a c t  $1,790,000
Amendment No. 1 D i s c oun t  - 100,000 
Sub To ta l  "$1,690,0(3(T
Amendment No. 2 2 ,094,602
New C on t r a c t  T o ta l  $3,784,602

E x e c u t i v e  D i r e c t o r

Date :  August 11. 19S2

APPROVED

B y :  _ .............................. ........................................
Department/o f  Adm in i s t r a t i o nuepartmeny'or Adpnni strati

D a t e :  $ /f

FGR THE C C i.T S ^ G I s f o  E f f i i l TaffliiiEEAue 1 2  io

3/0804-19/RM2 -4-



CERTIFIED mAIL NO. P .’72 201 215

December 20, 1982

Mr. John McCadam
V ic e  P r e s i d e n t
Sp e c i a l  C l i e n t  D i v i s i o n
Corroon & Black/Dawson a Company
P .O .  Box C-34201
S e a t t l e ,  WA 98124

AND

Mr. David Ca r l s on
V ic e  P r e s i d en t
Harsh and McLennan, Inc.
Norton Bu i l d in g  
S e a t t l e ,  WA 98104

Dear John and Dave:

Re: S t a t e  or Alaska
P r o f e s s i o n a l  S e r v i c e s  C on t r a c t  
#CC 08-2304

Th is  l e t t e r  o f  agreement is in l i e u  o f  proposed Amendment No. 3 t o  the 
Tyee Lake P r o f e s s i o n a l  S e r v i c e s  C o n t r a c t .

in c o n s i d e r a t i o n  o f  a f l a t  f e e  o f  $50,000.00 i t  i s  agreed  chat  Corroon 8 
31 t i e<'s r e s p o n s i b i l i t y  fur  s e r v i c e s  under the r e f e r e n c e d  p r o f e s s i o n a l  s e r v i c e s  
c o n t r a c t  are  l im i t e d  a f t e r  December 15, 1982 t o  marketing broker  o n l y ,  as 
d e f i n e d  in s e pa r a t e  agreement between Corroon and Black and Marsh and 
McLennan, I n c . ,  as r e s p e c t s  c ou r s e  o f  c o n s t r u c t i o n  p o l i c y  number 
PRP-jT-U-AL-FD2 (APA) and a v i a t i o n  non-ownership p o l i c y  number S0AAV-F82- A 
(APA).

Corroon & Black 1s hereby au th o r i z e d  to  r e c e i v e  payment up to  $50,000.00 
l e s s  any amount p r e v i o u s l y  r e c e i v e d  f o r  p e r i o d  ending December 15, 1982. 
S p e c i a l  a ss ignments  o u t s i d e  o f  tn e  o r i g i n a l  marketing r e s p o n s i b i l i t i e s  sha l l  
be i n d i v i d u a l l y  n e g o t i a t e d  between S ta t e  o f  A laska,  D i v i s i o n  o f  Risk 
Management, Marsh and McLennan, . incorporated  and Corrcon and B lack .



John McCadam and David Carlson - 2 - Dacember 20, 1932

I t  i s  a c r e ed  t h a t ,  pursuant  t o  th e  s c op e  o f  s e r v i c e s  under the r e f e r e n c e d  
c o n t r a c t ,  Harsh and McLennan, I n c o rp o ra t ed  w i l l  assume f u l l  r e s p o n s i b i l i t y  
e f f e c t i v e  December 15, 1982, w i th  th e  e x c e p t i o n  o f  marketing b rok er  s e r v i c e  
r e s p o n s i b i l i t i e s  as d e f i n e d  1n a s e p a r a t e  agreement between Marsh and 
McLennan, In c o rp o ra t ed  and Corroon and B lack .

As th e  c o n s i d e r a t i o n  f o r  per fo rm ing  y ou r  p r o p o r t i o n a t e  share o f  s e r v i c e s  
p r i o r  t o  the c l o s e  o f  b u s in e s s  December 15, 1982 and f o r  s e r v i c e s  a f t e r  th a t  
d a t e ,  Marsh and McLennan, In c o rp o ra t ed  s h a l l  r e c e i v e  a f l a t  f e e  o f  $151,000.00 
and a d d i t i o n a l  c o n n i s s i o n  income up to  $40,000.00.

Harsh and McLennan i s  hereby  a u th o r i z e d  t o  r e c e i v e  payment, s u b j e c t  to 
the f o l l o w i n g  s ch edu l e :  November 23, 1982 - $121,000.00; January 1, 1983 - 
$15,000.00;  Apr i l  1, 1983 - $15,000.00; Ju ly  1, 1983 - $20,000.00; and January 
1, 1984 - $20,000.00 . The two payments o f  $20,000.00 are  s u b j e c t  to  the terms 
and c o n d i t i o n s  o f  th e  c o n t r a c t  between Harsh and McLennan, In co rp o ra t ed  and 
P a c i f i c  Marine Insurance Company da ted  December 17, 1932.

JH/je
5/1217-02/RM1
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•  ;-£HOER: Complete items 1, 2, 3. arvd 4.
> W  Add your address in ^  "RS’rUfiM TO“ s p e w

on reverse.

(COfOSULT POSTMASTER FOR FEES)
i. The following service is requested (check oae).

Q  Show to whom and date delivered .....................
fel Show to whom, date, and address of delivery.. 

* . □  RESTRICTED DELIVERY
(The restricted delnery fee is charged m addition t# 
the return receipt Tee. I

TOTAL 5_

_e
— e
__ t

3. ARTICLE A00PC32C0 TO:

da.''jld-0~3r'S
/Vto/udA. •». WCj/lai.i

9jjq ±
4. TYPE OF SERVICEr'

□  REGISTERED □  WSUnED

□  CERtlFlEO GcOO
□  e x p r e s s  mail

ARTICLE NUrJOSfl

Az-IA-J'01- 5-/'r
(Alway* ootalii signature  of a d d iy a se e  o r agen t)



Professional Services Contract APR _ y too9
32-0815 CC08-2307 0t-

ALASKA POWER AUTH'^/tv
The con trac t between the ALASKA PCWER AUTHORITY and MARSH i  MCLENNAN
INCORPORATED and COREOCN and BLACK/DAWSON & COMPANY INCORPORATED, dated 
22 December 1981 is  amended as fo llow s :

APPENDIX C E x h ib it A, A r t ic le  4

Consider a tio r..■:

Change to ta l  coi t ra c to r  premium frcm $1,790,000.00 to  $1,690,000.00 
premium discount $100,000.00.

A l l  o ther terms and cond itions remain unchanged.

Executed th is  2  2. **̂ day o f /V I ,4- H , 1582.

AMENDMENT NO. 1 .. _ __ .

FOR CONTRACTOR: CWNER:

^ARSH X M c IJ D ^N a rd  ALASKA FGWER AUTHORITY
corroon &r RiXakToAwso^ & co. n:c.

BV: C X . ;
Executive Direc'to r

DEPARTMENT OF COMRERCE AND 
ECONOMIC DEVELOPMENT

Bv: X

Date:

APPROVED:

By

Date:

D epart^en^of A d in ifiis tjr.ticn  

APR 0 1 1982

t l i i i i h(« jvViii v.MP 1 ........ >. ..tnuM 1 i.—

O rig in a l Contract $1,790,000.00
Amendment If 1 Premum Discount -(100,000.00)
New Contract T o ta l $1,690,000.00



STANDARD AGREEMENT FORM 
FOR PROFESSIONAL SERVICES CONTRACT

STATE OF ALASKA
A  DEPARTMENT OF ADMINISTRATION^,

i.i'Miurc of Authorixoo Otiir.uii ol the Department of Ailimmitr.it’Oi

APPENDIX A

& I A R K A

T ins c o n tra c t,  ivh ich  is e ffe c tiv e  o n ly  i f  i t  is a p p ro v e d  b y  the D e p a rtm e n t o f  A d m in is tra t io n ,  is h n tv /ccn  the S ta te  o f  A laska

ut.'iijf inn.*ni of
Commerce X Economic Development - Alaska Power A u th o r i t y h e re a fte r. The S ta le , and

Marsh a McLennan, In c .  and Corroon  and Black/Dawson 2. C o . ,  Inc. h e re a fte r, the C o n tra c to r

A u ilrc ii Street or P. O. Qo»

. •I.«ik.? (Juimcii Lie onsc Numlicr

State

S e a t t l e ,  Washington
Z.roCoJs

77705723 OfT) TcT( VI
in te rn a l Revenue Service N m niier

a u th o riz e s  the S ta te  to  m ake th is  c o n tra c t. The p a rtie s  to  the  c o n tra c tV ifs is a contract fo r professional services. A  S_ 

agree as fo llo w s :

A R T IC L E  1. Appendices. Appendices referred to in this contract and attached to it are considered part of  it. 

A R T IC L E  2. Performance of Services.

2.1 Appendix  A ,  Articles 1 through 16, governs the performance of services under this contract.
2 .2  A ppendix  B sets forth the services to he performed bv the contractor.

A R T IC L E  3. Period of Performance. The period of performance under this contract begins Octobe r  1
and ends u n t i l  c a n c e l l e d_________ID  . Portormance may be extended for additional periods lay the written
agreement of the parties.

A R T IC L E  4. Consideration.

4.1 In lull consideration of the Contractor's performance under this contract,  the State shall pay the Contractor in
accordance w ith  the provisions ol Appendix C.

4 .2  When hilling the State, the Contractor shall refer to the State Contract Number anti send the hilling to:

Oi*|)uniit«int oi .
C o m m e r c e  & E c o n o m i c  D e v e l o p m e n t T lV a s l< a " ° P o w e r  A u t h o r i  t v

‘3'^^'"V/e's’t"' * 4 1 h  A v e n u e ,  S u i t e  3 1 ,  A n c h o r a g e ,  A l a s k a  9 9 5 0 1

C O N T R A C T O R S T A T E
Namooi Fun. M a r s h  & M c L e n n a n ,  I n c .  

y ')  C o r r o p j i  a n d  B l a c k / D a w s o n  & C o . ,  I n c .

ouparimom or A(i«ncV / u a s k a  P o w e r  A u t h o r i t y ,  D e p t ,  o r  

C o m m e r c e  & E c o n o m i c  D e v e l o p m e n t

f s J i . 'T y 'b  . ( J r - iU lr f 'U t
SigiOituru of CcriilviiCTcIlliciu I 1 \

------------ t  M  ; , J A  _
Tvpoo/oi Wintc.) Name of Auihonrau Reuben tntive y
David D. Ca r l s on  Lynn BurqeSs

T VlJCd or Pimri'il N.nnu ol C«ni|Ln\ii-̂ U<9f /  ✓ S  S
F « i t  i  mil o

t .hcv i c e  President: \ V ic e  P r e s i d en t  
Marsh & McLennan \ Corroon  o Black/D

Tlrlo y  "  '
awson E x e c u t i v e  D i r e c t o r  Deputy Commissioni

APPROVAL BY THE DEPARTMENT OF ADMINISTRATION  

N O T IC E !  This contract has no effec* except as an o iler by the Contractor until it is approved by the Department of Administration.

Article I. Oniinllionc.

1.1. In this conlracl and uppundiciis. "CeiMymq Ollir.cr1 mi.*.in9 H it ;  person wlio signs (Ins contmcl nn Ijuhnll «l iho Department and includes a successor or authorised
lU p lU S U M I.h lV L '

1.2 "Oepnrlmunt" moans Ihc uocncy lor which ".is  course! is lo ot ourloimed and lor which iho Coililying Olllcur acted in signing this cunlracl.

Arricln 2. Inspocrlon *nd n .p o it i .

2 .) Iho Dupanmenl n*ay mspoci. m the manner and in itmsonaBla times il considers nppropualo, all ihi Coniiacior s lacihlies an.l aoiiviiics under lins conlracl

2.2 The Conlrnclor shall inaKu progress and uthci reroils in Iho menner and al (no limes Iho Oepnrtmenl nmsonalily retiuues

1PKUW3KXWLS>15CXUCMWlW'Cfta{iMKXi)t>AV |̂puh!KKi'U<>ilXW;Kv!WMiH;diV(itjiiiiW>iM)i2uW l̂iCiii{aij(CI>>’fwvij0iirn.'n<.'iurv) rVvfuiiihg 
tO'MXWWO :yi>>ip;NXi;XiV}<0Ô<>riX'Cx3 ECiCi>L\,X0i:{.X>4';4CIii>hr<>ii<i>l!ri,Y!rt;r<O(irtfi>;Xiv<K!0.'i|W.hJii!.̂
:<C'’raoLr.o:wMxc<'xxid»:j<T1ty/»:-iWMJ>a<W;K

(OVER)
ijuJI I/ucii



.Any dispute concerning a Question al lacl Wising under tins conlracl which is not disoosnd ol Oy mutual agtccmeni shall bo decided wtlhoul bias by the Duectot ol me 
Department's Division ol Acmmistralive Services lot .1 none me Oepar.. ini s Administrative Oiiicci) who shall i ih Iu c o  h.s decision lo wntmg and mail or otherwise lurnishacopy 
oi ii ii.. me Conliocioi Tha decision ol tnc Ducctoi is hnui end conclusive unless, within 30 days hem mu dale oi icr.iapl oi Ilia; enpy me Conuacloi mans or ome.-w.so lumiinos lo 
me Ceililymy Ctticcr a wntlen appeal addiessed lo meCoirnussionci ol Inc Deoailmcnl T no Commissioner shall appotnl a three-person board iromme Oeoartmem to near mo ap­
peal none ol wf.om may be horn me Own.on oi Admuusiratwe Set vices Tne decision ol Ihe bnnio .s Imal and conclusive, umess it is M ulcm or not supporied by subsranlia! 
evidence In any piocecdmy under this amcie the Contrac.loi nas a ngnt lo be heard by an jMbiased panel and lo oiler evidence in suppoi! oi his appeal Pending anaJ decision ol a 
dispute lln* Comracror shall piocecd diligently won mo pcrlormnnco ni me connacl and in accordance wiln the Director ol me Division ol Adminisrraiivp Services Cecision

4.2 Tins disputes article does not ptisiudo consijc-ratton ol quest.ons ol law in connect...r wilh decisions provided lorin pa/agiaph a I above However. Ihis article does not 
male me decision ol any adniiiiisiiaiive oltaac representmvu di board on a queslton ol eiw Imal or conclusive

Article S. Equal Empioymcn! Opportunity.

s .I The Coniracloi may nol discriminate against any employee oi appacanl loi employment because ol race. religion. color, national origin or because ol ago. physicnl nan- 
(Map. se* oi nuiital siaius, change in manlal sialus pregnancy oi oarenlhood when me r MSonar'o demands ol iho oosilion do nol require distinction on me Oas-scl age. physical 
handicap, sen. ur marnai status changes in manlal status pregnancy oi parenthood The Coniracloi shall take atlnmalive action to insure mat the applicants are emptoyed and that 
employees are treated during employment without regard lo their race, color, religion, national ong-n, ancestry ago. son. cr marital status ThiSact.on must include. But need nol be 
i.ui.iod to die loncwing trinpioymeni. upgrading. demotion transtei. rc-cruitmeni or rocru tment advertising, layoll or termination. rates ol pay or other lorms ol compensation, and 
selection >or naming including apprenncoship Tne Comraclor shall post in conspicuous places, available lo employees and applicants loi empioymeni, nonces selling out the pro­
visions ol tins paiagiapn

5.2. Tito Contractor shall slate, m ail solicitations or advertisements lor employees I ; work on Slate cl Alaska conlracl iobs, thnl ii to an equal opportunity employer and ihal all 
qualified applicants will receive consideiahon lor empioymeni without rcgaio lo race religion, color, national cngin. age. phys.cat handicap. sea. of mr> .lal sialus

5.3 The Contractor snail send lo each labor union oi leoiescnialive ol workers wim which me Conitaclot has a collective Dargammg agreement ot olhei contract or 
unoersianomg a nonce advising me uoor jmon or woikers' representative ol the Ccniracior's commiimens under mis article and oosl copies ol me notice in conspicuous places 
available to ait employees anu applicants lor empioymeni

5.4. The Comraclor shall mcltioe the provisions ol Ihis article in eveiy conlracl, and snail lequna me inclusion ol these provisions in evciy comrncl entered into Oy any ol IIS 
subcontractors, so lltar those provisions will be binding upon each subcontractor For me pu’posc ol including those provisions in any construction, maintenance, or service com 
tiaci m suocoi Itacr. as required Oy Mas connect, coniraclcf" and "suBconhaclor“ may he changed lo rolled appropriately Iho name cr Designation ol me parlies ol Iho connacl 
m suOrtmtracI

5.5. The Connnctoi shall cooperate Surly wilh me othce oi agency ol Inc Slate oi Alaska which souks lo deal with the problem ol untawlut discummalion, and wilh all omer 
Siaio elicits to guarantee lair employment piachces under mis connacl. and promptly csmply wilh all requests and directions lioni me Stale Commission lor Human Rignts or any 
ol its otlicei. or agonls relating '.o prevention ol discnmin3iory empioymeni practices

5.6. Full cooperation in paiagrach 5 5 includes, Oul is not lumledlo. being a wilncsti in any proceeding mvolvng questions oi unlnwlul discrimination it Inal is requested by any 
clliciai oi agency ot me Slate ol Alaska: permitting employees or me Comraclor lo be witnesses or complainants in any prcceccinq involving questions ol unlawful discrimination. 4 
mat s lenueslod bv any olliciai cr agency ol ihe Slate ol Alaska; pariicipaii- g in meet nqs. submitlmq periodic reports on the equal empioymeni asoects ol orosenl and luluro 
empioymeni. jssistu.q in in: "eclion ol the Contractor s taciliiies: and prompt!, complying wilh all stale o-ieclives considered esscni.nl by any oMicoor agency ol the Stale ol Alaska 
iu insuic compliance viih an tedoral and siaie laws, regulations, and policies pertaining lo the prevention ol discriminatory empioymeni practices

5.7 Failme lo perluun under this article constitutes a material breach ol me conlracl 

Article 6. Termination. •
The Coililyi.ig Ollicei o> wultcn no'ice may lerniinale Ihis conlracl m whole or in can when a is in me Ocsl interest ol the Stale The Stale islude only lot payinom in accor 

dance wilh lln; payment p'ovisions ol Inis conlracl lor services rendered bcloie me cilecl'vi; dale ol lerminanoiij

Article 7. No Assignment or Delegation

Tins connacl >s personal and Iho C miracle may nol assign or delegntr) llns conirncl. or any part ol a oi any tight ro any ol Ihe money lo he paid under it, oncept wilh Ihe writ­
ten consent o’ Ihe Certifying Ollir.er

Aiticlu B. No Addlnonul Work or Material •

No cUnm I ;r addilional st-ivicos. nol speed, sally provider in llns conlracl. per termed or I jinished by Ihir Conlinclor. will bit allowed, nor may Ihe Coniracloi do any work or lot- 
msn any maicnal coveted by lliu conlracl unluss Iho work or material is orrlniiMl in wnling by Iho Certifying Olligcr and approvnd by Ihe Department ol Administration

Article 9, Intlcpondenl Comraclor.

lln. Contioclor mid any ngenls and empio/nes nl iho Cb ilraclor act ul an independent capacity and am nol olliccrs or employees pi agnnlsol mo Slate in lliri perloimanco ol 
tins contract.

Article 10. Pnymem nl T o e s .
As a cona I on ol ceiloiniiincu ol mis conlracl iho Contr.'ctoi shell poy ell ledcial s ale and local la«cs incuried Oy the Comraclor and snail lequiio meir payment by any sub- 

conlrncior oi any oilier persons in (he pcrtormance ol this conlrof Saiislaciory performance ol this oarngiaph is a condition precedonl lo payment by the Slate under mu com 
iracl

Article It  Wnrkmen's Cumpensalion Insurance.
During me iile oi this connacl. the Conuacloi shall provide and a am an. lor all omptovoosot the Comraclor engaged in worn under tn: conlracl. workmen 5 compensation in­

surance as iecu-rod by AS 23 30 Tne Comraclor snail icq-i-n.- any suhci’-nirncloi 'o pioy-do and maintain lor its employees workmen -i comoensanan insurance as required by AS 
23 30 Thai coverage must -nmam in larcc Irom Ihe day Servicos Peg n i..nucf this com -act and shall provide lor whiten nonce lo the Certifying Ollicer al least 30 days bclore 
cancellation or non renewal Failure lo lurmsh saiislaciory evidence ol mvu. nee ci Hose ;i the policy is a mnlenal breacn and grounds lc lerimnalion ol me Conuacloi s services 
& .loie peilorming unoci ihis contract. Iho Contracior shall lurmsh mo Con ty ng Oincer v.iih certilicatos ol insurr-nce as prool ol compliance wilh llus article The cerlilicules ol -m 
si,ranee must include an All Stales Qioad Form lindotsemenl

Article 12. Insurance.
Ueloie mis connacl may be appn ved, me Comiuuloi snail lurmsh a ceililica.'c ol liarn uy msuiancn evidencing coverage sanslf-dlnry in me ITmk Manager nl Ine Ocpartrnenl ol 

Adnemstralion.

Article 13. Otvneisnip ol Uocunienls.
All designs. irnwmgs. specihcanons. noies. and olhei woik developed in Ihe peilo. muicn ol this agreement -ire and remain me sou; property ol me Stale ol Alaska and may be 

used Oy ihe SUIc lor any olhei puiposo without additional compensation lo lln; ContraCi v  The Comraclor agrees nol lo assert any mjltls and nul to or.inol’sn any claim on ler Iho 
design patent or copyright laws Tim Ccmrncloi lor a period ol thre e years oiler Imal pay nenl iniditr llns conlracl. agrees lo iurnisn and provide access to all ictmncd maleaals al 
me renuesi ol Iho Cerlilying Ollicer Unless olhorwise directed by the Certifying Oltico*. She Contractor may loiain capies ol all Ihe maiennls

Article 14. C.oiermng Low. * «;* V
lltis connacl is governed by Ihe laws ol Ihe bl.iiu ol Alaska

Article 15. Oirislnls nol to Bonullt.*
No mi-moor oi or delegate lo Congress. United Slates Commissioned oi olhctals ol llm stale i 'eilnutl qovernmnnt inity he ndmiiled lo any Mt tie oi part ol litis comrncl or lo 

•my l.enetil lo in iso tltetoltcm

Article 16. Covenant Against Contingent c ees.
The Contractor w.vrnms mar no poison oi agency has men employed cu retained lo solicit ot Si' iuio llns conirncl upnn an nqieumenl or ur-deistanding lor a commission, 

peicenlago conlingenl tee. or Brokerage e«cepl employees or agencies mismnmed hy the Conuacloi i> r Ii e purpose or securing hnSinnss Fm i r -  bieach oi vioinlion ol Ihis war-
i.nily, llm ut.ilu raay lornunaiu Ihis connacl wiiltuui Imbt.ly ji m ns discretion deduct imm the contrnr pr.cn or consiOcralion the lull amount nl me commission, oercomage. 
pidkerage. or cc-nlingenl tee

Article «. Disputes. ,

’ I h  i»m«J ’ ( t  A i r  t o  V r  U3<*ll O lil/  il Hit* IHO ltt& litim il A tflW ii'I'S  'o n l iA i . I i1 lO U i 'i f t ly  *tiMllO«|
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A P P E N D I X  A

The Contractor shall indemnify and hold and save the State, 

its officers, agents and employees harmless from liability 

of any nature or kind, including costs and expenses, for or 

on account of any and all legal actions or claims of any 

character whatsoever resulting from injuries or damages 

sustained by any person or persons or property arising from 

its perj.ormanee of this contract in any way whatsoever.

S t a t e  S a v e d  H a r m l e s s



APPENDIX 3 

SCOPE OF SERVICES

The Alaska Power Authority acting as ov/ner, sponsor and

general contractor for major hydro-electric projects is 

responsible for managing the projects in a cost effective manner. 

As part of this responsibility, it is necessary co provide a safe

and secure work environment at the job sites to control the

magnitude and frequency of injuries and resulting claims and to 

secure broad catastrophic insurance coverage to provide 

protection for both the state and its prime contractors.

The Alaska Power Authority (APA) will use the State R-isk

Management Division as a consultant for Risk Management Services 

which will meet: its objectives. Risk Management has assisted in 

the selection of the contractors to administer the Alaska Power 

Construction Program (APCOP):

The contractor shall provide the following services by 

project which may be subcontracted as needed to carry out the 

provisions of this contract:

1. Provide Risk Management and insurance programs for the Alaska 

Power Authority and prime contractors.

2. Structure services which will maximize the use of Alaska 

based insurance contractors and companies.



P r o v i d e  a c o m p a n i o n  p r o g r a m  w h i c h  w i l l  p e r m i t  local A l a s k a

o p p o r t u n i t y  to p a r t i c i p a t e  in the A P C O P  prog-'am.

P r o v i d e  a d m i n i s t r a t i o n  of A l a s k a  Power C o n s t r u c t i o n  P r o g r a m  

( A P C O P ) .

W i l l  c o o p e r a t e  and c o o r d i n a t e  w i t h  State D i v i s i o n  of Risk 

M a n a g e m e n t  and its b r o k e r s  to p r o p e r l y  i n t e g r a t e  A l a s k a  P o wer 

C o n s t r u c t i o n  P r o g r a m  w i t h  the State Risk M a n a g e m e n t  Program.

W i l l  use the c o m b i n e d  p u r c h a s i n g  p o w e r  of the S tate and the 

p r i m e  c o n t r a c t o r s  to m a x i m i z e  cost e f f e c t i v e n e s s  of the 

program.

W i l l  p r o v i d e  to A l a s k a  P ower A u t h o r i t y  and p rime c o n t r a c t o r s  

a co s t  of Risk M a n a g e m e n t  by project.

W i l l  p r o v i d e  A l a s k a  Power A u t h o r i t y  and p rime c o n t r a c t o r s  

w i t h  c o m p l e t e  p r e m i u m  and loss s u m m a r i e s  on a q u a r t e r l y  

b a s i s .

W i l l  p r o v i d e  A l a s k a  Power A u t h o r i t y  a n d  the p r i m e  c o n t r a c t o r s  

w i t h  safety i n c e n t i v e  formula ^ T o r ^ t o  c o n t r a c t  inception and 

an e s t i m a t e  of the a m o u n t  of the sa f e t y  d i v i d e n d  due the 

p r i m e  c o n t r a c t o r  at c o n t r a c t  e x p i r a t i o n  w i t h  a final 

a d j u s t m e n t  six m o n t h s  a f ter c o n t r a c t  expiration.

c o n s t r u c t i o n  c o m p a n i e b r o k e r s  the



0. Monitor all insurance as respects cost, coverage and 

financial integrity.

1. Furnish other special services as may be periodically 

required by Alaska Power Authority or State Division of Risk 

Management, subject to agreement by all parties.

2. Provide Alaska Power Authority a certificate of professional 

liability insurance prior to any service pursuant to 

agreement on behalf cf the State.

3. See that qualified individuals are available for consultation 

on a daily basis in carrying out the obligations under .this 

agreement.

‘1. Be responsible for continuing risk identification, and 

analysis and make appropriate recommendations to the Alaska 

Power Authority.

5. May subcontract for services which include but are not 

limited to:

a. Claims Adjusting.

b. Loss Control Engineering,

c. Claims Audit.

4



d. Premium Audit.

e. Actuarial Services.

f. Financial Audit.

g. Insurance Marketing.

h. Computer Services.

i. i.. .1 Services.

j. Other insurance company services as required.

16. Special projects which are outside the scope of this 

agreement will be submitted to Alaska Power Authority for 

approval prior to incurring costs on behlaf of the State.

17. Alaska Power Authority (APA) shall:

1. Receive State appropriations to cover APCOP Risk

Management costs.

2. Support an active contractor safety incentive proorain.

3. Maintain required funds within Alaska Power Authority 

appropriations to pay APCOP costs.



4. Cooperate and exchange required information with 

contractors administering APCOP.

The contract may be cancelled by either party at any time 

upon 90 days advance, written notice delivered or mailed to 

tne other party. If the contract is cancelled, the 

contractor shall be entitled to pro rata allocation of the 

annual fee. This provision shall be operative in lieu of 

Appendix A, Article 6, which shall have no force or effect.



A P P E N D I X  C

Before commencing work under this agreement, the Consultant and 

any subcontractors emplcyeed by it must submit evidence 

acceptable to the Authority that they have provided and shall 

maintain insurance for the duration of the agreement as required 

by law, including a provision for a thirty-day advance 

notification to the Authority in the event of cancellation or any 

material change in the coverage of the insurance. The coverage 

shall in no case be less than the following limits:

Required Coverages:

I. Workers' Compensation Insurance

a. Statutory coverage for states in which employees are 

engaging in work.

b. Employers liability protection in the amount of 

$10,000,000 per person/$10,000,000 per occurrence.

c. Broad Form All States Endorsement.

d. U.S.L. & I!. Endorsement. (U.S. Longshoremen & Harbor 

Workers).

II. Comprehensive General Liability Coverage Limits

($10,000,000 per occurrence).

a. Premises Operations.

b. Independent Contractors.

4 . n



c. Products/Completed Operations.

d. Blanket Contractual.

e. Broad Form Property Damage.

f. Personal Injury.

Proiessional Liability Limits ($10,000,000 per occurrence)

a. Coverage for all errors or omissions which the

contractor, employees, or the subcontractors may make 

which produce financial loss to the State of Alaska.

Comprehensive Automobile Liability Limits ($10,000,000 per 

occurrence).

a. All Owned Vehicles.

b. All Hired Vehicles.

c. All Non-owned Vehicles
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APPENDIX C 

ARTICLE 4 

CONSIDERATION

Insurance premiums or payments for services provided under this 

contract shall be specified in written exhibits attached to and 

made a part of this contract upon agreement o* all parties to 

this contract. Exhibit A (attached) represents consideration for 

services associated with the major civil construction contract, 

for the Lake Tyee project, between the Alaska Power Authority and 

S o u theast-Harrison Western. Subsequent exhibits will be appended 

to this contract from time to time as required for services 

provided under this contract associated with subsequent 

construction contracts and/or projects.



exhibit a to appendix c

ARTICLE 4 

CONSIDERATION

The - .ate ohall pay the Contractor premium in the amount of 

$1,790,000.00. Said premium payment shall constitute full 

satisfaction and payment for all services performed pursuant 

to this contract.

Schedule of Premium Payments:

October 1, 1981 - $640,000.00

August 1, 1982 - $580,000.00

February 1, 1983 - $570,000.Ou

$1 ,790, 000.00

Wher billing Alaska Power Authority, the Contractor shall 

refer to the Contract Number and send the billing to:

Mr. Terry J. McGuire 

Director of Finance 

Alaska Power Authority



APPENDIX D 

PROFESSIONAL SERVICES CONTRACT

ALASKA POWER AUTHORITY

ARTICLE 5. ADDITIONAL CONTRACT PROVISIONS.

Appendix D attached hereto and made a part hereof, sets 

forth additional general contract provisions of this contract.

ARTICLE 6. CHANGES.

Appendix E and Appendix F attached hereto and made a part 

hereof, sets forth any changes or additions that were made in 

tliis contract prior to its execution. (If Appendix E and F are 

not attached hereto, there have been no such changes or



A P P E N D I X  E

Marsh £■ McLennan, Incorporated and Corroon and Black/Dawson & 

Co., Inc. have been appointed Broker of Record for the Alaska 

Power Authority Construction Program known as (APCOP) on the 

following areas of insurance effective October 1, 1981:

A. Pei.’M'mal Injury Liability, Property Damge Liability, 

Errors and Omissions and Workers' Compensation, 

including Air Workers' Compensation.

B. Non-Owned Marine Hull and Liabilities

C. Multi-Line Excess of Aggregate Insurance

D. Transit and Marine Cargo Insurance

E. Non-Owned Aviation Insurance

F. Property including Builders' Risk Insurance



January 11, 1983

SAFETY STATUS REPORT TYEE LAKE HYDROELECTRIC PROJECT

The f o l l ow in g  p r o v id e s  a genera l  o v e rv i ew  o f  the s t a tu s  o f  the p r o j e c t  
s a f e t y  programs, and a r ev i ew  o f  the e f f o r t s  o f  the c o n t r a c t o r s  in p r o v i d in g  
and ensur ing  a s a f e  and h ea l th y  work env ironment .

S a f e t y  on any c o n s t r u c t i o n  j o b  i s  a h i g h l y  emot iona l  s u b j e c t  about which 
th e r e  are  many s t r ong  o p i n i o n s .  The day to  day p r e s su r e  to  ma inta in  p rodu c ­
t i o n ,  ho ld  down c o s t s  and run a s a f e  j o b ,  i s  borne l a r g e l y  by c o n t r a c t o r  
p r o j e c t  p e o p l e .  Most e s t a b l i s h e d  c o n t r a c t o r s  make a genuine e f f o r t  t o  run 
s a f e  j o b s .  Good s a f e t y  can and does produce p o s i t i v e ,  t a n g i b l e  r e s u l t s .

PHASE I TUNNEL & POWERHOUSE

During the cou r s e  o f  d r i v i n g  the tunne l ,  the s a f e t y  was above average  with  
minimal a c c i d e n t  f r e qu en cy .  Tunnel o p e r a t i o n s  were, in most c a s e s ,  ahead 
o f  s ch edu l e .

On Apr i l  9, 1982, the S t a t e  o f  Alaska Department o f  Labor, D i v i s i o n  o f  
Occupa t i ona l  S a f e t y  and Heal th conducted  an i n s p e c t i o n  o f  the p r o j e c t  and 
i s su ed  5 c i t a t i o n s  o f  a minor nature (no f i n e s ) .  The o v e r a l l  r e p o r t  was 
complimentary to the s a f e t y  e f f o r t s  o f  a l l  concerned .

In mid summer o f  1982, the S a f e t y  c o o r d i n a t o r  was promoted o t  a s u p e r in t e n d en t  
p o s i t i o n  anu the c o o r d i n a t i o n  o f  the s a f e t y  program was d i v i d e d  between two 
p r o j e c t  e n g i n e e r s .  Th i s  d ev e l op ed  i n t o  a letdown in s a f e t y  o r i e n t e d  a c t i v i t i e s .  
Working with the p r o j e c t  management, i . e . ,  the c o n t r a c t o r ,  the Eng ineer  and 
the Power A u th o r i t y ,  we were a b l e  to work ou t  the problems and a s s i s t  the two 
Sa f e t y  C o o r a in a t o r s  to  g e t  the program back on t r a c t .

During our l a s t  v i s i t  to  the p r o j e c t ,  12/2-3/82, we noted c on t inued  i n t e r e s t  
in the program, however, th e r e  i s  i n c r e a s e  o f  i n j u r i e s  coming from the power ­
house c o n s t r u c t i o n ,  due p r im a r i l y  to i n c r e a s e  iri emp loye e s ,  manhours and 
the weather .  Tunnel s a f e t y  appeared to be an o r d e r l y ,  p r o f e s s i o n a l i z e d  p ro c e s s  
with  e v e r y  employee tak ing an a c t i v e  pa r t .  I t  should be noted that the con ­
t r a c t o r  has c o r r e c t e d  a l l  d e f i c i e n c i e s  brought  to  h is  a t t e n t i o n .  As o f  12 '82,
the a c c i d e n t  r a t e  f o r  the p r o j e c t  (Phase I) i s  60 i n c i d e n t s ,  16 l o s t  t ime, .46 
l o s t  days ,  43 medica l  c a s e s  and 1 f a t a l i t y .  Th is compares f a v o r a b l y  w i th  o th e r  
s t a t e s  and n a t i on a l  a v e ra g e s .

On 10/27/82, an e x p l o s i o n  took p l a c e  a t  the p r o j e c t .  At. 5:45 AM, f our  
magazines h o ld in g  about 70,000 l b s .  o f  e x p l o s i v e s  blew up cau s in g  the death 
o f  the powder man. The cause  o f  the b l a s t  i s  under i n v e s t i g a t i o n  a t  the 
pre s en t  t ime . The Department o f  Labor, D i v i s i o n  o f  O ccupa t i ona l  S a f e t y  and 
Heal th ,  i n v e s t i g a t e d  the a c c i d e n t  and i s su ed  no c i t a t i o n s  to the c o n t r a c t o r .



Th is  p r o j e c t  (Phase I) o v e r a l l ,  has t ra cked  we l l  with the c on c ep t  o f  owner 
c o n t r o l l e d  programs.

C o op e ra t i o n  has been above a v e rage ,  though the p r o j e c t  i s  f a r  from f i n i s h e d .  
We look to c on t inu ed  c o n t r a c t o r  c o o p e r a t i o n  and I n t e r e s t  in  s a f e t y .  We w i l l  
con t inu e  to  v i s i t  the p r o j e c t  based on need and the t ime and a c t i o n  ca l enda r  
d eve l op ed .

PHASE I I I  TRANSMISSION LINES

Coop e ra t i o n  w i th  c o n s t r u c t i o n  management has been above a v e ray e .  I t  i s  
apparen t  th a t  they w i l l  c on t inu e  to p r o v i d e  the n e c e s sa r y  l e a d e r s h i p  to  en ­
su re  tha t  a l l  areas o f  o p e r a t i o n  are  s a f e  p l a c e s  in which t o  work.

S in ce  the p r o j e c t  s t a r t e d ,  c l e a r i n g ,  l o g g in g ,  f o o t i n g  i n s t a l l a t i o n s ,  e t c . ,  
a c c i d e n t s  have been minimal.  Regu lar  s a f e t y  meetings  have been he ld ,  and 
h e l i c o p t e r  o p e r a t i o n s  are  above ave rage .  Care i s  taken to  a s su re  th a t  each 
employee i s  aware o f  the danger i n v o l v e d  in the o p e r a t i o n s .  F l o a t i n g  and 
base  camps are  kept in a c l e an  and o r d e r l y  manner. To da te  th e r e  have been 
15 i n c i d e n t s ,  7 l o s t  t ime,  the r e s t  m ed i ca l .

The p r o j e c t  (Phase I I I )  i s  c om pa t ib l e  with the c on c ep t  o f  the Alaska Power 
C on s t r u c t i o n  Program.

(NOTE: Phase II - The Sub-Marine Cab le  - i s  not y e t  under c o n s t r u c t i o n )

Thomas J. Laskowski,  P .E .  
Sa f e t y  Management C on su l t an t  
S c o t t  Wetzel S e r v i c e s ,  Inc.



4 '/ STANDARD AGREEMENT FORM 
FOR PROFESSIONAL SERVICES CONTRACT

STATE OF ALASKA
-*> DEPARTMENT OF ADMINISTRATION,?0*

— c r  O S  ■ 2 2 e ?

gf~gS/<
This c o n tra c t . vvfr/c/i / r  e ffe c tiv e  o n ly  i t  i t  is a p p ro v e d  by the  D e p a rtm e n t o f  A d m in is tra t io n ,  is h it tw een the  S ta te  o f  A laska ,

Jl'U Jl lu ll’ll I oi

Commerce ft Economic Development - Alaska Power Au th o r i t y
Conffuctoi

Marsh ft McLennan, In c .  and Corroon and Black/Dawson ft C o . ,  in c .

h e m a tw r, The State, a nd

h c re a ite r , the  C o n tra c to r

vl.iiluty A uilru ii Strum or P. O. Go* State

S e a t t l e ,  Washington
Z<f oCqcjc

o liuiw-L-vi Utim se Number intern;il Revenue Service Number

T77T)57230Tt')'(c7(vi r
_ a u th o m c s  the S ta te  to  m ake th is  c o n tra c t. The p a rtie s  to  the c o n tra c tThis is a contract fo r professional services. AS_  

atjrcc as fo llo w s :

A R T IC LE  1. Appendices. Appendices referred to in th is  con tract and attached to  it arc considered part o f it. 
A R T IC L E  2. P :ri;.,li'm i.Le  o i Services.

2.1 A ppend ix  A . A rtic les 1 through 1G, governs the perform ance o f services under th is  contract.
2.2 Appendix B sets fo rth  the services to  lie perform ed by the con tracto r.

A R T IC L E  3. °eriod  o f Performance. The period of performance under th is con tract begins Octobe r  1 .19 31 ,
and ends u n t i l  c a n c e l l e d _____, 19__ . Performance may he extended fo r add itiona l periods by the w ritten
agreement o f the parties.

A R T IC LE  4. C onsidera tion .
•1.1 In lo l l consideration o f the C ontractor's perform ance under this con tract, the State shall pay the C ontractor in 

accordance w ith  the provisions o f A ppend ix C.
4.2 When b illin g  the State, the C ontracto r shall refer to the State Contract Num ber and send the b illing  to:

Di'lXH IfMltMl Ot

3^'''.'fes"tu‘'4th Avenue, S u i t e  31, Anchorage ,  Alaska 99501
C O N T R A C T O R S T A T E  '

u.MMirui f;„.. i<|,v-sh h McLennan, Inc .  
f-~\ Corropj i  and Black/Dawson ft C o . ,  Inc:.

OoDartmont or Ayonr.y l\ 1 0 5 K
Commerce ft Economic

a P o w e r  A u t h o r i t y ,  Dept, r 

Development
X iy in e r/e d l^/riiy ^/n tjiiv o  . d - Si()iCihffe of Corl'fv»»V| f)tt«ci*'

1— 1 - —  V  v | , o J L X  _  _
'T v . W * "  f*r»mo<J Nfluio of Author tlalJ Rvp^ffontmtve ** 'w-r

David D. Ca r l s on  Lynn Burgess
1 vi)«rU or f*r im wl Name of Cor m

<r£ic P you o
T.uoVice P r e s i d en t  \ V i c e  P r e s i d en t  

Marsh ft McLennan \ Corroon  ft Black/D
t.iio  y  o— "  

awson E x e c u t i v e  D i r e c t o r  Deputy Commission!
APPROVAL OY THE DEPARTMENT OF ADMINISTRATION 

N O T IC E 1 This con tract has no e ffect except as an o ffe r by the C ontractor u n til it is approved !>y the Departm ent o f A dm in is tra tion .
Digrtaiura r t  Authorised O ltiiy il yl iho Oooariruurit .>1 A ii.a iim trn i.o ji

' S ' S  S
u,m Q E C  2 2 1931

T fired or I'uniurt IJotnu ol A u th iir ir i'v rrT R ic ia F  '  r n n h e i r e  e»e>«iTW

TyFHrTISE CG;iTr ACT REVIEW COMMITTEE

APPENDIX A

Aitkin ), Definitions.

1 . 1 . in mis comma and nppunoicus. Cvrtitymo Otluior" menus the person who siQnr. lltts contract on tjonnll ol iho Drtp.virrmni and mr.iuoe, a succossoi or m/ihonrod 
luhii'sunlalivc

1.2 'Department'' means Ihe agency lor which Hus contract .r. to bo pulloimml nr.d loi whir It tno Certilymg Qllicw OCtoiJ m Signmg this contract 

Aitkin 2. Inspection and Reports.

2 .t Tnu Oupaitmunt may inspect, n Ihe atnnnoi and at lu.v.onnt'o times it considers nppropiialu. all the Contractor a ImaMies and activities imoei tins conlracl

2.2 The Conimctot shall inaKo progress and other reports ut the manner and at inn times the Department reasonably roomies

l^Kt-IOCtVXtfll^lXXdOCnlltX.XltWttXJtVgVcV^U'OjKi'jUMfiXKclefWiK'iiWtChliH'^imiXjtuJWX IrcriiiaiX lyX t^vt^'VO.oiXvv) rivliaiKecifraitaririeTivCrTV-fiv..'^ 
XKWXWytfo .'l'ty.'OP'.XX'pr.'JOOOIXMXOg Sr.'i<l>:N!/(ivtCliXW[>a>imiWW>U<ulliri,}.'I><Wrfii<i04}fNKlCitĴ WJfiMWlWi'liVip'>i.. ifM Y H iiiii Orl pfHyji t y - yrCn'igh’Ovii wywO i 
: w x h w w .k i < xsexx: a»:x«
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ArtICl* 1. ClSpuUt. ,  ..  •
. * *' S' ** ••

4.1.* .Any dispute concerning a question ot tact arising under IM»s contract winch is not disposed of by mutual agreement shall be decided without bias fcv e Ouector of the 
Dc.^Jrtmont s Division ol Admmissratn « Services tor it none, the Department s Administrative Ofliccr). who Shaft ri-duca his decision 10  wnimg and mad or oihi t\-js furnish a copy 
ot it lo Iho Contractor The decision of Ihe D rccfor is fmui and conclusive unloss, within 30 davs trom the date ot receipt of ttiat copy, the Contractor rr.3»is or c -r nso lu/rusi.os lo 
ttie Certifying CM'Ccr 0 written appeal addressed lo tne Commissioner ol tne Department The Ccnurussionp> shaft nppnmt a throe person Do.vd trom the Dapar. t to he.v i.io ap- 
peal, none ot whom may be from the Division ot Administrative Services The decision cf Hie hoard is Imy end conclusive, omess <1 is fraudulent or not suf.pt i by sucstantiat 
cvider.ee in any proceeding under Hus article the Contractor has a ngnt to bo heard C> .»r. unbiased panel an i to oflr.-r evidence in support ol his appeal ^end-ng al ceos-on ot a 
depute, tin* Contractor shot! proceed d-J.ycniiy with tno pcriormnnco nl the contract and m actmdanr.e wan the Director cl the Division ot Administrative Ser as deosicn

4 2 Tr*.s disputes artido ccos r.ot crcciuce consider.itronot questions oMaw m connect cn with dccsions r'ovided for sn p.i/agrapn 4 t above Hpwnvuf, this article coos not 
rnjhe tne decision ol any aununtsti alive official representative or hoard on a quor.hon ol ‘aw t<nal u cor.elusive

Aitide i .  Equal Employment Opportunity.

S.t. The Contractor may not discriminate aqnmst am; employee* of applicant for employment because oi r ,ce religion. color, ruittonqi origin, or hecauso ol «ge. physical han­
dicap. 01 manlal st.iius. cfiynge •'i marital status pregnancy ci parenthood when the reasonable demands ol the position do not require distinction on tne bas>s ot age. physical 
handicap, sc*, or marital status. cnr-nQes in marital status pregnancy, or parenthood The Comraclor shall take affirmative action to insure trial ttiu uupticonts are employed and lhai 
employees are Scaled du»mq einooyment without regard to the* race, color, religion, national cnr/*n. ancestry, aye so*, cr martini status This act-on must include, but needed be 
muied to ihe loiK- wuig t-mpio-, nent. upgrading, demotion Iransle:. recruitment or rccru.tment advertising, Inyoll or term nation, rates of pay or other forms of ccmpensauon. and 
selection lor training induing apprenticeship The Contractor shall post m cohlpicuous places ava-fabie to employees and applicants for employment, nonces selling out the pro- 
vi-^ons of tins paragraon

5.2 . The Contractor Shalt state, in all so^C it aborts a advertisements lor employees lo work on Stale ol Alaska conlracl tobs. Hint :t is an equal opportu.iitv employer and that alt 
qualified ar*«;cants will receive consideration lor empioymeni without regard to race, region. ccior national origin, age. nhys-cai handicap. sea. or marital status

5.2 the Contractor shall send lo each labor union or representative ol workers with which Iho Contractor has a collective ba/gomiruj agreement or other contract or 
undcrfiUMiUing a notice advising the labor union or workers’ representative ol the Cnntroctors comm.tments under this article and post copies ol me notice in conspicuous places 
bv .viable to an employees any appi cants lor employment

5.4. The Contractor snail mctuo-j the provisions r l this article in every confmct and snail requite the inclusion ol inese provisions in every comract entered into Dy any of its 
snbconii actors. so that mosu provisions w*ll be binding upon each subcontractor Tor the piroose ot including those provisions in any construction, maintenance, or service con­
tract or suDContiuct. as required by this conlracl. contractor’ and subcontractor ’ may bo changed lo reflect appropriately the name cr designation of Ihe pa/tios of Iho contract 
o< subcontract

5.5. The Coniractor snail cooperate lolly with the office or agency of the Slate ot Aias*a wh.ch seek*; to deal w th mo problem of unlawful discrimination, and wiin a.* other 
State ettons to guarantee lair employment practices under mis contract, and promptly comply with ail requests and directions from me State Commission for Human Rights o. any 
ol its officers or agenf> relating to prevention of discriminatory employment p.notices.

5 .6 . r t.il cooperation in paragraph 6 5 includes, but 13  not limited fo. being a wi' i c s s  in nny proceeding involving questions of unlawful discnm.nntion if trial is requested by any 
utl'Ciai or agency ol the State ot Alaska, permitting employees ol Hie Contractor to bu witnesses or complainants m any pr jctrQOmq .nvoDmg questions of unlawful dischmmaiicn. it 
tnnt »s lequLSlod by any oHicuii cr agency of the State ol Alaska: participating in mootings, submitting periodic reports 011 the equal emptoymoni asoects ol present and luturo 
.•miHoymeni assisting ir. inspection ol Ihe Contractor s facilities, and orompliy coir.pl/mp with ail state directives conr.iaered essential liy any cilice or agency ol the Stale ol Alaska 
to msure compliance w.lh all tuderai and stale laws, regulations, and policies pertaining to me pr 11 vimtmn of discriminatory employment practices

5.7 Fa'iuie lo pcrtoun under Hus article constitutes a material breach ot me contract

Article 6. Termination. \
Tin* Certifying Officer by written notice may terminate Hus contract «n whole or in pint when :t is in me best interest of Hut State Thu Stala is liable only lor payment in accor­

dance w.ir» me payment provisions ot this contract lor se*vices tendered Ontom the effective dale ot termination/

Article 7. No Assignment or Oologallan **

Tins connacl is personal and the Coniractor may nol assign or delegate Hus contract or nny pari ol >t or any right tn nny ol the money to be paid under it, u«ccpt with the writ­
ten consent ol the Certifying OlliCtr

Article U. No Additional Work or Malarial

Na cum  tor iiOd'homil services not specifically provided in Hus contract performed or furrtif ned by ihn Contractor will be allowed, nor may the Contractor do nny work or tor- 
iu;h any rnaioiial covered by Iho conlracl unions iho work or rmionui is oninred in willing te ituj Ccrtilying Officer nnd approved by the Department ul Administration

Article 9 tndapondnnl Conircctor.

The Contractor and any agents and employees nl the Cpntractoi act m an •ndcpemtunf catiacity and am rot nti'cors or employees or agents ot mo btale m lint pertormanco ol 
ttuv coiiHmcI

Article TO. I'aymanl of Ta*as.
At» .1 conamon of performance o' this connacl the Contractor shall pay all fcdeK.i state .mo local la*oa incurred by the Contractor and Mull rtruuiro their i».iymont by any sub- 

coniractor cr any other persons »n the portormanco of mis contract DalnildCtory certnnnarico oi this paragraph n a condition pmcedrnt to poymunt by me State under this con 
tract

Article It  Workmen') Cuinpena»‘ ion Insurance.
Durmg th ■* iiin ot Hus contract, mo Contiac* ur snail provide and maintain tor an employees of if so Cunirncfor engaged >n wo»k unuor mis contract workmn. % compenitalien in- 

'.ur*nco us ri'dufwd by A1J 23 30 Tno Coniractor shnii require any suUCOnH tcioi 'o piovidn .v t  mamta.n for ts employees workmen *1 romponsntion insurance as required by AS 
23 30 Thai coverage must rem.un m lorce trom the day services DogtM under Ihij k.onir.n;i and Muil prpyide lor whiten notice to the Certifying Officer al 'east 30 days before 
cancellation or non renewal f .viu/u to furnish saiislaciory evidoncc of »nsur,»nca or t.ipsu ot the poi*cy is .1 material breach and grounds lor formmafion of m» Coniractor ?. services 
Before pi-ricrmmo under this contract me Contractor sn*n furnish mo Certifying Officer with certificate* of inMjrancn as proof ol compliance with this article Iho certificates of in­
surance must include an All Males broad » orrn Enricrsernunl

Article t2. Inauranco.
Ueioru Hus contract may bu approved. The Conti m; lot shall lume.n n certificatn ol lu»hilnv msutanco evidencing cover ago satisteciory to me Risk Manager of me Department ol 

Administration

AiMdo 13. Ownauhlp of Documents.
Ail (lumgns, drawings specifications, notes, .vut omul wrak ilevnlOOud 10 Ihe portOrmOru •? nt ties aqrtM mrnt am andremam the soio propn’rtv of Hie Mate <;» Alaska and may bo 

used by Hiu State lor any otfier p.eposo wiihoul additional compiinsaeon lo Hid Contractor ] he ConHactor agrees not lo assort any rwjtils and era lo uMiibfiJTh .my claim under Ihu 
desujii patent or copyright 'aws The Contractor, lor a ponod ol Ifireo years offer final payment under this contract. .v;rue*» to lurnisn and provide access to ml rr»ta ned materials a! 
me request ol the Certifying Ollicer Unless otherwise directed by the Cnri»lye>d Officer the Contractor may retain cop'es of all Hie materials

Artir.it 14. Govtrmng Law. <%/».•'
this contract rs governed Oy the l.iw5 ol the Mate ot Alaska

Article 15. Olflcialk not lu UontiIII.*
No member of or dek'gale 1C Congress. United Mates Commissioner, m officiate of iho Slntn or lerfer..' government may be admitted to any Mum or furl • t Hus conlracl or to 

•my tmnolii to ansa thuruliom

Article 16. Covonont Against Con.mganl foci
The Contractor warrants that no person or agency hits been employed nr retained m  uniir.it or secure m»s con tract upon an aqm -mom >r 4nd«-» -.landing for a commission, 

puici-niago contingent le<*. or brckciagc except empioyucs or agencies maintained by the Conthe.'tor lor the (iur|in%o ol surer mg htifUMn*.} F ».r the breach or vioiAlion of Hus war- 
unity ii to $ialv may terminate Ifus r.oetract wrihuut liability ;r m ns discretion doduc: t'oin the contract price or consideration the full amount it trie commission percentage, 
iniiki-t.ige. nr contingent lot*

• A i t o v *  1 ** unit l f »  w v  10  h r  o i n j  *>»»iv «t lt»r y i f t lu n " > n > i i  ^ v i v - o -4 f u n t i a c i  «* lo iiu u ii iy  tu m tn il•*



APPENDIX A

3. State Saved Harmless

Ihe Contractor shall indemnify a ind save the State,

its officers, agents and employee ss from liability

o. any nature or kind, including t d expenses, for or

on account Or. any and all legal oetior;_ or claims of anv 

character whatsoever resulting from injuries or damages 

sustained by any person or persons or property arising from 

its performance of this contract in any way whatsoever.



A P P E N D I X  D

SCOPE OF SERVICES

The Alaska Pov;er Authority acting as owner, sponsor and 

general contractor for major hydro-electric projects is 

responsible for managing the projects in a cost effective manner. 

A.s part of this responsibility, it is necessary to provide a safe 

and secure work environment at the job sites to control the 

magnitude and frequency of injuries and resulting claims and to 

’•cure broad catastrophic insurance coverage to provide 

protection for both the state and its prime contractors.

The Alaska Power Authority (APA) will use the State Risk 

Management Division as a consultant for Risk Management Services 

which will meet its objectives. Risk Management has assisted in 

the selection of the contractors to administer the Alaska Power 

Construction Program (APCOP):

The contractor shall provide the following services by 

project which may be subcontracted as needed to carry out the 

provisions of this contract:

1. Provide Risk Management and insurance programs for the Alaska 

Power Authority and prime contractors.

2. Structure services which wi1! maximize the use of Alaska 

based insurance contractors and companies.



3. Provide a companion program which will permit local Alaska 

construction companies and their insurance brokers the 

opportunity to participate in the APCOP program.

4. Provide administration of Alaska Power Construction Program 

(APCOP).

5. Will cooperate and coordinate with State Division of Risk 

Management and its brokers to properly integrate Alaska Power 

Construction Program with the State Risk Management Program.

fi. Will use the combined purchasing power of the State and the

prime contractors to maximize cost effectiveness of the 

program.

7. Will provide to Alaska Power Authority and prime contractors

a cost of Risk Management by project.

0. Will provide Alaska Power Authority and prime contractors

with complete premium and loss summaries on a quarterly 

basis.

9. Will provide Alaska Power Authority a: d the prime contractors 

with safety me mtive formula prior to contract inception and 

an estimate of the amount of the safety dividend due the 

prime contractor at contract expiration with a final 

adjustment six months after contract expiration.



Monitor all insurance as respects cost, coverage and 

financial integrity.

Furnish other special services as may be periodically 

required by Alaska Power Authority or State Division of Risk 

Management, subject to agreement by all parties.

Provide Alaska Power Authority a certificate of professional 

liability insurance prior to any service pursuant to 

agreement on behalf of the State.

See that qualified individuals are available for consultation 

on a daily basis in carrying out the obligations under .this 

agreement.

Be responsible for continuing risk identification and 

analysis and make appropriate recommendations to the Alaska 

Power Authority.

May subcontract for services which include but are not 

limited to:

a. Claims Adjusting.

b. Loss Control Engineering.

c. Claims Audit.



d. Premium Audit.

e. Actuarial Services.

f. Financial Audit.

g. Insurance Marketing.

h. Computer Services.

i. Legal Services.

j. Other insurance company services as required.

Special projects which are outside the scope of this 

agreement will be submitted to Alaska Power Authority for 

approval prior to incurring costs on behlaf of the State.

Alaska Power Authority (APA) shall:

1. Receive State appropriations to cover APCOP Risk 

Management costs.

2. Support an active contractor safe .y incentive program.

3. Maintain required funds within Alaska Power Authority 

appropriations to pay APCOP costs.



4. Cooperate and exchange required information with 

contractors administering AFCOP.

The contract may be cancelled by either party at any time 

upon 90 days advance, written notice delivered or mailed tc 

the other party. If the contract is cancelled, the 

contractor shall be entitled to pro rata allocation of the 

annual fee. This provision shall be operative in lieu of 

Appendix A, Article 6, which sha.ll have no force or effect.



A P P E N D I X  C

4 . 0

Before commencing work under this agreement, the Consultant and 

any subcontractors empioyeed by it must submit evidence 

acceptable to the Authority that they have provided and shall 

maintain insurance for the duration of the agreement as required 

by law, including a provision for a thirty-day advance 

notification to the Authority in the event of cancellation or any 

material charge in the coverage of the insurance. The raverage 

shall in no case be less than the following limits:

Required Coverages:

I. Workers' Compensation Insurance

a. Statutory coverage for states in which employees are 

engaging in work.

b. Employers liability protection in the amount of 

$10,000,000 per person/?10,000,000 per occurrence.

c. Broad Form All States Endorsement.

d. U.S.L. f. II. Endorsement. (U.S. Longshoremen £. H a r b o r  

W o r k e r s ).

II. Comprehensive General Liability Coverage Limits

(510,000,000 per occurrence).

a. Premises Operations.

b. Independent Contractors.

%



c. Products/Completed Operations.

d. Blanket Contractual.

e. Broad Form Property Damage.

f. Personal Injury.

III. Professional Liability Limits ($10,000,000 per occurrence), 

a. Coverage for all errors or omissions which the

contractor, employees, or the subcontractors may make 

which produce financial loss to the State of Alaska.

IV. Comprehensive Automobile Liability Limits ($10,000,000 per 

occurrence) .

a. All Owned Vehicles.

b. All Hired Vehicles.

c. All Non-owned Vehicles



APPENDIX C 

ARTICLE 4 

CONSIDERATION

Insurance premiums or payments for services provided under this 

contract shall be specified in written exhibits attached to and 

made a part of this contract upon agreement of all parties to 

this contract. Exhibit A (attached) represents consideration for 

services associated with the major civil construction contract, 

for the Lake Tyee project, between the Alaska Power Authority and 

Southeast-Harrison Western. Subsequent exhibits will be appended 

to this contract from time to time as required for services 

provided under this contract associated with subsequent 

construction contracts and/or projects.



E X H I B I T  A T O  A P P E N D I X  C

ARTICLE 4 

CONSIDERATION

1. The State shall pay the Contractor premium in the amount of 

$1,790,000.00. Said premium payment shall constitute full 

satisfaction and payment for all services performed pursuant 

to this contract.

2. Schedule of Premium Payments:

October 1, 1981 - $640,000.00

August i, 1982 - $580,000/00

February 1, 1983 - $570,000.00

$1,790,000.00

3. When billing Alaska Power Authority, the Contractor shall 

refer to the Contract Number and send the billing to:

Mr. Terry J. McGuire 

Director of Finance 

Alaska Power Authority 

333 West 4th Avenue, Suite 31



APPENDIX D 

PROFESSIONAL SERVICED CONTRACT 

ALASKA POWER AUTHORITY

ARTICLE 5. ADDITIONAL CONTRACT PROVISIONS.

Appendix D attached hereto and made a part hereof, sets 

forth additional general contract provisions of this contract.

ARTICLE 6. CHANGES.

Appendix E and Appendix F attached hereto and made a part 

hereof, sets forth any changes or additions that were made in 

this contract prior to its execution. (If Appendix E and F are 

not attached hereto, there have been no such changes or 

additions.)



A P P E N D I X  E

Marsh & McLennan, Incorporated and Corroon and Black/Dawson & 

Co. , Inc. have been appointed Broker of Record for the Alaska 

Power Authority Construction Program known as (APCOP) on the 

following areas of insurance effective October 1, 1981:

A. Personal Injury Liability, Property Damge Liability,

Errors and Omissions and Workers' Compensation, 

including Air Workers' Compensation.

u. Non-Owned Marine Hull and Liabilities

C. Multi-Line Excess of Aggregate Insurance

D. Transit and Marine Cargo Insurance

E. Non-Owned Aviation Insurance

F. Property including Builders' Risk Insurance



» D E P T  ADM  J N U
A -0467 1 5S03B 0 2 / 0 7 / 0 3  
ICS IPMMTZZ CSP 
2 1 5 8 3 6 1 4 3 0  TDMT P H I L A D E L P H I A  PA 176 02-07 0 530P EST 

PMS S T ATE OF ALASKA. TLX 099 4 6 3 0 8  
A T T N  IRA J PEER 
D E P U T Y  RISK M A N A G E R  
J U N E A U  AK

INSURPJ'JCE P R E M I U M S  AND R E L A T E D  M A N A G E M E N T  SERVICES T Y P I C A L L Y  RUN 8 TO 
10 P E R C E N T  OF T O T A L  C O N S T R U C T I O N  P R O J E C T  COSTS IF C O N V E N T I O N A L  
P R O G R A M S  ARE USED. WRAP UP COSTS ARE IN FOUR TO SIX P E R C E N T  R A N G E  ON 
T H E S E  PROJECTS. W O R K E R  C O M P E N S A T I O N  U S U A L L Y  MAKES UP 50 TO 63 P E R C E N T  
O F  T O T A L  P R O G R A M  COST. A S S U M P T I O N  THAT NE* SAVINGS B E C A U S E  OF WRAP UP 
U S E  WI L L  E Q U A L  TWO P E R C E N T  OF O V E R A L L  P R O J E C T  SEEMS TO BE VERY 
C O N S E R V A T I V E .  B A L T I M O R E  M T A  SAV I N G  IS 6 PERCENT.

P R O P O S E D  A L A S K I A N  H Y D R O - E L E C T R I C  PRO J E C T S  INVOLVING ROCK TUNNELING. 
U N D E R W A T E R  WORK. AND C O M P R E S S E D  AIR C O N S T R U C T I O N  C O N D I T I O N S  WILL PE 
R A T E D  SAME AS T R A N S I T  PRO J E C T S  BY INSURANCE C O M P A N I E S• AR G U M E N T  THAT 
T H I S  IS D I F F E R E N T  FROM T R A N S I T  IS NOT A C C E P T E D  FY I N S U R A N C E  
U N D E R W R I T E R S .  TH E Y  D O N ’T C A R E  W H E T H E R  TUNNEL- IS TO CARRY WATER. 
P O V E R L I N E S .  SEWERAGE. AUTOS OR T R A NSIT CARS. IT IS 1*HE SAME SET OF 
C O N S T R U C T I O N  H A Z A R D S  FOR ALL.

H E R E  ARE S P E C I F I C S  ON FOUR RE C E N T  M A J O R  PUBLIC C O N S T R U C T I O N  PROJECTS. 
A L L  INVOLVING H E A V Y  U N D E R G R O U N D  WORK.

P R O J E C T  C O N V E N T ' L  WRAP UP SAVINGS 0/0
S A N  F R A N C I S C O 46*3 29. 8 35.6
W A S H I N G T O N Q 0 . 4 6 2.2 60.0
A T L A N T A 6 1.3 39. 9 34.9
B a l t i m o r e 40 • 0 27 . 5 40. 2

i S M I L L  IONS)

JIM BARRETT
C R ESHEIM
P H I L A D E L P H I A

1751 EST

I P M A F U R  AHG

» 30 5 P  
♦
D E P T  ADM JNU



James E. Barrett
A career consultant since 1962, and president of 
Cresheim Company since 1963, he has worked with 
more than 140 corporate, public and private clients in 
North America, Europe, Latin America and the Far 
East. Some client relationships extend for fifteen 
years.
MANAGEMENT CONSULTING. Projects involve 
questions of organizad Dn, business strategy, corporate 
development and plan.- ing for manufacturers, process 
industry firms, and service businesses.
MANAGEMENT DEVELOPMENT. Widely known in 
executive and management development circles, he 
conducts workshops in business negotiating, problem­
solving and decision-making, market planning, and 
individual productivity for corporations, public 
agencies and trade associations.
VENTURE MANAGEMENT. He participates in 
Creshelnva voniurc '.voik, managing service industry 
projects, and is a veteran of 26 startups. These range 
from computers to early learning, food distribution, 
Insurance, microfilm, optical scanning, printing, retail 
distribution, training and wine making.
CLOSELY HELD CORPORATIONS. Mr. Barrett also Is 
well known in the independent business sector of the 
Unitod Statos and Canada lor his work o~ family 
business continuity, development of young executives 
In Independent firms, ai>J organization and ownership 
problems ol partnerships and private flrm3.
MARKETING CONSULTING. Projocts Invclvo market 
plans, implementation of now approaches, salos force 
size and productivity, customer services, salos 
systems, markot 3haro, pricing, competition, and 
growth options.
DEALERS, DISTRIBUTORS AND AGENTS. A by­
product of his management dovolopment work, and 
long oxperionco with Indopondont businesses has 
boon roquest3 by major corporations to holp In 
development o l their dealers, distributors and agonts. 
Somo ol this work Involves workshops; somo Is 
consulting.
INTERNATIONAL WORK. Projects with multinational 
corporarlons made him a frequent world traveler In tho 
lata Slxtlos and ho continues this work with several 
oversoas trlp3 each year. His oxperionco includes 
periods ol oxtonded resldenco In England and 
Gormany while managing startups In 1966 and 1967.
SPONSORED RESEARCH. A continuing activity Is 
management of multidisciplinary research projects of a 
predominantly oconomlc nature. Recent examples 
which led io publicly avallablo results Include, In 1976, 
Tunneling; Tho Stale o l the Industry  (with R.S. Mayo 
and R.J. Jenny) and. In 1977, Insurance lo r  Urban 
Transportation Construction.

PRIVATE RESEARCH AND WRITING. Current research 
Interests are In joint ventures, continuing development 
for senior executives, and advanced negotiating 
tactics. Mr. Barrett’s published papers have appeared 
In tho AMA Management Review, Am erican Archivist, 
Boardroom Reports, Business Horizons, Creshelm  
Comment, Sales Management, and Training. Ho is the 
author of three books; Managing Problems (1970), 
Improving N egotia ting Skills (1971), and Managing  
A ction  (1972, co-authored).
CMC DESIGNATION. Ho 1? a Certified Management 
Consultant, having mot the demanding requirements of 
tho Instltuto o! Management Consultants, the 
profession’s certifying body
UNIVERSITY FACULTY AFFILIATIONS. Ho wa3 an 
assistant professor at Harvard College and a visiting 
locturor at tho State Unlvorslty of Iowa; tho University 
of Michigan; and the Air Command and Staff College.
EARLY EXPERIENCE. From 1951, he served In tho 
United Statos and Koroa with tho Air Force; taught at 
Harvard College (1954-58); was a sy3tem3 analyst, 
rocords management specialist and systoms and 
procedures manager lor Raytheon Company; and 
gonoral manager of a boverago wholesaling firm, 
boforo entering consulting.
VOLUNTEER ACTIVITIES, Active In alumni, community 
and professional affairs, ho serves as prosldont of tho 
Wyndmoor Community Association, as president of Iho 
°hlladolphla Chapter of tho American Association of 
Small Research Companlos, and on AASRC’3 
commlttoe for tho 1980 White House Conforonco on 
Small Buslnoss.
PERSONAL BACKGROUND. He and his wlfo, Dorothy, 
havo four children. Both Now Englandors, they have 
llvod In Philadelphia since 1968. Ho was born in 
Docombor, 1929, In Lowoll, Massachusetts, graduated 
from Harvard In economics, from the USAF’s 
Command and Staff College, and did graduate work at 
Washington University in St. Louis.
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tesS CONTROL OUAfiTERLY REPORT ALASKA POWER
AS O F 1. 12/31/S2

1.0 TRENO ANALYSIS OF CLAIMS

______ FYS2________ --FYS3 TO 12/31 —
NUMBER AHllUM r NUMBER AMfllJN r

***** 1.1 TREND ANALYSIS HY COVFRARE *****
WORKERS COMF'ENSATI ON 24 264 .416 64 245.867
STATE PROPERTY i 43i500 1 115.000

TOTAL r c». v 3 0 7 iVI* 65 360.86/

***** ! . '? I KKHli ANALYSTS HY NEXT OPliAKT ZATKINAL 1.E'.'FI V
UNKNOWN APA
MI SC KNOWN APA

ADMINISTRATION
T t FEFT PROJECT 25 3 0 7 »V16 i i*W/ w 360.N.-.V

TOTAI 25 7.07 • V 16 - 65 360»86 7

m * *  i.s irriit ANALYSIS TTY C th'CIIMS TANC E RELEVANT I'D PREVI
PALI S ?. SLIFS 1 71138b 9 4 1 .24S
HANh TOOLS 4 4 48 7o 25.535
MANUAL MATERIAL HDLG 3 5?0 «? 48.793
ttOTOK VEHICLE i 7 «0 4 0
•IRF OR EXPLOSION 1 115.000
ILLNESS 1 •) , I'll! 1 6.893
OTHt-R 15 230 •025 41 123.348

TOTAL 25 707.91/ 65 360.867

>

. PARE 

SO

The above losses have not had a trending or development factor applieJ to them. 

Therefore, these losses will increase when the trending analysis is performed.
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EOSS CONTROL QUARTERLY REPORT

AS OK! 12/31/82
3.0 LISTING GE CLAIMS

CLAIMANT 

CI.AIM NUMBER

ACC DATE

ALASKA POUER

TOTAI. INCURRED STATUS

 d e s c r i p t i o n  OF THE CLAIM-

PAGE 154 

90

ORGANIZATION

***** LISTING OK CLAIMS BY COVERAGE - REPORTED IN THE PERIOD Octobor-Occeaber ***** 

***** WORKERS COMPENSATION *****

BASKET! JAMES 

P0319.323

BENOIT GREG C 

P0319320

BOON DANIEL R 

P0318312

BROOKS TOM E 

P0319316

12/05/92 

MECHANIC BRAOFtELD CANA

11/30/82 

TUNNEL M INER/BRADFIELD

10/28/82 

IKON UORKER/BRADKIEL0 C

11/23/82 
TUNNEL MECHANIC/BRADP IE

CZARNECKI CLYDF A 11/26/82

P0318315 CIVIL I.A80RER/BRADF IEI.ll

DAllfNHAUER MICHAEL I. 11/19/82

P03018309 CHASER/TYEE TRANSM ISSIO

DE GRANi: ALONSO 11/18/82

P0318319 SERVICE 0 (I.EiWBRADFIEl.D

HIGGLES LEONARD C 11/19/82

P031S317 TUNNEL MIHER-BRADFIFLIl

d u c k : j o n h i e  r 

P03018306

DUKES ARDITH ANNE 

P0303024 0

HERRERA EFRAIN R 

F'0303513

HURD BEN 

P0303370

HURD BENNY H 

P0303398

HURD BENNY II 

P9303512

JONES GERAl D E 

P0303377

11/03/32 

CIVIL tNBINEER/BRADFIFL

12/12/82 

COOK/PRADFIELD CANAL AL

10/11/02 
RIGGER/I Yt.E TRANSMISSIO

07/21/82 

MINER/BRADFIEl.H CANAL

09/12/82 

MINER/BRADFIELD CANAL

10/20/32 

HINEK7BKADFIELD CANAL

07/28/82 
ELECTRIC] AN/BRAD!- IEl.S C

KIEOROUSKI DONALD C 10/77/82
F'0'303514 POUDERNAN

3C0.00 OPEN TYEE PROJECT

FEU. FROM LADDER GM CRANE/L-SHPf'LDER CONTUSION

650.00 OPEN TYEE PROJECT

STRUCK BY FALLING RUCK/RI/EAR LACERATION

6»791.00 OPEN TYEE PROJECT

0PRTN8 AIR DR IL.L-i.EP 1' CARPAL TUNNEL SYNDROME

400.00 OPEN TYEE PROJECT

I.IFTNG 8 'LENGTHS OF ANGLE IRON-HUSCLE STRAIN
•

672.00 OPEN TYEE PROJECT

STRUCK BY CHA IM-l. ACER A TIOM-R/ INDEX FINGER

4.891.00 OPEN TYEE PROJECT

SIPO/KEU.-ICE COVERED RD/I../EYE LACERATION

450.00 OPEN TYEE PROJECT

UN PL G MG CEMENT AUGER UHN CEMENT Fl.EU IN'.O L/EYE

500.00 OPEN TYEE PROJECT

SLIPPED/KELL UH11E LOADING STEEL-L/KNEE SPRAIN

350.00 OPEN TYEE PROJECT

JUMPED OFF OF RAMP/l IJMBAR STRAIN

70.950.00 OPEN TYEE PROJECT

SI.PD-UET SPOT-Fl.R/FFLL-TORE LIGAMENTS R/KNFE

130.00 CLOSED TYEE PROJECT

BUMPED BY SAW BAR/FOREHEAD LACERATION

98.07 CLOSED TYEE PROJECT

DROPPED TOW L1N'.--L/E0() I CONTUSION

37.135.00 OPEN TYEE PROJECT

STRUCK BY FALLING ROCK-SEVERE LAKERATION-L/HANP

500.00 OPEN TYEE PROJECT

JUMPED OFF MUCKER/BANGED KNEF/CONTUSION-1. /KNEE

301.92 CLOSED TYEE PROJECT

PINNED BY RR TIES/COMPRESSION INJURY R/LEG

21,000.00 OPEN TYEE PROJECT

EXPLOSICiN/FATALI'IY RESULTED

19104 JAN 27. 19S3



£OSS CONTROL QUARTERLY REPORT

AS OF: 12/31/82
3.0 LISTING (JK CLAIMS

ALASKA POWER PAGE 155

80

CLAIMANT 

CLAIM NUMBER
ACC HATE TOTAL INCURRED STATUS ORGANIZATION

 ------ DESCRIPTION OF THE CLAIM--------------------

***** LISTING OK CLAIMS BY COVERAGE - REPORTED IN THE PERIOD October r-Dccomber *****

KUEPPER RICHARD J 

P031S314

11/15/82 

SHOP FOREMAM/BRADFIELD
50C.00 OPEN t y e e: PROJECT

S. 1'PPEO/KELI. WHILE CARRYING IRON/LUMBAR STRAIN

rtACI.AY PHILLIP 
P0303385

07/30/82 
ELECTRIC IAN/BRADFI El.O C

65.21 CLOSED
FOREIGN BODY R EYE

TYEE PROJECT

MARQUETTE LEE A 

P03018305
09/25/82 

CHAIN SAW OPERATOR TYEE
200.00 OPEN TYEE PROJECT

STRUCK IN EYE WITH STICK WHILE CLEARING BRUSH

MASSIE CLYDE A 

P0501H303
10/30/82 

MECHANIC/TYPE TRANSHISS
900.00 OPEN TYEE PROJECT

GAS FUMES EXP 1.11 ED WHL SI DRUG RATRY TERMINALS

MC DONALD GREG H 

P0319322

10/27/8?

CIVIL LABORER/BRADFI ELD
500.00 OPEN TYET PROJECT

STRUCK BY BROKEN JACK LEG-L/WRIST CONTUSION

MC LFAN LEROY 

P0303386

08/02/82 
MECHANIC/BRADFI ELD CANA

238.65 CLOSED TYEE PROJECT

HIT BY ROCK/SCALP LACERATION

OCHNF.R FRED 3 

P031H310

11/25/82 
IRON UURKER/RRADFIELD C

12,802.00 OPEN TYEE PROJECT

FELL FROM REBAR-APPROX I S ' -FRAC TIJRFD RIBS

OCHSNER FRED S 

P0303523
10/26/82 

IRON WORKER/BRADFIEL0 C
250.00 OPEN TYEE PROJECT

POKED BY TIE U [RE/LACERAT ION R/ASW1

PARR HUNT 

P0303384

03/01/82 
GENERAL LABORER/TYPE LA

2S.15 CLOSED TYEE PROJECT

SWUNG SPIKE HAMMER TO HARD/UPPER BACK STRAIN

PAKR HUNT 

P03.I331S

11/17/82 
GENERAL LABORER/BRADF I L

1,632.00 OPEN TYEE PROJECT

TUSlIi NECK WHL Ul.KNG UP KTEPS/CERV1 CAt. STRAIN

PETERS JON S 

F'0303522

10/71/82 
C A R P F N T E R / B R A D EIE L D f: A N

101.90 CLOSED TYEE PROJECT

KNFELJNG UN CONCRETE/FOLLICULITIS OF THE KNFFS

PETERS JOI! S 
P031S313

11/11/32 
CARPENTER/BRADFIELD CAN

170.50 CLOSED TYKE PROJECT
WATER DRIPPED INTO EYE/FOREIGN BODY R/EYE

PETTICREU ETIiAN 
P03033S2

09/02/82 
TUNNEL LARORER/PRADFIEL

1/9,90 CLOSED TYEE PROJECT

STRUCK BY RtlCK/RCAI. P I ACER AT ION

READ KENNETH E 
P0303391

08/03/82 

SAUYER/TYEE LAKE PRQJKC

88.25 CLOSED TYEE PROJECT

BUCK]NCI TREE/RIGHT HIi* CONTUSION

SHERMAN HARK S 
P0303521

i0/26/82 
APPRENTICE I.1NEMAN/TYEE

680.00 CLOSED TYEE PROJECT
USING BI.CJW PI PE/FOREIGN BODY R/EYE

Sli GSTAD I.EIF G 
PCI 1831:

11/70/82 
CAMP MAINTENANCE/BRADFI

800.00 OPEN TYEE PROJECT
SLIPPED FROM LADDER/GRADF II I./ANKLE SPRAIN

WHITE TIM M 
P0303375

07/28/32 
AIR TRACK DR] l.LER/TYEE

41,750.00 OPEN TYEE PROJECT

TUSTJ.I BACK WHILE LIFT NO KR T] E/AEUTE BACK INJURY

19:04 JAN 27, 1993
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ALASKA POWER AUTHORITY 
ALASKA POWER CONSTRUCTION PROGRAM (APCP) 

  MARKETING CONCEPTS

Use State forms w ith  separate Alaska fro n tin g  company and 
reinsurance w ith  S ta te 's  cu rren t und e rw rite rs . $10,000,000 
l i m i t  w ith a $5,000 deductib le  on f r o n t -p o l ic y .  C urren t '
S tate S . I .R . 's .

Paid Loss Retro on Workers' Compensation p o r t io n  fro n te d  by 
a seperete Alaska company.

Seperate combined Workers' Compensation and C asualty p lace ­
ment scheduled under S ta te  excess o f $10,O00,OCO.

S I ,800,000 backed out "Premium" - Deposit premium = $1 ,200 ,000 .

-  Inc lud ing  SIR loss fund
- Inc lud ing  sa fe ty  in ce n tive  program
- Excess premiums
-  Fronting fees

Look fc r  loss contro l and claims handling in c e n tiv e s , e tc .

Cut construction  co n tra c t amendment.

L e tte r  to Harrison-W estern w itn  wrap-up (APCP) specs.

Cut Broker o f Record le t te r .
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Daie: D e c embe r  14 ,  1S31

Fra-n: L aw r en c e  L .  Drake

To: John  C. Day

A la ska  Power  A u t h o r i t y  - APCOP

L a s t  month o u r  b r o k e r a g e  a p p o i n tm e n t  f o r  t h e  S t a t e  o f  A l a s k a  
was e x t e n d e d  a l o n g  w i t h  C o r r o o n  b B l a c k  t o  t h e  A l a s k a  P ow e r  
A u t h o r i t y .  T h i s  new ly  f o rm ed  d i v i s i o n  o f  t h e  s t a t e  i s  
r e s p o n s i b l e  f o r  $8 ,000 ,000 ,  o f  h y d r o - e l e c t . i c  c o n s t r u c t i o n  
d u r in g  t h e  n e x t  t e n  y e a r s .

As you know, we h a v e  j o i n t l y  b r o k e r e d  t h e  S t a t e  o f  A l a s k a  
b u s i n e s s  f o r  t h e  p a s t  n i n e  y e a r s  w i t h  C o r r o o n  b B l a c k ,  
and h av e  b e en  n o t i f i e d  t h a t  t h e  e x i s t i n g  a r r a n g e m e n t  w i l l  
c o n t i n u e  f o r  s om e  t im e ,  as  t h e  s t a t e  p e r c e i v e s  t h i s  a r r a n g e ­
ment as  p o l i t i c a l l y  a d v a n t a g e o u s  as w e l l  as w o r k a b l e  
p r o f e s s i o n a l l y .  •

We have  frrcpo&ed .  i n i t i a l l y  t o  e x t e n d  t h e  s t a t e  p r o g r am s  t o  
t h e  A la sk a  Power  A u t h o r i t y ,  u s i n g  them t o  b a c k  up a s e r i e s  
o f  owners  w rapup  p r o j e c t s .  As we a r e  r e s p o n s i b l e  f o r  t h e  
mar in e  t r a n s i t ,  l i a b i l i t y  and w o rk e r s  c o m p e n s a t i o n ,  t h e  
m a j o r i t y  o f  t h e  f e e  b i l l i n g s  w i l l  a c c r u e  t o  o u r  b e n e f i t .  We 
e s t im a t e  t h a t  t h e  t o t a l  b r o k e r a g e  i n c om e  o v e r  t h e  t e n  y e a r  
p e r i o d  w i l l  e x c e e d  $ 5 ,000 ,000 ,  and t h e r e f o r e  t h i s  r e p r e s e n t s  

• a m a j o r  p r o s p e c t  f o r  u s .  We h av e  a l r e a d y  s e c u r e d  o n e  c o n t r a c t  
t o  r e v i e w  d o c u m en t s ,  and a r e  f a c e d  w i t h  th e  p o s s i b i l i t y  o f  
b i l l i n g  a n o t h e r  $100,000 on a f e e  b a s i s  f o r  a p r e l i m i n a r y  
c o n s u l t a t i o n  on t h i s  p r o g ram .

Wh i l e  t h e r e  i s  n o t h i n g  unu sua l  i n  w o r k i n g  on a c o - b r o k e r a g e  
b a s i s  w i t h  C o r r o o n  b B l a c k ,  t h e  $t.;,te o f  A l a s k a  i s  p a r t i c u l a r l y  . 
s e n s i t i v e  t h e  i s s u e  o f  u s i n g  " o u t s i d e  f i r m s . "  The C o r r o o n  
b B la ck  o p e r a t i o n  has o v e r  n i n e t y  p e o p l e  i n  A l a s k a  and ,!s 
p e r c e i v e d  as b e i n g  l o c a t e d  i n  t h e  s t a t e ,  w h i l e  we a r e  s t i l l  
v i ew e d ,  o r  s h o u l d  I p e r h a p s  s a y  s u s p e c t e d ,  a s  b e i n g  " o u t s i o ^ r s . "
In a r r a n g i n g  t h i s  c o n s t r u c t i o n  program th e  l e g i s l a t u r e  h a s  ' . 
s p e c i f i c a l l y  i n s t r u c t e d  t h e  A la sk a  Power  A u t h o r i t y  t h a t  
p r e f e r e n c e  be g i v e n  t o  A la sk an  f i r m s .  We h a v e  t h e r e f o r e  
b een  i n s t r u c t e d  t o  u t i l i z e  A la skan  i n s u r a n c e  c o m p a n i e s  w i t h  
whom we have  n e g o t i a t e d  a f r o n t i n g  a r r a n g em en t  w h i c h  we b a ck



Marsh & McLennan, Incorporaied

Page  c 
John  C. Day 
Dec embe r  14,  1981 '

by r e i n s u r a n c e .  Vie h a v e  a l s o  b een  a sk ed  t o  d e v e l o p  a 
p r e s e n c e  i n  A l a s k a  u n d e r  the  t r a d e  s t y l e  o f  APCOP,  a 
■synoayer f o r  t h e  A l a s k a  Power C o n s t r u c t i o n  P r o j e c t .  T h e  
i n t e n t  o f  t h i s  t r a d e  name and A la ska  p r e s e n c e  i s  t o  a l l o w  ' 
t h e  A la sk a  P o w f  * A u t h o r i t y  t o  p r om o te  t h e  p r o g r a m  a s  an 
A la s k a  v e n t u r e .

I ha''e c o n t a c t e d  B a r r y  F u r s t  and p r o v i d e d  h im  w i t h  p r e l i m i n a r y  
do cumen t s  a s  t o  how we can u t i l i z e  t h i s  t r a d e  s t y l e  w h i l e  a t  
t h e  same t im e  m a i n t a i n i n g  an e x i s t i n g  c o n v e n t i o n a l  j o i n t  
b r o k t r a g e  a r r a n g em e n t .  Bar ry  and I a r e  w o r k i n g  on t h e  a c t u a l ' • *
d e t a i l s  of__t h i s ,  as w e l l  as c o n s i d e r i n g  s p e c i a l  p r o d u c t i o n
D e c a u s e  o f  t h e  n a t u r e  o f  th e  w o rk in g  r e l a t i o n s h i p  w i t h  f
Cnrro* & B l a c k ^ j T F o r  o n e  i n s t a n c e  I b e l i e v e  i t  a d v i s a b l e

c : u l  t o  s e c u r e  an e r r o r s  and o m i s s i o n s  p o l i c y  f o r  t h i s  
p a r t i c u l a r  p r o j e c t , s i m p l y  b e c a u s e  o f  i t s  n a t u r e  and t h e  
t r a d e  s t y l e  o f  APCOP i n c r e a s i n g  the  p o s s i b i l i t y  cf-.a  
Ka r sh  & McLennai e r r o r s  and o m i s s i o n s  c l a im ,  w n i c k  c o u l d  b e  
t r i g g e r e d  by C o r r o o n  & B la ck .

W h i l e  t h i s  p r o j e c t  p o s e s  s u b s t a n t i a l  r e v e n u e  p o t e n t i a l  a t  • 
f a v o r a b l e  p r o f i t  m a r g i n s ,  I f e l t  t h a t  i t s  n a t u r e  r e q u i r e d  
y c u r  s p e c i f i c  a p p r o v a l .  We h a v e  a l r e a d y  s i g n e d  t h e  a f o r e m e n t i o n e d  
c o n t r a c t  f o r  c o n t r a c t  r e v j e v L v n t n  t h e  s t a t e  and  w i l l  h a v e  an 
o p p o r t u n i t y  t o  e x e c u t ^ w e v ^ r a i 5 o t h e r  l a r g e r  c o n t r a c t s  i n  t h e  n e a r  
f u t u r e .  The p e c u l i a r  n a t u r e  o f  th e  r e l a t i o n s h i p  w i t h  C o r r o o n  
I  B l a c k  s u g g e s t s  t h a t  we have  an a g r e em en t  s p e l l i n g  o u t  t h e  
d u t i e s  and r e s p o n s i b i l i t i e s  as w e l l  as h a v i n g  a m u t u a l  h o l d  
h a rm l e s s .

I h e  a c t u a l  b i l l i n g s  o f  t h e  s t 2 t e  w i l l  go  u n d e r  t h e  name o f  
APCOP - Marsh  & McLennan,  as we must u s e  t h a t  t r a d e  s t y l e  t o  
e s t a b l i s h  t h e  n e c e s s a r y  A la sk an  i d e n t i t y .  F r om  my i n i t i a l ,  
c o n v e r s a t i o n s  w i t h  B a r r y  F u r s t ,  and t h e  p r im a r y  r e s e a r c h  we  ' 
h a v e  d one ,  we can work o u t  t h i s  a g r e em en t  and  p r o t e c t  M a r sh  & 
McLennan w h i l e  c o m p l y i n g  w i t h  th e  i n s t r u c t i o n s  t o  u s e  t h e  t r a d e  
s t y l e  and t o  work j o i n t l y  w i t h  C o r r o o n  & B l a c k .

LLD/ps



Item 4 of Assignment- II is the preparation of a report on the PROS 
and CONS of a wrap-up or Owner controller insurance program (OCIP).

J

The response to this assignment follows; however, what is not 
contained in the PROS and CONS of such a program are other matters 
which I perceive to be of utmost importance before a discussion of 
the assignment is undertaken. These are:

1.- The single most important consideration of such a program is the 
proper preparation of all contracts relating to the Project: 
procure, procure and construct and construct only contracts. The 
proper risk management and owner controlled contract language must 
be prepared before the OCIP Is undertaken.

2.- These provisions must be communicated thoroughly to all bidding 
contractors.

3.- A project insurance and safety manual is a necessity. The 
contractors should know what is expected of them in terms of 
life safety and property loss control including their participa­
tion in a fire brigade. This manual should contain a require­
ment for on-site verification of certified payroll, claims 
procedures and the method by which safety matters will be commu­
nicated. ‘

4.- The "project" should be one of an on-going nature which is of 
sufficient size and duration in terms of values, payrolls, etc. 
to make possible the successful use of an OCIP. One project of 
relatively short duration and low values does not meet this test.

5.- Proper manuscrlpting of insurance policies is needed to meet the 
obxigations undertaken in the roject contracts and to protect 
all facts of the project, the owners and contractors ,

6.- This report may be academic if the Alaska Legislature passes 
legislation prohibiting the OCIP approach for construction projects.
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PROS

1) More control over quality of insurance program through centraliza­
tion of authority.

A major advantage in the Owner or Wrap-up controlled insurance 
program (OCIE-) is the ability of the owner to control the quality 
of the insurance program. Ihe owner can choose the approach to 
insurance needs, and a company that will fulfill the needs of 
the program.

The centralization that such a program provides can benefit the 
owner in many areas. Such as loss control, claims settlement, 
public relations, etc. Centralization also has the potential to 
provide cost benefits to the owner through less duplication of 
efforts, resulting in reduced administrative cost, and better 
bargaining power with brokers and insurance companies because 
of the size of the program. These areas are discussed separately 
in this report.

2) Likely reduction of premiums because of large size of project.

A major advantage of the owner controlled insurance is the 
opportunity to reduce construction insurance premiums. This is 
simply a result of the competition that is generated for a project 
with high premium volume for Casualty Insurance. A large number 
of smaller individual contractors and subcontractors policies do 
not have the attraction of those with premiums in the millions of 
dollars.

The size of the premiums allow the owner bargaining power which 
can benefit the project not only in the cost, but in timing of 
premium payments, size of deposits etc.

This latter reference is especially the case with respect to course 
of construction insurance. If separate builders risk or course of 
construction insurance were purchased by each contractor and sub­
contractor, the owner would experience an increase in total cost of 
constructicn due to the pyramiding of these premiums. These 
premiums are a function of values at risk; as each succeeding 
contractor becomes involved, vhe value of risk increases and conse­
quentially the cost of insurance.
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Potential for saving money as a result of controlled administrative 
costs.

Consolidation of Project's insurance coverage can result in savings 
in administrative costs because paperwork is reduced. The owner 
does not have to renew all the contractors and subcontractors insur­
ance programs to assure their compliance limits, in coverage, choice 
of insurers, etc. There can be a reduction of files, correspondence 
and meetings concerning renewals and cancellation of contractors 
insurance programs. The owner-controlled program can avoid 
expensive and time-consuming delays and shutdowns that can result 
from non-bcading or non-compliance to standards of insurance by 
contractors.

Improvement in loss control <md safety coordination through project- 
wide program.

A large construction project contains many potential hazards, and 
an effective safety and loss control program can result in great • 
savings in money, time, and injuries. in owner-controlled program 
of insurance allows standardization of loss control and safety 
procedures, which would not be possible with the numbers of parties 
that would be involved in insuring each contractor and subcontractor 
individually. This standardization can benefit the project by 
eliminating unnecessary duplication of engineering by the individual 
parties involved in overlapping areas and also by increasing the 
authority of enforcement of loss prevention standards. In addition, 
because cf the size of the insurer's stake in such a proj^rt, t.he 
insurer is more likely to involve itself in an effective loss control 
program.

The program can also be planned under the loss control philosophy of 
the owner and is not involved with many conflicting methods of 
reaching the same goal.

The owner of the program receives any dividends from favorable 
Workers Compensation experience. Effective loss control and safety 
engineering programs can result in this direct saving.
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5) Reduction of litigation iz i claims from accidents that involve 
questions of liability because of unity of insurance interests.

An OCIP can reduce litigation in claims from accidents that involve 
questions of liability because it unifies the insurance interests 
of different contractors or subcontractors that might be involved.

It eliminates the need for subrogation by insurers of each party 
in disputes involving liability for accidents and thus saves money 
and time required for litigation. There is also less litigation 
over grey areas of coverage or questions of which carrier is liable 
or which subcontractor is responsible.

A wrap-up plan is especially useful in states that have "safe place 
to work" statutes because many suits of this type can be avoided by 
use of this type of plan.

6) Standardization of claims settlements because of centralized loss 
control.

An OCIP can provide better investigation of claims because the same 
adjusters who are familiar with project handle all claims. Standard­
ized handling of claims can result in more equitable settlements and 
the process can be less expensive. When a question of Worker's 
Compensation and/or liability coverage arises, the claims adjuster 
cr.uld work with both aspects of the claim. Fewer insurers to work 
with should result in more efficient and less expensive claims 
settlement procedures.

7) Safeguard of good public relations with community.

A project requiring a wrap-up plan of insurance will be a large one 
which will require several years to complete, and once completed, 
the owner will probably be associated with the location for a 
longer period. For this reason, public relations are important on 
large projects and an owner-controlled insurance plan will allow the 
owner to conduct his project to result in the best possible relations 
with the community.

Any large construction project will be met with a certain amount of 
resistance from the area because of inconvenience, but if a project 
involves relocation of peoples homes, hazardous materials, explosives, 
or other especially sensitive issues it behooves the owner to plan 
a careful campaign of public relations to make the community aware 
that the owner is doing everything possible to minimize accidents, 
eliminate health hazards and protect the environment.



When accidents occur at a site, the publicity usually falls on the 
owner rather than the particular contractor or subcontractor who 
employs the injured worker. Since the owner will probably get the 
blame, it makes sense for hir. to exercise as much control over the 
situation as possible.

Handling of Claris from accidents requires the awareness that an 
economically advantageous settlement for the owner may cost a lot 
in public relations. These can be weighed by the owner in a OCIP 
in a way not possible if a contractor or subcontractor is settling 
claims against him.

An OCIP gives the owner the opportunity to coordinate a positive 
public relations plan and gives the owner the maximum control over 
community relations.
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CONS

The OCIP holds few disadvantages for the owner of the project.
The owner must be careful to assure himself that the wrap-up 
program really is more cost-effective than individual insurance 
of contractors and subcontractors. This is not always easy to 
determine because the information is not always readily avail­
able for comparison. The bids of the contractors with and 
without insurance which are necessary to make this decision 
could lead the owner to inadvertently overlook the lowest bidder, 
so care must be taken in the investigation of the implementation 
of the program.

There has been some discussion that the OCIP restrains trade by 
placing the contractors and subcontractors insurance with unknown 
carriers without giving them any choice or input. Agents of 
contractors may feel that the wrap-up program takes their business 
unfairly. The size of the wrap-up program gives the owner an 
unfair advantage by giving "group'1 rates when the risk is the 
same but would cost more to individual parties. These criticisms 
are not really disadvantages to the owner, but are brought out 
in the literature and could become important.

The major disadvantage to the owner is the opposition of contrac­
tors and subcontractors to OCIP programs. Some of tneir criti­
cisms include the interference of the wrap-up in their regular insur­
ance programs, the addi_ion of administrative expenses for which 
they are not compensated, the lack of individual consideration 
which could result in coverage that is not really appropriate for 
a specific party involved, and the possible deterioration of a 
contractor's experience modification because of the carelessness 
of oth'ers in the program. For these and other reasons, many con­
tractors do not favor OCIPs, ind this may cause conflict with the 
owner that would be to the owner’s disadvantage.
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Although other savings may accrue through use of an OCIP, the basis
for a decision on whether or not to use such a program is a comparison of
estimated premiums for all parties insured individually versus those of the 
OCIP.

A formula to assist in this comparison is: 

n n

( pv °f B i ■ Y L pv °f b ' i ) >  ( pv °f pw - pv °f p 0 ) 1
i-1 i-1

B is the amount bid on construction contract i by the contractor(s) 
who wins the job when insurance is paid for by the crntractor(s).

B'^ is the amount bid on construction contract i by the contractor(s)
who wins the job when insurance is paid for by the owner.

n
\  is the summation of the elements in the series, i.e. cost of bid 

of contractor A + bid of contractor B, etc.

PV is the present value with each amount discounted at a specific
rate of interest from the time of future payment to the present.

Pw is the premiums the owner would pay for the wrap-up.

PQ is the premiums the owner would pay to cover his interest if there
was no wrap-up.

For a wrap-up plan to be feasible the left side of the equation 
should be significantly larger than the right side unless there are 
other factors that make a wrap-up plan especially desirable. If the 
right side is larger, then money would be lost rather than saved by 
use of such a plan.

Cost Comparison for OCIPs

Hfhitfcrd, George W. "Wrap-Up of Insurance Programs," Issues in 
Insurance Vol. II. (Malvern, Pa. : American Institute for Property and 
Liability Underwriters, 1978), p. 315.
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The James Bay Project: 
A Symbol of Engineering and 
Risk Management Expertise

by Marc Darby

t

~ W t began in 1971, when a Quebec government 
Be law created the Socidtd d’C-nergie de la Baie 

James (SEBJ) and mandated the construction 
-JfiaL. and exploitation of the hydroelectric resources 
of an immense, nearly inaccessible and practically 
uninhabited territory in northern Quebec. La Grande- 
Complex, as it has come to be known, is almost
110.000 square miles in area, 450 miles from east to 
west and 400 from north to south. It forms an enor­
mous jigsaw puzzle— the pieces of which are all es­
sential. When work was at its peak in 1978 and 1979,
18.000 workers braved isolation, solitude and ex­
treme cold to double Quebec’s hydroelectric power.

Evolution of the La Grande Complex

The La Grande Complex is being constructed 
around the La Grande River, which is Quebec’s third 
largest major watercourse. The river has a drainage- 
basin of approximately 55,000 square miles and an 
average flow of 5,500 cubic feel per second. The La 
Grande, the main tributary of .lames Bay, flows over 
497 miles, with a drop in elevation of 1,235 feet.

Construction was divided into two phases. The 
first of which included construction of three power 
stations on the La Grande River: LG 2, LG 3 and LG

Marc Darby is director o f risk management and insurance 
for Im  Societe d'cnergie de La liaie James. Montreal. Mr. 
Darby has served as president o f the DIMS Quebec Chapter, 
has been a member o f the Society's board since 1977 and is 
currently the first vice president o f RIMS.

4, each with its large forebay.
To increase the potential of the La Grande 

River, the La Grande Complex also involves the di­
version of two oilier rivers— the Eastmain to the 
south and the Caniapiscau lo the east— resulting in 
the formation of two immense reservoirs. However, to 
hold the waters of the forebays and reservoirs, the 
construction of 203 dikes and eight dams was neces­
sary'. The longest of these structures is nearly 2.5 
miies and the highest is approximately 525 feel. All 
arc constructed of natural materials found in the area, 
including moraine, sand, gravel and rockfill.

By .January 1982, construction was 7/ percent 
completed. With its 37 generating units. Phase 1 of 
the La Grande Complex has an installed capacity of 
10,282 megawatts, and its annual production will 
reach 62 billion kilowatt-hours. The La Grande Com­
plex will enable the province of (Juebec to increase 
its installed capacity by 61 percent and its generation 
of electricity by about 70 percent.

Converting Water to Power

Located about 70 miles from the mouth of the 
La Grande River, L,C. 2 is the largest of tire three 
generating stations of the La Grande Hydroelectric 
Complex Phase 1, and, in fact, is the largest under­
ground powerhouse in the world. Its 16 generating 
units, each with a capacity of 333 kilowatts, have 
already been delivered to Hydro-Qudbec for opera­
tion. With its total installed capacity of 5,328 mega­
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watts, LG 2 can generate 35.8 billion kilowatt-hours 
annually. The site also features an impressive spill­
way where water cascades down what looks like a 
gigantic stairway. This structure can discharge up to 
53,411 cubic feet of water per second.

LG 3 is the site of the longest dam of the La 
Grande Complex. Engineers chose a location where 
an island once divided the river. This island, because 
of its rockbed, was also chosen to be the seat of the 
spillway that appears to divide the dam into two sec­
tions. The LG 3 powerhouse was built on the south­
ern bank of the river in a deep trench excavated just 
below the downstream toe of the dam. It houses 12 
generating units that will generate 12.3 billion kilo­
watt-hours annually, and its installed capacity is 
2,304 megawatts. The first generating unit became 
operative in June, 1982.

The LG 4 powerhouse, which is planned to be 
commissioned in February, 1984, is also a surface 
structure. With its installed capacity of 2,650 mega­
watts, it will become the second most powerful power 
station in Quebec after LG 2. Annual uninterruptible 
energy from the nine generating units to be installed 
there will read’ approximately 14.1 billion kilowatt- 
hours.

Harnessing River Power

About 93 miles south of the La Grande River, 
the Eastmain and its tributaries, the Opinaca and 
Petite Opinaca, have been diverted into the LG 2 
forebay. This additional inflow increases the 
generating capacity of LG 2 by 25 percent.

Located at the northeast end of the territory, the 
Caniapiscau River used to flow north into Ungava 
Bay. Engineers, however, cut it off and directed the

water flow towards La Grande river resulting in the 
formation of a reservoir more than 2,485 square 
miles, the largest surface of water in Quebec. Its us­
able storage of 124 billion cubic feet contributes 35 
percent of all the electric ty generated by the three 
powerhouses.

The energy transmission system, which brings 
the electricity to the consumption centers, required 
the construction of five 735-kilovolt lines in three 
separate corridors. These lines, 3,200 miles long, re­
quired 11,950 towers.

The overall cost of the La Grande Complex, in­
cluding the energy transmission system and interest, 
will finally be $14.6 billion (Can.).

Infrastructures and Living Conditions

The rivers of the James Bay territory were not 
uncharted. Between 1965 and 1971, Uydro-Quebcc 
had sponsored several exploration campaigns and, 
when it was decided to develop the potential of the 
La Grande River, SEBJ inherited this data. SEBJ 
then conducted further exploration work.

The first task was to build a road to the sites of 
the future hydroelectric projects. In 1971, an army of 
men and machines went to work to build the road 
linking LG 2 and the town of Matagami. This road, 
approximately 450 miles long, was built in 450 days 
at a cost of $450 million (Can.). While construction 
of this north-south road was being completed, SEBJ 
began construction of an east-west axis which led to 
the other job sites of the Li Grande Complex. A  total 
of 932 miles of roads was required to be constructed 
during this stage of the project. A fleet of planes was 
also acquired. And, when work was at its peak, 
SEBJ's six Convair 580 aircraft transported more
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than 100,000 workers annually. Between 1972 and 
1980, SEBJ used its own Hercules aircraft to trans­
port freight.'

Coinciding with road construction activities, 
preparations were made for the arrival of the 
thousands of project workers. This hardy lot would 
be living in isolated and remote areas, far from their 
families, in an inhospitable environment and harsh 
climate. In order to offer workers as many of the 
comforts of modern life as possible, SEBJ resolved to 
devote special attention to living conditions.

Major resources were invested so that every 
large campsite (a minimum of 1 ,000 residents for 
three years or more) could be favorably compared to 
an average town. Besides municipal services, a whole 
range of community services, including a hospital, 
laundry, administrative center and chapel, were pro­
vided. Equally significant investments were spent on 
recreation, to provide pleasant fonns of relaxation for 
the workers. To direct these activities, SEBJ hired 
recreation and sports specialists. Even in the early 
years, a satellite and microwave communications sys­
tem was in place, so that workers could receive radio 
and television programs and communicate with their 
families by telephone. Major daily newspapers are 
also available on die sites only a few hours after 
publication.

Obviously, construction of the La Grande Com­
plex has been an immense logistical problem. A final 
example: 110 ,000 tons of food will be consumed be­
tween 1972 and 1985. In 1978. the 18,000 workers 
breakfasted on some 80,000 eggs and a ton of bacon!

SEBJ— A Project Management Company

SEBJ acts as the project management company 
on behalf of Hydro-Quebec, Quebec's state-owned 
monopoly electrical utility. Its role consists of super­
vising all activities, from exploration to the deliver)’
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overview of project's various construction sites.

of the powerhouses and supporting structures to 
Hydro-Quebec, and assuring that budgets and 
schedules are respected.

The first challenge faced by SEBJ in building 
the La Grande Complex was the formation of an 
appropriate administrative structure. This structure 
had to be flexible and dynamic, because of the lim­
ited duration of the construction and the fluctuations 
in the size of the work force.

SEBJ decided to fill its manpower needs with 
available Hydro-Quebec resources and two outside 
firms: Lalonde, Valois, Lamarre, Valois et Associds, 
Inc. and Bechtel Quebec Ltd.

The construction of the first phase of the La 
Grande Complex, which is now nearing completion, 
has had a major economic impact. Of the overall cost 
of $14.6 billion (Can.), actual construction will take 
some $10.75 billion (Can.), $3.7 billion in wages and 
$7.0 billion for the purchase of goods and services. 
Since SEBJ entrusts all work to outside firms, 
Quebec contractors and manufacturers have greatly 
benefited from the development of the La Grande 
River. Companies located outside Quebec Province 
have also benefited from the project. For instance, 
purchases of goods and services outside Canada have 
.amounted lo nearly $1.72 billion 'Can.).

Phase I of the La Grande Complex is only the 
first of the hydroelectric projects lo be built by SEBJ. 
During the next 10 years, whenever requested by 
Hydro-Quebec, the company will undertake construc­
tion of three other hydroelectric projects: Phase 11 of 
the La Grande Complex, the Grande Baleine project 
and the Nottaway-Broadback-Rupert (NBR) project. 
These three projects will require investments of at 
least three times those required to build Phase 1.

The Risk Management Program
The risk management mechanisms that must be 

developed when starting a project of the scope and 
nature of the James Bay project are as varied as they 
are complex. Since SEBJ was ordered to build this 
“megaproject” according lo a budget approved in 
1971, it was essential to cushion the financial losses a 
disaster might entail, in order to minimize the risks 
of exceeding this budget’s parameters. It was decided 
that insurance would be one of the major financial 
tools. Thus, the mechanisms to cover potential risks 
were progressively instituted shortly after the crea­
tion of SEBJ.

In early 1972, an Insurance Committee was 
formed and given the mandate to take the steps 
necessary to protect the company against risks re­
sulting from expanding activities. The committee’s
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Wrapping Up Big Construction Projects'"
Wrap-iip insurance, an idea that first was popular in unqualified support., T'f single, well-structured

tire late 1.940-5 and early 1950s, is again proving attrac- safety program usually reduces the ultimate pro- ‘
». the to owners of some of today’s most imposing con- ject cost The coordinated claims program allows a

siruction ventures. uniform approacli to claims handling. This, in turn,
j£j>; Hospitals. symTiel projects, shopping malls, oifice reduces intercompany insurance. disputes and

tiiv̂ s.-iridustoatyadiilies— even gambling casinos—  costly subrogation, and results'in rapid and satis-
have alt found “wrap-up" ideal for their pmposes. factory claim settlements. Uniformity and reduced

iWrap^up insurance combines key units of construe- claims costs also'contribute to,sound relationships
tion coverage! such as workers’ coinjrensatioh, general among all parties lo the project

&• liabilityjahd buildcfs risk, into a single package placed * Concurrent and uniform coverage for the
and financed by 'the project owner. The general conlxac- owner, contractor end alt subcontractors. The

; Ter and subcontractors are thus relieved of the necessity' greatly reduced administrative requirements of the
to buy required insurances for that particular project insurance program also cuts costs.
When first developed, wrap-up insurance 'appealed-to • Improved public image. The owner, who Will be

f  owners .because Urey realized they were paying .for con- Identified with the site for many years, is seen by
tractors’ coverages in any case {since the*̂ costsywere the public as Uie one responsible for prevention of
part of the construction companies* bid,s).'■ ftie’Tdea of serious injury or damages. The contractor or sub-
marketing a coordinated program to a single under- contractor is less visible. The combination of an
writer made practical sense. • - v : v! - effective safely program anda responsive-claims
Because of ihe larger dollars involved, Ui<?-o\vriers ob - procedure that yields fair and equitable settle

lained xcdiiccd premium rates and hatter coverages and merits avoids adverse pdbiidly. Centralized com*
k:( the Underwriter, who got more .dollars, to \701h With, municaUon with merlia by one insurance compatiy

could afford to give the owner more s e r v i c e s / w B s ^ V - i n  case of an', incident avoids the problem ol sev- 
'̂ Wra/z-up insurance hit a lull in the early 1970s when end underwriters seeking to lay financial rcsponsi-
cot,yruction activity declined and underwriters became billty on each other. : .
Wdifereut to the coverage due to ecohmhic condiUons. o' Contractor iiiualuemeni Since wrap-up makes
In, 1974, however, many state passed enabling legis- insurance available To all approved contractors,

taliori that revitalized the wrap-up concept. These laws those who might not otherwise be able to secure
allowed the combination ot several' construction pre; insurance are covered automatically. This helps
miums-to be viewed as a group premium for discouht promote tire use of, minority contractors on major
and retrospective rating purposes. Prior to this, each protects, j: . '
premium had been viewed Individually. ./Tvr • Reduced cost. Mas:, buying from one underwriter
Ensuing activity in office construction, trade centers gives the owner leverage, with insurance com-

and other large projects caused "Wrap-up” to. return in panics. A combination of safety, claims control
style. Owners of those projects valued at a 'construction and mass buying often produces significantly
cost of $25 million (minimum) in suburban areas, and lower costs,
$50 million {minimum) in urban centers were.the first Keys to tire cost efficiency of wrap-up Insurance are
bUyers’. both the safety program and the rating plan Jeveloped
The owners achieve five key benefits: by the insurance broker and accepted by the under-
® A tz'drdimled loss control and claims handling writer. Because there is a substantial premium to. be
program that applies to all work at the site. placed with one underwriter, the broker can design a
Each party in the construction project is variety-of premium 'funding mechanisms,
thoroughly familiartzed with the Joss control'pro- Wrap-up insurance is a time-1 estnd construction
gram and agrees to support it. With the owner’s coverage concept. It is having a well-deserved revival,

I n i i i o S p r i n g v d i t l n o t  only for its convenience and efficiencies, but also for 
peblishid'̂.jwiUcrlyT’,- jJohniw & til̂ iw, ami i;. n-printed with iu «* broader advantages— building protection for human
Permission. life ami keeping the owner's image at its brightest.

first task was to arrange for the selection of the 
broker(s) best able to provide adequate services lo 
insure property under construction. The insurance of 
other risks was relegated to relatively minor status.

In order to obtain a versatile “talent”, it was

decided to innovate and, instead ot selecting a single 
broker, a consortium ot brokers was formed. In May, 
1972, the brokerage firms of Dupuis, Parizenu, 
Tremblay, Inc., Gerard Parizeau Ltdc. and Stewart 
Smitli (Canada) Ltde. were selected to form Le Con-
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sortium des Courtiers d'assurances de la Soci6t6 
d’dnergie de la Baie James. Tliis brokerage group 
became known as the Consortium.

Working in close collaboration, the Insurance 
Committee and the Consortium were responsible for:
• evaluating the potential risks as construction pro­

gressed;
• drafting the texts of insurance policies for builder’s 

risks and public liability that were adapted to the 
project; and

• underwriting and renewing various other insurance 
policies necessary for protection against incipient 
risks.
Meanwhile, a risk management and insurance 

consultant was hired to evaluate this approach, make 
a risk evaluation of tire projected construction ac­
tivities and submit any recommendation to cope with 
the corporation’s eventual risk management exposure.

The con.uiltanl confirmed that most of risk 
treatment measures, taken to that point, were satis­
factory, and further recommended the appointment 
of an insurance coordinator. The title of this posi­
tion, filled on November 5, 1973, has since been 
changed to Director of Risk Management and Insur­
ance to more accurately reflect the department’s ac­
tivities.

By lire end of 1973, the texts of the policies, as 
well as the negotiations with the numerous insurers, 
were nearing completion In fact, the policies were 
underwritten on May 1,1974.

Underwriting the Builder's Risk and CGL Policies

The eventual adjudication of numerous contracts 
to consulting engineers, contractors and various 
suppliers presented a situation of a special nature.

In order to avoid a situation wherein each com­
pany under contract underwrites its own policy, each 
witJi its different conditions, and lo prevent the pre­
miums split among many insurers, the two policies 
were designed to insure each and every company—  
engineers, contractors and suppliers— under contract 
with SEBJ.

The errors or omissions of consulting engineers 
or architects entering into contract wilh SEBJ pre­
sented a different and specific problem. Since most of 
these contracts were long-term, SEBJ wanted to 
avoid that a claim be publicly discussed in a court of 
law. Therefore, the Builder’s Risk policy was drafted 
with a section insuring SEBJ against damages re­
sulting from the error or omission of an engineer 
without having lo prove the legal liability of the en­
gineer or the architect.

Since the Builder’s Risk policy insured the prop­
erties of ail those working on the project site, the 
Comprehensive General Liability (CGL) policy was 
designed lo exclude the indemnification of damages 
to goods or properties owned by any of the insured. 
Thus, a substantial reduction of Ihe CGL premium 
was obtained. The CGL was lo indemnify only for 
damages to residents of the tenilory, to visitors or. in 
case of damages, to any person not insured under the 
Builder's Risk policy.

The two policies contained, among others, the 
following conditions:
• wrap-up form, insuring the SEBJ, its constituent 

corporations and any engineer architect, contractor 
or supplier to perform on the territory;

• specific waiver of subrogation by the insurers 
against any insured person or legal entity; and

• designation of SEBJ as agent of all other insured 
for any negotiation relative lo the policies.
The underwriting of the policies coincided with 

the start of construction. The policy limits, therefore,
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had to reflect the possible maximum lass to which 
the properties were to be exposed over the next two 
or three years. All parties concerned were cognizant 
of the fact that a revision of said limits was possible 
and, in fact, probable.

The Builder’s Risk policy was underwritten with 
ai original limit of $15 million (Can.) with a sub-limit 
of $30 million (Can.) for damages caused by an en­
gineer or architect error or emission. Since works 
were to be performed in a remote area and most of 
the properties were insured by the Builder's Risk 
policy, the limit of the CGL policy was chosen to be 
$25 million (Gm.).

The projected annual investments of the corpo­
ration (appro;:. $1.25 billion), the premium credits for 
different levels of deductibles and SEBJ’s capacity to 
assume losses were some of the considerations that 
led to the selection of a $1 million (Can.) deductible

The underground power house in LG " is shown wilh its par- 
tially assembled unit in the foreground.

under the Builder’s Risk policy and $100,000 (Can.) 
under the CGL policy.

Disseminating Information to Insureds

Since these policies were underwritten by SEBJ 
to its benefit and that of others insured, it became 
necessary to fully inform all other insureds. This was 
accomplished by supplying them with excerpts of the 
policies. Since then, extracts of the policies are sup­
plied to all bidders by means of a section of the call 
for tender document. This insurance section eventu­
ally becomes part of the contract between SEBJ, its 
engineers, contractors or suppliers. This section also 
describes the obligations of SEBJ and that of other 
insureds in insurance matters (quotashare, loss re­
porting procedures, etc.).

With policy deductible levels too high to be 
fully absorbed by any of the other insureds, it became 
necessary to set a lower quota-share for them. How­
ever, the level of this different deductible had to be 
high enough to keep the other insureds aware of the 
necessity for them to install adequate safety mea­
sures. At the same time, the deductible had to be at a 
level such that the other insureds would not look to 
insurance to cover the financial losses and thus defeat 
the advantages of the wrap-up program. The self­
assumed or imposed deductibles to other insureds 
was set at $5,000 (Gin ). The bid document imposes 
such obligations on all parties to the contract.

On July 1, 1977, SEBJ underwrote a new CGL 
policy to replace the one in force since 1974. Certain 
insurers, experiencing reinsurance difficulties, with­
drew. The new policy carried a $1,000,000 (Can.) de­
ductible as opposed lo the previous $100,000 (Can.).

Major Insurance Revisions in 1981

The aforementioned insurance program re­
mained in full force until the end of 1981 when a 
major revision of the loss financing tools was under­
taken.

During the course of the project, SEBJ became a 
wholly owned subsidiary of Hydro-Quebec, and the 
Crown Corporation was mandated to generate and 
distribute electricity to the residents of Quebec Prov­
ince. Furthermore, the approaching completion of 
the first powerhouse (LG 2) and its transfer to 
Hydro-Quebec was changing the whole context.

Considering the above factors, plus the fact that 
the loss experience was uniquely good, it was de­
cided to:
o terminate the underwriting of the errors or omis­
sions insurance:

• increase the levels of the self-assumed retention;

P.VI- if .m  .......................... •• r o o o



An aerial view o f the LG 4 main dam. is in  the center, with

• look for increased policy limits commensurate 
with the possible maximum loss.
The levels of deductible or self-insured retention 

for damages to properties under construction have 
been set at $10 million (Can.) and at $30 million 
(Can.) for damages to fully operative completed prop­
erties. The quotations received from the under­
writers, as well as their reaction, seemed satisfactory. 
They were to participate only to losses above the 
levels of operation type of losses. At the same time, 
these self-assumed levels could be safely assumed by 
SEBJ and/or Hydro-Quebec. A new policy wording, a 
technical report and a projected investment schedule 
were prepared and presented to different insurers. 
And, much to SEBJ’s satisfaction, tv' policies, one 
primary with a limit of $300 million (Can.) in excess 
of the self-assumed retention, the other with a $700 
million (Gan.) limit in excess of the primary, were 
underwritten on January 1, 19S2. In addition, the 
higher self-assumed retention levels, plus the fact that 
the errors or omissions insurance was not needed 
anymore, considerably reduced the insurance pre­
mium volume.

Thus, an additional retention of $9 million 
(Can.) meant a premium saving of $22.6 million 
(Can.) over the next five years. Based on the same 
investments, the premium for the program cancelled 
on January 1, 1982, would have been $30.4 million 
(Can.) while the projected cost of the new program is 
$7.8 million (Can.).

Good loss experience, the safest construction 
methods selected and the confidence.- in the expertise 
of SEBJ’s designers and manage.i allowed such high 
levels of self retention.

Satisfactory Loss Experience
The losses incurred previously, considering the 

scope of the works and related activities, are most 
satisfactory.

As of May 1, 1982, 5,066 incidents have been 
reported. They represent all kinds of losses, from car 
accidents to damages to permanent structures; from 
fires in dormitory to the cost of forest fire fighting 
expenses. The net total expenditures, plus reserves 
for losses that have not yet been paid for, total 
$9,171,208 (Can.).

In most cases, contractors or suppliers are re­
sponsible for the first $5,000 (Can.) of damages 
caused, and such recoveries are deducted from the 
totals of damages caused. Thus, as mentioned above, 
there is approximately $9 million (Can) left for net 
disbursements.

With that commendable loss experience, cou­
pled with the success of the construction project, it 
can now be safely said that SEBJ’s policy on safety is 
bringing its dividends. Electricity has been generated 
some s’X months ahead of the original schedule, and the 
company "ow assumes a greater self retention.

The good loss record, as well as insurance coverage 
above a known self-assumed level, provide all SEBJ 
managers their “quiet night’s sleep”. r m
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James E. Barrett
A career consultant since 1962, and president of 
Cresheim Company since 1968, he has worked with 
more than 140 corporate, public and private clients in 
North America, Europe, Latin America and the Far 
East. Some client relationships extend for fifteen 
years.

MANAGEMENT CONSULTING. Projects involve 
questions of organization, business strategy, corporate 
development and planning for manufacturers, process 
industry firms, and service businesses.
MANAGEMENT DEVELOPMENT. Widely known in 
executive and management development circles, he 
conducts workshops In business negotiating, problem­
solving and decision-making, market planning, and 
individual productivity for corporations, public 
agencies and trade associations.

VENTURE MANAGEMENT. He participates in 
Cresheim's venture work, managing service industry 
projects, and is a veteran of 26 starlups. These range 
from computers to early learning, food distribution, 
insurance, microfilm, optical scanning, printing, retail 
distribution, training and wine making.

CLOSELY HELD CORPORATIONS. Mr. Barrett also i3 
well known in the independent business sector of the 
United States and Canada for his work on family 
business continuity, development of young executives 
In independent tlrms, and organization and ownership 
problems of partnerships and private firms.

MARKETING CONSULTING. Projects involve market 
plans, Implementation of new approaches, sales force 
size and productivity, customer services, salos 
systems, market share, pricing, competition, and 
growth options.

DEALERS, DISTRIBUTORS AND AGENTS, A by­
product of his management development work, and 
long oxperionco with independent businesses has 
boen requests by major corporations to help In 
development of the.r dealers, distributors and agents. 
Somo of this work Involvos workshops; some is 
consulting.

INTERNATIONAL WORK. Projects with multinational 
corporations mado him a froquent world traveler In tho 
late Sixties and he continues (his work with several 
overseas trips each year. His experience Includes 
periods ot extended residence 'n England and 
Germany while managing starlups In 1966 end 1967.
SPONSORED RESEARCH. A continuing activity lo 
management ot multidisciplinary research projects ol a 
predominantly economic naturo. Recent examples 
which led to publicly available results include, in 1976, 
Tunneling; The Slate ol the Industry (with R.S. Mayo 
and R.J. Jonny) and, in 1977, Insurance lor Urban 
Transportation Construction.

PRIVATE RESEARCH AND WRITING. Current research 
interests are in joint ventures, continuing development 
tor senior executives, and advanced negotiating 
tactics. Mr. Barrett's published papers have appeared 
In the AMA Management Review, American Archivist, 
Boardroom Reports, Business Horizons, Cresheim 
Comment, Sales Management, and Training. He is the 
author of three books: Managing Problems (1970), 
Improving Negotiating Skills  (1971), and Managing 
Action (1972, co-authored).

CMC DESIGNATION. Ho is a Certified Management 
Consultant, having met the demanding requirements of 
tho Institute ot Management Consultants, the 
profession's certifying body.

UNIVERSITY FACULTY AFFILIATIONS. He was an 
assistant professor at Harvard College and a visiting 
lecturer at tho State University of Iowa; Iho University 
of Michigan; and tho Air Command and Staff Colloge.

EARLY EXPERIENCE "rom 1951, he served In the 
Unitod Slates and Korea with the Air Force; taught at 
Harvard Collego (1954-58); was a systems analyst, 
records management specialist and svstems and 
procedures manager (or Raytheon Company; and 
general manager of a beverage wholesaling tlrm, 
before entering consulting.

VOLUNTEER ACTIVITIES. Active In alumni, community 
and professional affairs, he servos as prosident of the 
Wyndmoor Community Association, as prosidont ot tho 
Philadelphia Chapter of the American Association of 
Small Research Companlos, and on AASRC's 
committee for the 1980 White House Conference on 
Small Business.

PERSONAL BACKGROUND. He and his wife, Dorothy, 
h?,ve tour children. Both New Englanders, they have 
lived In Philadelphia since 1968. Ho was born In 
Decomber, 1929, In Lowell, Massachusetts, graduated 
trom Harvard In economics, Irom tho USAF’s 
Command and Stalf College, and did graduato work at 
Washington University In St. Louis.

r̂esneim oompany • 1408 E. Mermaid Lane. Philadelohla. Pa. 19118 • 215-836-1400
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March 15- 1982

John Haywood, Director 
Division of Risk Management 
Department of Administration 
State of Alaska 
Pouch C
Juneau, Alaska 99811 

Dear John:

During my experience of approximately 10 years as a Risk Management Consultant 
and several years prior to that as a Safety Engineer witli a major insurance 
company, I have been familiar with a number of owner-controlled (wrap up) 
insurance programs on various construction projects. In all of these cases, the 
programs have been successful in terms of meeting the two basic objectives of this 
type of program. These arc:

1. To reduce the pain and suffering ns a result of injuries to workers and 
members of the general public.

2. To reduce tho cost of the project.

These objectives arc mutually supportive in that if the injuries are reduced, costs 
are reduced and if costs arc reduced, it is only through a reduction in injuries. It is 
only through effective control over the workplace that injuries can be reduced. 
This control is achieved principally as a result of the interest of the owner and the 
general contractor in the overall safely program and claim control efforts on the 
construction site.

The improved loss control and claim management programs which are developed ns 
part of nn owner-controlled insurance program create benefits for all participants.

O WN E R- C O N T R O L L E D  INSURANCE P R O G R A M S

1. First, the owner receives the direct monetary benefit of dividends and return 
premiums ns a result of the low-loss ratios.
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2. The general contractor and the subcontractors obtain a lower experience 
modification factor for their workers' compensation programs as a result of 
the improved loss ratios and these lower modification factors can then be 
utilized by them in offering lower bids on future projects.

3. The employee benefits through a safer place to work with less time off and 
economic suffering as a result of on-the-job injuries.

In a recently completed coal fired electrical generating plant, the total premium 
paid for general liability, workers' compensation and builders' risk coverage was 
$15,846,464. As a result of a 23% loss ratio during the course of this project, 
dividends were returned to the owner in the amount of $6,185,954. In another 
project, a nuclear generating station, the subcontractors are all insured in the 
general contractors policy and their combined loss ratio has stayed at a level of 
14%. A total premium of 1.3 million dollars has been paid for the workers' 
compensation and general liability coverages for these subcontractors and $664,000 
lias been returned to the owner through the general contractor as a result of this 
combined insurance program. At this same project, the general contractor's loss 
ratio has been at the 40% level.

The advantages of an owner-ccntrolled (wrap up) insurance program can be listed 
ns follows:

1. Lower insurance costs through concentration and coordination of the buying 
effort to take full advantage of premium size discounts, combined rating 
plans and the elimination of overlapping and pyramiding coverages and 
charges.

2. Adequate, uniform policy limits and coverages with generally rather broad 
provisions for all on-site contractors regardless of size and scope of 
participation.

3. Centralize safety program through the use of one insurer to coordinate all 
loss-control efforts on a full-time, on-site basis.

4. Centralize on-site medical treatment and claims handling facilities through a 
single insurer eliminating differing interpretations of coverage, costs, and 
jurisdictions.

5. Hold harmless and waiver of subrogation requirements arc minimized, 
reducing litigation among subcontractors over subrogation rights.

6. Owner has stronger position to control claims and public and employee 
relations' problems as they arise.

7. Reduced administrative costs and functions through standardization of forms, 
eoveruges, reporting procedures.



S. Insurance brokerage and agency commissions are reduced due to a single 
brokerage placement.

9. Possible tax advantages in that premiums may be treated as an expe ,e 
rather than a port of a capital value.

10. All premium discounts and dividends are returned to the owi r as purchaser 
of the wrap up, instead of to the subcontractors.

The disadvantages of an owner-controlled insurance program are several and can be
very important depending on the perspective. They are:

1. Dilution and disruption of subcontractors' insurance programs through their 
participation in a wrap up, which diminishes their leverage with their own 
insurance carriers and brokers.

Comment: While this is true, the lower loss ratios which have historically 
been developed ns part of a wrap up will lower the experience 
modification faetor for the subcontractor so that his future insurance 
costs will be lower.

2. Wrap-up coverages may not be as broad as the coverage maintained by the 
contractors and may require thnt supplemental coverages or excess limits be 
maintained or purchased with the costs buried in their contract prices.

Comment: In most cases, the purchasing power of the wrap up will enable the 
owner to obtain extremely broad coverage eliminating the need for nny 
supplemental coverages. Also, high liability limits arc ordinarily a part 
of a wrap-up program and are much higher than that maintained by 
individual contractors. A wrap-up program will also provide a cross 
liability endorsement and an adequate niuv.m! aggregate property

2. All premium discounts and dividends are returned to the owner.

‘1. Additional time and expenses are required to initiate, administer and audit
each contractors' participation in /> wrap-up plan and this will be charged 
back to the owner in the overall job costs.

Comment: This lime and expense is relatively insignificant compared to the

5. Subrogation actions are nol necessarily eliminated by a wrap up as prudent 
contractors may attempt to protect their workers' compensation experience 
ruling modification by attempting to shift a compensation claim to the 
project wrap-up liability insurer where contributory or sole negligence of 
other contractors or the owner are involved.

Comment: A few of these situations may arise under the wrap up but will be 
substantially less than the number of situations under a program with 
individual insurance coverages.

damage liability limit.

potential savings under the wrap-up program.



For any major construction project with a total cost of $100,000,000 or more, we 
recommend to our clients that they seriously consider the advantages of an owner- 
controlled insurance program for general liability, workers' compensation and 
builders' risk insurance coverage. In most cases, the direct cost comparison will 
favor the owner-controlled program and when the difficult to define costs are 
included in the considerations, the owner-controlled program becomes the obvious 
choice.

Respectfully submitted,

Richard R. Huntington, CPCU 
Manager, Western Operations 
Risk Management Services

RRH:cf
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Warren, McVeigh & Griffin, Inc.
Risk Managemem Consultants

March 15, 1982

Mr. John Haywood 
Director of Risk Management 
State of Alaska 
Department of Administration 
Division of Risk Management 
Pouch "C"
Juneau, Alaska 99811

O W N E R - C O N T R O L L E D  WRAP-UP INSURANCE P R O G R A M

This report is in response to your telephone inquiry of March 8, 1982 and supplements our 
report on the same subject, dated March 2, 1982. You have requested that we: 
(1) research our library and survey personnel who have been actually involved in wrap-up 
insurance programs and (2) report to you their actual experience with wrap-ups and their 
reasons for having chosen a wrap-up insurance program.

A. TELEPHONE C O N T A C T

The following quotations were received from interviewed parties:

1. Virgil A. Wellborn —  Tri-County Metropolitan Transportation, District of 
Oregon.

"We have selected n wrap-up insurance program for the Banfield Light Rail 
Project for a number of reasons, tho most important being:

a. Estimated savings of 3096-40% on insurance premiums.

b. Contractor employee's, our employee's and the general public deserve the 
coordinated safety program which the wrap-up provides.

c. As a public agency we must constantly strive to wisely use our revenues. 
To do less can only invite suits against our public officials."

2. Norman Cocanour -- Arizona Public Service.

"Fantastic way to involve an owner in the safety, claims anci cost control 
aspects of tho project. From a quality control standpoint, (a wrap-up) not only 
helps assure a safe jobsite but also u safe operating facility after construction.

"... I can document premium savings of 30% to 50%."

M 2 0  O naial Stru m  North. N ew port U nacli. Ca lifo rn ia  9 2 6 0 0  • (7 M l  7 5 2  IG 5 8
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3. William Hughes —  Southern California Edison.

"I can demonstrate savings of 30% on workers' compensation premium equating 
to several million dollars annually. General liability rates are running 25% 
below the market rates —  even considering the present soft market.

"Much easier coordination of safety at the jobsite, comprehensive safety 
engineering provided by the wrap-up insurer. Safety record among the best for 
utility construction projects in the U.S.

"From the risk manager's viewpoint, much better to have wrap-up, because you 
know all contractors are properly insured once they arrive at the jobsite."

4. William P. Noone -- Pacific Gas & Electric.

"We have used wrap-ups on every major construction project for over 20 years. 
We're completely satisfied with the results and will continue to use wrap-ups in 
the future."

5. Marc Darby —  Director, Risk Management & Insurance Societe d'energie de la 
Baie James, Montreal, Quebec.

"Our wrap-up program has served us very well. We have saved many millions of 
dollars in premiums while running a very safe jobsite.

"I have recently reinarketed my insurance coverage resulting in an additional 
$22 million in prem'um savings to the project."

6. David Ashbey —  Department of Civil Engineering, Massachusetts Institute of 
Technology.

"1 have been a consultant to the Department of Transportation ns well as a 
number of other clients . . . convinced that a wrap-up insurance program ma^es 
sense for any major construction project."

7. Russell McFarland —  Southern California Rapid Transit District, Los Angeles, 
California.

"While I was nt the DOT in Washington, D.C., I had the opportunity to see a 
number of wrap-up insurance programs in operation Hr various projects which 
involved D OT funds. Without exception these programs saved the taxpayers 
millions of dollars.

"The Southern California Rapid Transit System contemplates using n wrap-up 
insurance program on our major construction projects."

B. WRITTEN C O M M E N T S

Written comments include tho following:

1. Roy A. Wcstrnm, "Advantages of Wrap-Up Plans" The Annals of Chartered 
Property and Casualty Underwriters, Vol. 18, No. 4 (Winter, 1965) pp. 317-338.

Warren, McVeigh & Griffin, Inc.
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"Why are owners' representatives and managers of insurance for large 
construction companies becoming increasingly intereAed in the wrap-up 
approach to construction insurance and construction contracts? The survey 
indicated that possibly the major reasons, in addition to savings, for this trend 
result from (1) the concern for good relations with the public residing in the 
immediate area of the project and (2) their responsibilities to employees as well 
as those of all contractors on the project. The advantages of wrap-up coverage 
from the viewpoint of production of the corporate image produce both direct 
and indirect benefits."

2. Ralph E. Becker and Herbert S. Denenberg, "Wrap-Up of the Wrap-Up" The 
Annals of the Society of Chartered Property and Casualty Underwriters, No. 3 
(September, 1967), pp. 197-217.

"The authors conducted a survey among owners who had used the wrap-up and 
found that all but one of sixteen contacted endorsed the wrap-up approach 
enthusiastically . . . The group generally was convinced that most of the 
claimed advantages of the wrap-up were realized. Further, those that were 
engaged in continuous building programs stayed with the wrap-up, and their 
enthusiasm waxed rather than waned over time . . . nn intelligently designed 
wrap-up can do the job which its proponents claim. In a nutshell, that job is the 
best insurance at the lowest price."

3. Long & Gregg, "Property & Liability Insurance Handbook," p. 505.

"Mixed and sometimes quite strong viewpoints both pro and con exist within the 
insurance community as to the propriety, or even legality, of combining under 
one set of policies protection for the diverse interests of a project owner, the 
general contractor, and various subcontractors. However, the weight of logic 
seems clearly to rest with those supporting the wrap-up concept."

4. Charles F. Levinson, Business Insurance, .Tune 28, 1968, p. 20.

"At the (New York) Port Authority wo arc firmly convinced that on a large 
project a considerable savings can be made for the owner. In addition, it 
simplifies tho insurance certificate lu idling procedures, eliminating tho need 
for checking into the insurance program of each contractor before they are 
allowed to start work on your behalf. I doubt that it would be possible for any 
contractor to buy, individually, as broad a coverage as the property owner could 
purchase by putting all his eggs into one basket."

5. Robert IV. Self, The National Insurance Buyer, November, 1966, p. 26.

"It goes almost without saying that there are mixed and sometimes quite strong 
viewpoints on the pros and cons of a "Wrap-Up" both within the confines of the 
insurance community and within the construction industry. It is also evident, 
however, that the plan does work to the benefit of the owner when properly 
established. If these were not so, the whole concept would disnppc lr from the 
insurance scene."

Warren, McVeigh & Griffin, Inc.
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Washington Metropolitan Area Transit Authority

600 F ilth  S tre e t. N .W ., W a sh in g to n . D .C . 20001 

(202) 637-1 234

August 28, !98l

Mr. John Haywood 

Division of Risk Management 

Department of Administration 
State of Alaska 

Pouch C
Junean , AK 9 9 8 1l

Re: Safety Awareness Program

Dear Mr. Haywood:

I am enclosing copies of our "Safety Awareness Program" and supportive 
information as discusscJ in our telephone conversation of August 2 6 , I98I.

Our insurance coverage is a loss responsive wrap-up policy and we are 
able to cor', i rm the contractors reporting documentation by review of our 
loss runs at the close of the contract.

For the program to be effective a base incidence rate must be established 
for each type of construction. Thru July our contractors have worked a total 

of 83,329,296 man - hours, we break down the man - hours to type of construc­

tion and accident exper;_nce, then establish an incidence rate for each new 
con tract.

To date our program has assisted with a sizeable reduction in our lost 

workday cases and insurance costs.

If I can be of further assistance, please contact me.

S i ncereIy,

Safety Engineer

Office of Design and Construction

A P U B L IC  TR A N SPO RTA TIO N  PAR I N ERSI IIP Ol 11IL DIS I h ICT OF COLUMBIA. MARYLAND AND VIRGINIA
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LESS CONTROL CUASVKRI.Y REPORT ALASKA POWER . PARE
AS OF: 12/31/82 SO
1.0 TREND ANALYSIS OF CLAIMS

 FY82   — rY83 TO 12/31 —

MUMPER AMOUNT NUMBER AMfUIN f

' “ — ■“ •• •“ —————— . . . . . . . .

***** 1,1 TREND ANALYSIS HY COVFRAHE *****
WORKERS COMPENSATION 24 264,416 64 245,867
STATE PROFERTY i •13.500 1 115,000

TOTAL oct. w 307.916 65 .160»867

***** !.? Ik KNI'i ANALYSIS BY NEXT ORUANTZ ATI (IMAL 1.EVE I.. *****
UNKNOWN APA

MI SC KNOWN APA
ADMINISTRATION

T!FF PROJECT 25 301,V16 L »" 36.0, U'.V

TOTAL 25 707-916 65 360,867

***** 1.3 1RF111) ANALYSIS BY i: [kciimh t a m c e REI.EV AN r ID PREVi-N I I(IN
PALIS .1 SLIFS I 71. 7,K5 ? 41,348
HAND TOOLS 4 •148 3 25,435
MANUAL MATERIAL HDLG 3 570 <? •18,793
MOTOR VEHICLE ti 7,040
FIRF OR EXPLOSION i 1 15,000
I LI MESS i . • 129 -1 6 , 8 0 3
OTHFR 15 2 3 0 , 0 2 5 •ii 12 3 , 3 4 8

T01 AL 25 7 0 7 . 9 1 7 65 3 6 0 , 8 6 7

The above lo sse s have not had a trending or development facto r applied to them. 

Therefore, these losses w il l  increase when the trending a n a ly s is  i s  performed.



AS IJF5 12/31/82
3.0 LISTING OR CLAIMS

toss CONTROL QUARTERLY REPORT

CLAIMANT 

CLAIM NUMBER

ACC DATE

ALASKA F'OUER

TOTAI. INCURRED STATUS

--------DESCRIPTION OF IHE OLA IN-

PAGE 154

90

ORGANIZATION
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***** UORKERS COMPENSATION *****

BA8KETT JAMES 

P0318323

BENOIT GREG C 

P0318320

BOON DANIEL R 

P0318312

BROOKS TOM E 

P0318316

12/05/82 

MECHANIC BRADFIELD CANA

11/30/82 

r i J N N E I .  H INER/BRADFIELD

10/28/82 

IKON UORKER/BRADFIEL.O C

11/23/82 

TUNNEL MECHANIC/BRADFIE

CZAKNECKI CLYDF A 11/26/82

POT 13315 CIVIL I. A80RER/BRADFI El. U

DAUENHAUER MICHAEL I. 11/19/82

P03W18309 CHASER/TYEE TRAMSMISS10

DE GRANDE ALONSO 11/18/82

P0318319 SERVICE 0 CI.ER/BRADFIEL.D

DIDDLES LEONARD G 11/19/82

P031 8317 TUNNEL MINER-BRADFIFLII

nilCIC JONH IE R 
P03018306

11/05/32 

CIVIL ENDINEER/EiRADFIEL

DUKES ARDITH ( 'NE 12/12/82

PO303024 0 COOK/BRADFIELD CANAL AL

HERRFRA EFRAIM R 

P0303513

HURD BEN 

P0303370

HURD BENNY H 
P0303398

HURD BENNY II 

F'0303512

JONES GERAI D E 

P0303377

10/11 '82 
RIGGER/TYKE TRANSMISSIO

07/21/82 

MINER/BRADFIFLU CANAL

OL’/ 12/82 

MINER/BRADFIELD CANAL

10/20/82 
MINER/BRADFIELD CANAL

07/28/82 

ELECTRIC]AN/BRADFIEl.S C

KIKQROUSKX DONALD C 10/27/82
P0303514 POWDLRMAN

300.00 OPEN TYEE PROJECT
FELL FROM LADDER ON CRANE/L-SHOULDER CONTUSION

650.00 OPEN TYEE PROJECT

STRUCK BY FALLING RUCK/RI7EAR LACERATION

6.791.00 OPEN TYEE PROJECT

OPRTNG AIR DRILL-LEFT CARPAL TUNNEL SYNDROME

400.00 OPEN TYEE PROJECT

I. If TUG 8 'LENGTHS Of ANGLE IRON-MUSCLE STRAIN

672.00 OPEN TYEE PROJECT

STRUCK BY CKAIN-LACERATION-R/ INDEX FINGER

4.8H1.00 OPEN T TEE PROJECT

SLPD/FELI.-ICG COVERED RD/L/EYE LACERATION

450.00 OPEN TYEE PROJECT

UMPI.GNG CEMENT AUGER UHN CEMENT FLEU INTO L/EYE

500.00 OPEN TYEE PROJECT

SLIPPED/FELL UHILF LOADING STEEL-L/KNEF SPRAIN

350.00 OPEN TYEE PROJECT

JUMPED OFF OF RAMP/LUMBAR S I RAIN

70.950,00 OPEN TYEE PROJECT

SI. PD-UET SPOT-Fl.R/FFLL-TORE LIGAMENTS R/KNFE

130.00 CLOSED TYEE PROJECT
BUMPED BY SAW BAR/FOREHEAD LACERATION

90.07 CLOSED TYEE PROJECT

DROPPED TCltJ L1NE-L/F 01) I CONIIJSION

'37.135.00 OPEN TYEE PROJECT

STRUCK HY FALLING ROCK-SEVERE’ l.ACERATION-L/HAND

300.00 OPEN TYEE PROJECT

JUMPED OFF' MUCKER/BANDED K'NEF/CONTUSION-I/KNEE

301.92 CLOSED TYPE PROJECT
PINNED BY RR IIEH/COMPRESSION INJURY R/LEG

21.000.00 OPEN TYPE PROJECT
EXPLOSION/FATALIIY RESULTED

19!04 JAN 27. 1933
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CLAIMANT 
CL A 1.: HUMBER

ACC HATE TOTAL INCURRED STATUS

---------------------- DESCRIPTION OF THE CLAl'M-
ORGANIZAT]ON

***** LISTING OP CLAIMS BY COVERAGE - REPORTED IN THE PERIOD Octnbcr-Dccnmber *****

KUEPPER RICHARD J 
P0.313314

11/15/62 

SHOP FOREMAN/BRADFIELD
500.00 OPEN TYEE PROJECT

SLIPPED/FELL WHILE CARRYING IRON/LUMBAR STRAIN

HACI.AY PHILLIP 
P0303385

07/30/S2 
E L E C r RICIA M / 8 R A D f IE1.0 C

63.21 CLOSED
FOREIGN BODY R EYE

TYEE PROJECT

MARQUETTE LEE A 
F0.5013305

09/25/32 
CHAIN SAW OPERATOR TYEE

200.00 OPEN TYEE PROJECT

STRUCK IN EYE WITH STICK WHILE CLEARING BRUSH

MASSIE CLYDE A 

P03010303
10/30/82 

MECHANVC/TYEE TRANSHISS
900.00 OPEN TYEE PROJECT

OAS FUMES EXPI.DED WHL SI DRUG RATRY TERMINALS

MC DONALD GREG H 

P 0 3 18322

10/27/8?
CIVIL I..A BORER/BRADF IELD

500.00 OPEN TYEE PROJECT
STRUCK BY BROKEN JACK LEG-I./WRIST CONTUSION

MC l.FAN LEROY 

P0303386
08/02/82 

MECHANIC/BRADFIELD CANA

238.65 CLOSED TYEE PROJECT

HIT BY ROCK/SCALP LACERATION

I1CHNF.R FRED 5 

P031S310

11/23/82 

IRON WORKER/BRADF).EL 11 C
12.802.00 OPEN TYEE PROJECT

FELL FROM RE"/.. -APPROX 15'-FRACTURED RIBS

OCHSNER FRED S 
P0303523

10/26/82 

IRON WORKER/BRADFIELD C
250.00 OPEN TYEE PROJECT

POKED BY TIE WIRE/LACERATION R/AW1

PARK HUNT 
F0303384

09/01/82 
GENERAL LAHORFR/TYT E LA

28.15 CLOSED TYEE PROJECT

SLUING SPIKE HAMMER TO HARIl/IJPPER BACK STRAIM

PARR HUNT 

F’03.183.13

11/17/82 

GENERAL LABORER/BRADFIE
1.632.00 OPEN TYEE PROJECT

TUSIH NECK WHL IJl.KMG UP STEPS/CERV]DAI. STRAIN

PETERS JON S 

P0303522

10/31/82 
C ARPFN T ER/BR A DFIELD CAN

101.90 CLOSED TYEE PROJECT

KNEELING ON CONCRETE/FOLLICULITIS OF THE KNEES

PETERS .Jill! S 
P0318313

11/14/82 
CARPENTER/DRADFIELD CAN

1/0.50 CLOSED TYEE PROJECT

WATER DRIPPED INTO EYE/FOREION BODY R/EYE

PETTI CREW ETHAN 
P0303382

08/02/82 
TUNNEL LABORER/BRADFIEL

1/9.SO CLOSED TYEE PROJECT

STRUCK BY RUCK/SC A I. P I. ACER A TION

READ KENNETH E 

P0303391
08/03/82 

SAUYER/TYEE LAKE PROJEC
88.25 CLOSED TYEE PROJECT

BUCK]NO TREE/RIGHT HIP CONTUSION

SHERMAN MARK S 
P0303521

10/76/82 
APPRENTICE 1.1NEMAN/TYEF

680.00 CLOSED TYEE PROJECT
USING BI.OW PI PE/FOREIGN BODY R/EYE

SINGS TAB LEIF G 
PC318311

11/70/82 
CAMP MAINTENANCE/ERADFI

800.00 OPEN TYEE PROJECT

SLIPPED FROM LAUDER/UKADE II I./ANKLE SPRAIN

WHITE TIM M 
P0303375

0772b/82 
AIR TRACK DP] l.LER/TYEE

41.750.00 OPEN TYEE PROJECT

TWSTIJ BACK WHILE LIFT TfG RR T] E/AEUTE BACK INJURY

19104 JAN 27. 1993
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CLAIMANT 

CLAIM NUMBER
IOTA! INCURRED STATIC-

------- CRSr.ft[PTION d- THE s'.! A.!:
ORGANIZATION

***** LISTING u p  II! Airis by COVERAGE - REPORTED IN THE PERIOD IlcLch-r-Oocaator *****

UITHIMGTCN ’HOMAf D ll/0:.’/82 300.00 OPEN TYEF PROJECT

PC 3018301 SHAH DRIVER/BRADFIELD 0 SMASHED FINGER TIPS UHM.K LOADING DRILL STEEL

***** rF T'EG PETTY

G.E.HARRTSON JrSTERN

*****

1 0 / 2 7 / 9 2
TYEE LAKE

115; ('00.00 OPEN TYEE PROJECT

EXRLSN-MAGA.'INFS RUN s ENTSjEUIJ IP/VICNTY VAF'ORZP

1910 4 1932



process -of Raying A nchorage  
lawyer B i l l 'Cook’about $2U 
000 to conduc t  on  ‘' in ten s iv e  
investiga tion  o f  • G o rs u c  
Asked h is  reaction to  th i

* • «V •! I

Dam insuranee'costs 
called questionable
By RICHARD CINEBERG
Daily News correspondent

JU N E A U  — A  co n tro v e r­
sial m ethod  of p ro v id in g  in­
surance coverage fo r th e  $125 
million Tyee L a k e  hydroelec­
tric project m ay  h av e  resu lted  
in unnecessary  expense  to  the  
state, an A la s k a  P o w e r  A u ­
th o r i ty  co n su l tan t  says in a 
d ra f t  report.  4 v '

A leg is la t ive  a u d i t  conduct­
ed last y ea r  an d  the  s tu d y  in 
progress by  p o w e r  a u th o r i ty  I 
consu ltan t Dan M cCarthy of 
Los Angeles ques t ion  the w ay  
in which the s ta te  p u t  toge th ­
e r  the $3.8 m ill ion  insurance . 
package for the  project.

H owever, th e  com pany th a t  
took th e  lead  in a r ran g in g  th  
insurance p rog ram , Marsh & 
McLennan of S ea tt le ,  called 
M cCarthy's d ra f t  report  " to - '  
ta l ly  e rroneous:”  * i

The h y d ro p o w er  project is 
u n d e r  construc tion  in South*;; 
.east A laska  n ea r  P etersburg . ’ 

McCarthy says his on-going

review  of ’docum ents re la ted  
to the insurance p lan  does not 
g ive him  a c lea r u n d e r s ta n d ­
ing of all expend itu res  in th e  
com plicated, in su rance  pack-/ 
age. f.

Among the a r ran g em en ts  
M cCarthy questioned  are  tw o; 
$20,000 p a y m en ts  of  invest- j  

' m ent income and  $78,000 des- 
, ignated  fo r  a sa fe ty  p rog ram . •

McCarthy’s draft report’ 
does not make It clear wheth-- 
er he believes the funds were ■ 
mismanaged, or simply bur­
ied in an unnecessarily com- i 
plicated bookkeeping system. ; 
He is still studying the issue.

The Tyee insurance, pack-, 
age uses a form  of coverage 
called w rap-up  insurance. U n - : 
d e r  a .  w rap-up , the  owner.-' 
acquires the  insurance. ' On • 
o th e r  c o n s t ru c t io n  p ro je c t s , ;  
contractors  p rov ide  th e i r  own 
insurance.

Using the . ,wrap-up insur- ‘ 
ance m ethod  • can save  the

■; , Sue Page B-2, INSURANCE

hydroelect nc project
1 "  Iw .V it* *

questioned by
Insurance package for Southeastern state =

Continued from Page B -1

o w ner m ill ions  of d o lla rs  on 
large  projects, says Jo h n  H a y ­
wood. d irec to r  of th e  s t a t e ’s 
R isk  M anagem ent Division.

On a w rap-up ,  H ayw ood  
says, th e  s ta te  can use the 
leverage  gained  by  th e  large 
size of the  in su rance  package  
to secure a custom -designed  
p rog ram , an d  th e re b y  save  
money.

H ayw ood recom m ended  the  
w ra p -u p  p ro g ra m  fo r  T y ee  
and helped the  A lask a  P o w er  
A u th o r i ty  pu t  it together .  He 
is convinced the  s ta le  w ill 
save a t  least  $3 m ill ion  on 
Tyee insurance  costs, and th a t  
Tyee  w ill h a v e  a safe ty  p ro ­
gram  as good — or b e t te r  — 
t h a n  s t a n d a r d  i n s u r a n c e  
w ould  provide .

"T he  final c h a p te r  on Tyee 
is going to b e  th e re  for e v e ry ­
body to  see ,"  he says.

B u t th e  a d v a n ta g e s  of 
w rap -up  insurance  coverage 
a re  n o t .u n iv ersa l ly  accepted. ’

W rap-up in su rance  is o p ­
posed by som e segm ents  of 
th e  insurance  in d u s try ,  u n ­
ions and  g e n e r a l , con trac to rs  
b e c a u s e  i t  i n t e r f e r e s  w i th

th e ir  n o rp ia i ;  bus iness  p rac ­
tices. L as t  y e a r  th e  leg is la tu re  
p a s s e d  a b i l l  p r o h i b i t i n g  
w rap-ups, b u t  th e  governo r  
vetoed th e  m easure .

F o r  th e  Tyee  w rap -u p , Mc­
C arthy ,  th e  p o w e r  a u th o r i ty 's  
C a l i f o r n i a - b a s e d  i n s u r a n c e  
consu ltan t ,  is h av in g  d iff icu l­
ty  trac ing  ex p en d itu res  for 
th e  $3.8 m ill ion  in su rance  p ro ­
gram . ’

In  N o v e m b e r ,  M c C a r th y  
m e t  w ith  H ayw ood  and  re p re ­
sen ta t iv es  of th e  p r im ary ,  in

 •  i  i n __

d up lica t ive ."  When- he wrote.,  
h is . report ,  M cCarthy n o te d , /  
he s till  lacked im p o r tan t  iii* 
fo rm ation .  He received some 
of th a t  in fo rm ation  la te  last 
w eek  ,at his hom e in C alifo r­
n ia ,  b u t  he  has  not ye t  had  
t im e to ev a lu a te  it.

" T h e r e  a r e  s t i l l  u n a n ­
swered questions th a t  require  
fu r th e r  an a ly s is ,"  McCarthy 
said Monday. " I 'm  not sure 
w h e th e r  i t ’s im proprie ty ,  or 
the  ra th e r  unusua l  s tru c tu re  
of th e  p ro g ram  and its cum-

• su rance  com panies  h an d lin g  ib e rso m e  rep o rt in g  sys tem ."
th e  T y ee  p r o g r a m  fo r  th e  
s ta te  — M arsh  & M cLennan, 
C o r ro o n - B la c k /D a w s o n  land .  
P a c i f i c  M a r in e .  I n s u ra n c e . '  
Then  he exam ined , docum ents  
on the  com plex insurance  p ro ­
gram . |

"B ased  on m y m eager  u n ­
d e rs ta n d in g  of th is  p ro g ra m ,"  
M cCarthy w ro te  in a J a n .  3 
d ra f t  repo rt  to  the  p o w e r  a u ­
tho ri ty ,  . .  th e re  ex is ts  the  
p o s s ib i l i t y  t h a t  A P A  m ay  
h av e  o v e rp a id  . . . p rem iu m s 
and  expenses.

Wrap-up p rog ram s typ ica l­
ly involve m any  layers  of 
insurance w ith  s ep a ra te  in su r­
ance policies.

i. The finance d irec to r  of the 
pow er a u th o r i ty ,  Ray  Benish , 
says he is troub led  by the 
lack of c lea r  accounting for 

' i n s u r a n c e  e x p e n d i t u r e s  on 
Tyee to date .  In v iew  of pas t  
inves tiga tions  of the program , 
he sa id , it is p a r t ic u la r ly  su r ­
p ris ing  th a t  the d o cum en ta ­
tion for the Tyee insurance 
c o n t ra c t s  s t i l l  r a is e s  ques*

r c
w e spen t X  dollars ,  we

"The Tyee p a c k a g e , '1. Me- 
C arthy*  w ro te  is " v e r y  cum- tyf- ‘‘If 
b e rso m e . . d iff icu lt  to un- '^should be ab le  to account for 
d e rs ta n d  and  in  som e cases th em  a l l ,"  Benish says. A t the

jmomcnt, po w er  a u th o r i ty  con­
s u l t a n t  M cCarthy is te lling  
•Benish he  still  can 't  do th a t ,
[ '^ 'M cC arthy’s ques t ions  have  
'd r a w n  a n  a n g r y  r e s p o n s e  
'.from M arsh & M cLennan vice 
p res iden t David Carlson, w ho 
w ro te  M cCarthy .March 2 th a t  
h e ,.has  .p ro v id ed  a l l  of the 

{ in fo rm a t io n  M c C a r th y  r e ­
quested  and  s tan d s  ready  to 
p rovide  more. , .



. "Y o u r  " d ra l t  re p o r t  m ax es  
im plications and. innuendoes 
th a t  a re  to ta l ly  e rroneous  and  
based ap p a ren t ly  (to quo te  

• from y our report)  ‘on y our  
m eager u n d ers tan d in g  of th is  
p ro g ram ,’ ” C arlson  w rote .

M cCarthy was in Ju n ea u  
Monday to look th ro u g h  four 

’ boxes of docum ents  the  House 
•L ab o r  and  Com m erce Com ­
m i t t e e  o b t a i n e d  l a s t  y e a r  
from the insurance  com panies  

' a n d  th e  R isk  M a n a g e m e n t  
Division.

T he  i n d u s t r y '  d o c u m e n t s '  
w ere ob ta ined  th ro u g h  a ra re  
use of a leg is la tive  subpeona ,  
issued by the H ouse L ab o r  
and Commerce C om m ittee .

Billy B err ie r ,  d i rec to r  of 
legal services fo r  th e  leg is la ­
t u r e ,  s a y s  s u b p o e n a s  a r e  
d ra f ted  from tim e to t im e  a t  
leg islative request,  b u t  are  
ra re ly  issued. •

A recom m endation ' by  leg­
i s l a t i v e  a u d i t o r s  in  1902 
launched the  p o w e r  a u th o r i ­
t y ' s  i n t e r n a l  in v e s t ig a t i o n .  
T h e  1902 l e g i s l a t i v e  a u d i t  
“ found th e  a l lega tions  th a t  
A PA, Risk M anagem ent,  o r  
b ro k e rs /a g e n ts  ac ted  im p ro ­
p er ly  to be u n s u b s ta n t ia te d .” 
B ut the  audii. also identif ied

• p r o b le m s  a n d  • u n a n s w e r e d  
questions concerning th e  com ­
p lica ted  insurance p rog ram .

According to the  leg islative 
au d i t ,  the  p ow er au th o r i ty  
“ acted  h a s t i ly  in its decision 
to  e m p lo y  o w n e r - p r o v id e d  
( w r a p - u p )  i n s u r a n c e  fo r  
T yee .”

In his J an .  3 d ra f t  report 
th is  year,  M cCarthy said APA 
officials should  exam ine  in 
g re a te r  detail  p ay m en ts  by 
M arsh & McLennan and Cor- 
r o o n - B l a c k / D n w s o n ,  w h o  
m anage  the  p rog ram  for the 
pow er au th o r i ty ,  to p rinc ipa l 
in su ro r  Pacific Marino.

Tho Pund (or invooliQntivo Journalism pro- 
vldad financial support lor Iho rosoarch on Ihis 
ar.'ieio.



ALASKA POWER AUTHORITY
334 WEST 5th AVENUE - ANCHORAGE, ALASKA 99501 Phone: (907) 277-7641

(907) 276-0001

A p ril  29, 1983

Senator Richard E lia so n  
c/o S h e ila  Peterson 
Alaska State L e g isla tu re  
Pouch V
Juneau, Alaska 99811 

Dear Senator E lia so n :

Pursuant to your request, enclosed i s  the d ra ft report from 
our insurance co n su ltan t, Mr. Dan McCarthy, regaiding the Tyee Wrap 
Up Insurance Program. Again, th is  i s  a d ra ft  report fo r d iscu ssio n  
purposes o nly.

E n c l. as stated

cc: E r ic  P. Yould, APA
Commissioner Dick Lyon, Chairman 
APA Board of D irectors

***SENT BY DHL 4/29/83***



M cC a r th y  & a s s o c i a t e s ,  inc.
RISK PREPAREDNESS CONSULTANTS
4 1 08 M o n e t A ven u e

W o o d lan d  H il ls ,  C a lifo r n ia  91 364

(2 1 3 ) 7 3 8 -9 9 7 3  

(2 1 3 ) 3 4 8 -6 0 0 5

D a n ie l R .  M c C a r t h y  

P resid en t

A p r i l  27th, 1983

Mr. Raymond J .  Benish 
D ire c to r  of Finance 
The A la sk a  Power A u th o rity  
334 West 5th Avenue 
Anchorage, A laska 99501

Dear Ray:

draft

Here i s  the report on the Tyee Wrap-up In su rance Program'.

I t  u t i l i z e s  the p rio r  d ra ft  rep o rt where the p o rtio n s o f 
that rep ort did not change. T h is  report expands the d ra ft  and 
a n a lyze s the insurance p ro tectio n  a ffo rd e d . I t  a lso  co n tain s 
recommendations In c e rta in  areas to b rin g  the wrap-up insurance 
to a p o s it io n  of u n ifo rm ity  and c la r i f ic a t i o n .

Perhaps not p roperly in c lu d a b le  in  the rep ort i s  an 
o b se rv a tio n  r e la t iv e  to communications. T h is  comes about as a 
r e s u lt  o f the meeting I attended in  S e a tt le  on March 31, 1983 at 
M it s u i 's  o f f ic e s .

I  came away from chat meeting w ith  the fe e lin g  that the 
c o n tra c to rs  in  attendance at the meeting b elie ve d  they were not 
lis te n e d  to in  regard to th e ir  concerns fo r  the in su ra n c e s provided 
them.

'Kl

/
O f r ,

Since that meeting I  have had a telephone co n ve rsa tio n  w ith 
one broker and a le t t e r  from another. A copy o f the le t t e r  had 
a ls o  been sent to APCOP. I reported the contents o f the telephone 
co n ve rsa tio n  to Dave C arlso n . I  was promised that the imm ediately 
doable concerns would be met and that a quotation fo r the changes in 
the b u ild e rs  r i s k  and/or marine insurance would be a v a ila b le  to me, 
today, before I depart fo r Anchorage. I hope t h is  w i.ll be fa c t .

Tire p oint i s  that immediate communication by and between a l l  
p a r t ie s  involve d  in  a wrap-up program i s  paramount. The go od w ill and 
t r u s t  of c o n tra c to rs  is. e s s e n t ia l  to the su c c e s s fu l a d m in istra tio n  of 
a wrap-up program.



W 5

The fe e lin g  I  have i s  that Chis h a s n 't  been the case fo i 
the Tyee wrap-up.

In  an e f f o r t ,  however, to be re sp o n sib le  to Phase I I  
c o n tra c to rs , Dave C arlso n  inform ed me th at he had cooperated w ith 
the co n tra c to rs  invo lve d  in  terms o f l e t t e r s ,  co p ies of p o l ic ie s ,  
e t c . provided c o n tra c to rs as long ago as approxim ately a ye a r.

The need to communicate and to be re sp o n sib le  to co n tracto r 
concerns i s  s e l f  e v id e n t. For the remainder c f  time involve d  at 
Tyee, th e re fo re , I  recommend a system  of communication and responses 
to concerns be in s t it u t e d  and fo llow ed .

S in c e re ly , 

/C *- A  i  t-- '

DRK/gbh 

I .1 .

Dan R. McCarthy



TYEE LAKE HYDROELECTRIC WRAP-UP INSURANCE PROGRAM

T h is  re p o rt has analyzed  the v a rio u s  components o f  t h i s  Wrap-up In su rance 
Program and comments on i t s  value in  terms o f  i t s  components and in  
f in a n c ia l  term s.

The components in c lu d e :

1 .-  A n a ly s is  of the v a rio u s  in su ra n ce  p o l ic ie s ,  coverages and re la te d  
sup p o rtin g  documents.

2 .-  A n a ly s is  o f the "ra tin g "  p la n s fo r  W orkers' Compensation and General 
L i a b i l i t y .

3 .-  A n a ly s is  o f the v a rio u s c o n tra c ts  w ith  the b ro k e r, the c a r r ie r ,  o th e r 
e n t it ie s  and re la te d  fe e s.

4 .-  Comment on the system  o f se p arate  s e rv ic e  c o n tra c ts  fo r  s a fe ty , lo s s  
re p o rtin g  and c la im s handling and c la im s s u p e rv is io n .

5 .-  Comment on the se le c tio n  of c a r r ie r  and i t s  re in su ra n ce  fo r t h is  
p ro je c t ; comment on the choice o f Pac Mar as the c a r r ie r ,  d ealing 
p r im a r i ly  w ith  the c la s s  of b u s in e ss  in  which i t  i s  engaged, i t s  
d o m icile  and the se rv ic e s  rendered the P ro je c t .

The g e n e sis  o f t h is  wrap-up program i s  the agreement between State R is k  
Management and the A laska Power A u th o r ity .

R is k  Management in  tu rn  arranged fo r  broker s e r v ic e s  employing the co-broker 
arrangement o f Marsh S McLennan and Corroon & Black/Dawson, in  a co n tra c t 
between the co-broker and the A laska  Power A u th o rity , co n tra c t number CC08-2307.

These b ro k e rs were engaged in  the prem ise th a t S ta te  R isk  Management had 
re c e n tly  undergone a "broker se le c tio n  p ro ce ss" r e s u lt in g  in  the se le c tio n  o f 
these b ro k e rs, not o n ly  fo r other S ta te  in su ra n c e  m a tte rs, but a lso  fo r  the 
Tyee P ro je c t Wrap-up Program.



The co-broker adopted the acronym (APCOP) meaning Alaska Power Construction 
Program.

Item 1 : Analysis of the various insurance policies, coverage, limits

and related documents.

A.- General Liability/Workers' Compensation

The "Alaska Power Authority Insurance Information Manual and Coordination 
Procedure for Alaska Power Construction Program (APCOP)" prepared by APCOP 
Services Marsh & McLennan, Incorporated shows the following for each project 
phase:

Phase I - Power House and Tunnel

Comprehensive General Liability Insurance (excluding Automobile Liability 
and Physical Damage) subject to the following limits of liability:

$35,000,000 Bodily Injury/Each Occurrence per Contractor 
$35,000,000 Property Damage/Each Occurrence per Contractor

and affording insurance for Premises - Operations; Owners/Contractors 
Protective; Independent Contractors; Products/Completed Operation (continued 
in force two years after the date of final acceptance of the work by owner); 
Blanket Contractual Liability; Broad Form Property Damage; Personal Injury 
Liability; Explosion, Collapse and Underground (XCU); Incidental Malpractice, 
Incidental Errors and Omissions; and Railroad Protective.

Phase II - Submarine Cable

Comprehensive General Liability Insurance (excluding Automobile Liability 
and Physical Damage) subject to the following limits of liability:

$10,000,000 Bodily Injury/Each Occurrence per Contractor 
$10,000,000 Property Damage/Each Occurrence per Contractor

and affording insurance for premises - Operations; Owners/Contractors 
Protective; Independent Contractors; Products/Completed Operations (continued 
in force two years after the date of final acceptance of the work by owner); 
Blanket Contractual Liability; Broad Form Property Damage; Personal Injury 
Liability; Explosion, Collapse and Underground (XCU); Incidental Malpractice; 
Incidental Errors and Omissions; and Railroad Protective.



Phase III - Transmission System Construction

Comprehensive General Liability Insurance (excluding Automobile Liability 
and Physical Damage) subject to the following limits of liability:

$50,000,000 Combined Single Limit/each Occurrence

and affording insurance for Premises-Operations; Owners/Contractors' Protec­
tive; Independent Contractors; Products/Completed Operations (continued in 
force three years after the date of final acceptance of the work by owner); 
Blanket Contractual Liability; Broad Form Property Damage; Personal Injury 
Liability; Explosion, Collapse and Underground (XCU); Incidental Malpractice, 
Incidental Errors and Omissions; and Railroad Protective.

The Pac-Mar Liability Policy clearly shows a limit of $500,000 each occurrp.tce 
for all insured covered under this policy.

The Subscription Excess Liability Policy SOAMC - 1982 - APA - 1 shows a 
limit of $ 3 5 , 0 0 0 , 0 0 0  Bodily Injury Liability, per o c c u r r e n c e / $ 3 5 ,000,000 

Property Damage Liability, per occurrence.

The APA schedule of Insurance indicates a limit of $55,000,000 excess the 
Pac Mar limit of $500,000. The excess limits apply on a "per occurrence" 
basis, not on the basis of "per insured, per occurrence."

The contract documents and the APCOP Insurance Manual prepared by Marsh s 
McLennan specify limits of $35,000,000 Bodily Injury (BI) per occurrence, 
per contractor and $35,000,000 Property Damage (PD) per occurrence, per 
contractor.

The insurance program as evidenced by the Pac Mar policy and the exoess 
subscription policy is grossly inadequate. For example if in Phase I there 
is a total of ten contractors who are alleged to be involved in an occurrence 
at the job site the limit indicated in the manual and required by the con­
tract is 10 times $35,000,000 or $350,000,000 for Bodily Injury and 10 times 
$35,000,000 for Property Damage Liability or $350,000,000 for a total limit 
of $700,000,000.

The same inadequacies exist in Phase II where the manual and contracts 
specify $10,000,000 BI/$10,000,000 PD per occurrence per contractor.



However as re sp e c ts  Phase I I I ,  the manual c le a r ly  c a l l s  fo r a l im it  of 
$50,000,000, combined s in g le  l im it  per o ccurrence, not per o ccurrence, per 
c o n t ra c t o r .

I f  10 c o n tra c to rs  were alle g ed  to be in vo lve d  under these term s, the t o t a l  
l im it  req u ired  fo r  a l l  in su re d  c o n tra c to rs , together would be $50,000,000.

I t  should be noted th at i f  the occurrence occurred e .g . a completed o peration 
cla im  or i s  a lle g e d  to have occurred during the period in  which the p o lic y  
was in  fo rc e , the c o n tra c to rs  have been to ld  t i . i t  the above l im it s  o f 
in su ra n c e  have been p rovided.

P o lic y  Terms and C o n d ition s

There are coverage d e f ic ie n c ie s  in  the p o lic ie s  when compared to the c o n tra c t 
language, in c lu d in g  no coverage fo r R a ilro ad  P ro te c tiv e  L i a b i l i t y .  R a ilro a d  
P ro te c tiv e  L i a b i l i t y  In su ran ce , the e x c lu sio n s  fo r E x p lo sio n , C o llap se  and 
Underground O perations have not been deleted and there i s  no coverage fo r  
In c id e n ta l E r r o r s  and O m issions.

The C o n tractu a l L i a b i l i t y  Coverage co n ta in s the fo llo w in g  onerous e x c lu s io n :

(4) to any o b lig a tio n  fo r which the in su re d  may be held 
l ia b le  in  an actio n  on a c o n tra c t by a th ird  p a rty  
b e n e fic ia ry  fo r b o d ily  in ju r y  or p ro p erty damage 
a r is in g  out o f a p ro je c t fo r a p u b lic  a u th o r ity ; but 
t h is  e x c lu sio n  does not apply to an actio n  by the 
p u b lic  a u th o rity  or any other person or o rg a n iza tio n  
engaged in  the p ro je c t;

There i s  no re fe re n ce  in  co n tract language w ith c o n tra c to rs  r e la t iv e  to the 
$5,000 Propert> Damage d e d u ctib le  fo r general l i a b i l i t y  insurance contained 
in  the Pac Mar p o lic y  referenced above.

There are c le a r ly  major d e f ic ie n c ie s  in  the coverages provided in the p o lic y  
compared to the coverage agreed to by c o n tra c t.



The excels policies clearly contain the same deficiencies as the primary 

Pac Mar policy.

Relative to Workers' Compensation coverage for Maritime expr-jures the 
primary Pac Mar policies properly includes coverage for the " . . .  the 
liability of the insured to provide transportation, wages, maintenance 
and cure to any such employee." With a limit by accident of $500,000, 
whereas the excess policy clearly states that its coverage " . . .  does 
not apply to the liability of the insured to provide transportation, wages, 

maintenance and cure to any such employee".

It is unclear as to what aggregate limits would apply as respects the excess 
subscription placement. Policy limits aggregate normally apply to Contract­
ual Liability Property Damage and Completed operations.

It should be noted that only the schedule of insurance indicates a $55,000,000 
limit; th.. excess policy indicates a $35,000,000 limit.

Endorsement -*110A to the referenced excess liability policy mentioned above 
indicates a $35,000,000 limit for CGL - not $35,000,000 BI and $35,000,000 
PD. Further, the "Limits of Liability" coverage part of this policy clearly 
states that the total limit for each occurrence is the policy limit for all 
insureds, not per each contractor/insured.

All the endorsements extending coverage in the standard Workers' Compensation 
and Employees Liability policy and the excess policies should be broadened 
to pick up coverage for liability under the Acts or Laws of Canada and its 
Provinces. It, also, should be noted that the insurance companies shown 
in the excess liability policy are not those shown in the schedule of 
insurance.

Inland and Marine Cargo

Subscription policy and Certificates of I n s t a n c e  issued to titsui/D.W. Close 
transmitted by Dave Carlson's letter of March 2, 1903 shows a limit of 
$5,000,000 any one vessel (and presumably any one land conveyance), subject 
to a $5,000 deductible, with Lloyds of London as the insurance carrier.

The insureds include State of Alaska/Alaska Power Authority, Prime Contractors 
and their Subcontractors of all tiers.

Coverage analysis is impossible in view of the fact that the terms and 
conditions ". . . are per the Master State of Alaska Subscription Policy No.
S.0.A.M.C.-1982," which has never been provided.



6.

In the letter dated March 2, 1983, Dave Carlson provided a "Schedule of 
Insurance" and this schedule refers to:

"Pacific Marine 7/15/82 to 10/1/83 
Cover Note M-2673 - - Ocean Cargo Certificate 
$10,000,000 any one tow single and/or Tandom"

The same letter providea a separate Certificate issued to APA Mitsui/
D.W. Closa showing coverage for $10,000,000 any one vessel, any one tow 
with a $5,000 deductible any one vessel "Non-Owned Marine". "Coverage to 
include Protection & Indemnity" with Llyods shown as the carrier. Attached 
to this Certificate are numerous standard clauses and endorsements with all 
of the blanks as respects to Assureds, Loss Payee etc. left uncompleted.

The Schedule of Insurance shows;

"Pacific Marine 7/15/82 to 10/1/83 
Cover Note M-2674 - $10,000,000 Charter's Liability 
Protection & Indemnity and Running Down Clause on any 
Vessels Bareboat Charter, Leased or Rented by the Assured:
Stevedore's Liability."

Builder's Risk/Course of Construction Insurance

Two copies of Subscription Policy No. P.R.P.-ST-U AL - F82 (APA) were 
provided. Both show a Limit of Liability for Phase I of $45,000,000 and 
a deductible of $5,000. Nowhere in either of the policies is any reference 
made to any other deductible. However, Dave Carlson's letter of March 2, 1983 
states "The deductibles are $250,000 Earthquake and Flood and $100,000 for 
all other Perils."

The insureds include State of Alaska/Alaska Power Authority, Prime Contractors 
and their Subcontractors of all tiers. One copy of the Subscription Policy 
has three endorsements attached to it. Endorsement No. 1 includes coverage 
for Mitsui/D.W. Close as respects exposures under "Tyee Lake Submarine Cable 
Contract" and raises the limit of liability to $65,000,000. Endorsement No.
2 adds coverage for Power City Construction/Power City Constructors as respects 
exposures under "Tyee Lake Transmission Lines Contract No. 2708-3" and raises 
the limit to $90,000,000. Endorsement No. 3 adds coverage for Mitsui & Co.
(USA Inc.) and D.W. Close Company, Inc. with a limit of liability of 
$65,000,000.



The Schedule o f In su ran ce  shows two insu rance companies p ro vid in g  a l l  R isk  
B u ild e r 's  R isk  In su ran ce  as fo llo w s :

" A llia n z  10/1/82 to  1/4/84 P o lic y  No. AIO-801511 
A l l  R is k  B u ild e rs  R is k  - $90,000,000 
Commonwealth 12/16/82 to 1/4/84 P o lic y  No. RXMP62770 
A l l  R isk  B u ild e rs  R isk  $400,000 Exce ss o f $250,000 Earthquake 
& Flood - $150,000 E xce ss o f $100,000 a l l  other P e r i l s . "

Premium i s  based on va lu e  o f m a te ria l on s i t e  and co n stru cted  valu e p r io r  
to  com pletion. The ra te  i s  $.06/$100 o f referenced value on an annual 
b a s is .

Non-Owned A v ia tio n

The Schedule o f In su rance  p ro vid e s the fo llo w in g :

"Am ericas 10/1/82 to 1/4/84 P o lic y  No. HA-2-0111 
Non-Owned A v ia tio n  $1,000,000 Prim ary 

Americas 10/1/82 to 1/4/84 P o lic y  No. YA-1-0119
Non-Owned A v ia tio n  $4,000,000 E xce ss o f $1,000,000 

P u rita n  10/1/82 to 1/4/84 P o lic y  No. PZ-2181
Non-Owned A v ia tio n  $10,000,000 Exce ss o f $5,000,000"

Item 2 : A n a ly s is  o f the " ra t in g  plan^’ fo r  W orker's Compensation
and G eneral L i a b i l i t y

The stand ard  three ye ar "Rating  Plan" has been re v ise d  to meet the needs o f 
the P ro je c t  in  terms of the length o f time the P ro je c t i s  expected to be 
completed.

Plan Expense F a c to rs

The Plan has been fu rth e r  m odified in  terms o f the a p p lic a b le  Rating Plan 
f a c t o r s .  These fa c to rs  fo llo w :

The Plan p ro vid e s fo r a maximum chargeable lo s s  o f $300,000, any one 
o ccu rren ce , combined W/C and G/L. A s in g le  W/C or G/L lo s s  o f $300,000 
i s  chargeable i f  they are separate and d is t in c t  o ccu rren ce s.

S ta te  prejnium taxe s are charged under the plan as fo llo w s: W/C 1.037 and
G/L 1.03 tim es the developed r a t io  premium o f B a sic  Premium + (Lo sse s x LCF) 
x taxe s o f 1.037 & 1.03.
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S ta te  premium ta x e s are chcirged on "earned" premium. I t  i s  my understanding 
th a t the S tate  fo rg iv e s  premium ta xe s fo r  a re c e n tly  formed in su ra n ce  company 
fo r  a period o f fo u r y e a rs .

The A u t h o r it y 's  maximum premium l i a b i l i t y  under t h is  p lan i s  5150,000 as 
the B a s ic  Premium p lu s in cu rre d  lo s s e s ,  th at i s  the l i a b i l i t y  fo r  premium 
in  u n lim ite d .

Wrap-up In su ran ce  Program fo r a P ro je c t o f t h i s  s iz e  should have a maximum 
aggregate premium in  the p rim ary insu rance  program.

Since there are sep arate  and unusual f in a n c ia l  agreements c o n t ro ll in g  premium 
and investm ent income between Pac Mar and APCOP, the insu rance p o l ic ie s  
and re tro  plan are not the c o n tro llin g  documents in  the f in a l  a n a ly s is .  
However, as re sp e c ts  APA’ s l i a b i l i t y  fo r premium, the p o lic ie s  are the 
c o n t ro ll in g  documents.

General Comment:

A l l  the major wrap-up programs w ith which I  have any f a m i l ia r i t y  u t i l i z e  a 
re tro s p e c tiv e  ra t in g  o f some k in d . The s iz e  o f the p ro je c t  and th e re fo re  
the amount o f premium along w ith  the b r o k e r 's  a b i l i t y  to  n eg otiate  determ ines 
the fa vo ra b le  o r unfavorab le  plan fa c t o r s .

The Tyee Plan fa c to rs  are g e n e ra lly  acce p tab le . But one must r e a l iz e  th a t 
Pac Mar i s  e s s e n t ia l ly  is s u in g  insu rance  p o l ic ie s  and are compensated per 
terms o f i t s  agreement w ith  APCOP as w e ll as fo r  c e rta in  p lan c o s ts  and 
re ce ivp  a premium.

The Tyee Plan c o n ta in s severe c a n c e lla t io n  p e n a lt ie s  as w e ll as what amounts 
to an open maximum premium in  th a t the maximum premium i s  e sta b lish e d  a t
5150,000 p lu s  in c u rre d  lo s s e s .

While the plan p ro vid e s fo r f i n a l  premium fo llo w in g  com pletion o f the P ro je c t , 
i t  a ls o  i s  co n ceivab le  th a t larg e  amounts o f money could be due and payable 
i f  seve re  in cu rre d  lo s s e s  are o utstand ing  at com pletion o f the P ro je c t .

The normal maximum premium p ro te ctio n  i s  obviated by t h is  P la n 's  maximum ar.d 
f i n a l  premium p r o v is io n s .

f
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I tem 3: A n a ly s is  o f the v a rio u s  c o n tra c ts  w ith  the b ro k e r, c a r r ie r  (s)
o the r e n t it ie s  and re la te d  fe e s .

The f i r s t  agreement to be a n a lize d  i s  Standard Agreement Forms fo r  P ro fe ss io n a l 
S e rv ic e s  C o n tract between A laska Power A u th o rity  and Marsh S McLennan, In c ./  
Carroon and Black/Dawson & C o ., In c . (APCOP) ~ number CC08-2307. A l l  other 
se rv ic e  agreements fo r  the Tyee P ro je c t flow  from t h is  Agreement.

These are :

The purchase of v a r io u s  in su ra n c e s referenced  above.

Agreement w ith  P a c if ic  Marine In su rance Company o f A laska 
(Pac Mar)

Agreement w ith  S co tt Wetzel S e rv ic e s .

P ro fe ss io n a l S e rv ic e s  C o ntract w ith  Pac Mar fo r  c la im s a d ju s t in g .

Claim s C o n su ltin g  C ontract w ith  Shepard and A sso c ia te s..
I

Agreement w ith  Lewison & A sso c ia te s  fo r  te c h n ic a l s e r v ic e s .

Agreement fo r  Data P ro ce ssin g  S e rv ic e s  No. 210273C w ith  Manus 
S e rv ic e s  C o rp o ratio n .

APCOP agreement No. CC08-2307

The e f fe c t iv e  date o f t h is  co n tra c t i s  October 1, 1981. There have been 
three amendments to the c o n tra c t, s in c e  i t s  in c e p tio n , although amendment 3 
has not been executed by APA.

The c o n tra c t re q u ire s the C o ntractor to provide 18 separate s e r v ic e s .  Some
worthy o f note in t h is  a n a ly s is  are item s 8, 9, 10 and 15.

Item 8 s t a t e s  th a t C o n tracto r w i l l  provide P ro je c t  c o n tra c to rs  w ith  complete
premium and lo s s  summaries on a q u a rte r ly  b a s is .

I f  t h is  i s  being done fo r c o n tra c to rs , i t  most c e r t a in ly  should be done fo r 
APA as p art o f an accounting and au d it program. For the APA, the APCOP 
should summarize the sep arate re p o rtin g  fo r  P ro je c t  c o n tra c to rs . Mo 
evidence o f t h is  has been su p p lie d .



Item 3: (continued)

Item 9 re q u ire s  the C o n tracto r to provide a s a fe ty  in c e n tiv e  formula for 
P ro je c t  c o n tra c to rs  which w i l l  inclu d e a s a fe t y  d ivid end  fo r them T h is  
d ivid e nd  i s  due s i x  months fo llo w in g  c o n tra c t e x p ira tio n .

T h is  form ula n e c e s s a r ily  t i e s - in  w ith the re tro  agreement w ith  Pac Mar 
and would be a ffe c te d  should the Wrap-up Program be ca n c e lle d . I t  should 
in c lu d e  the c o n tra c to rs  own lo s s  experience but should a lso  be re la te d  to 
o v e r - a ll  P ro je c t exp erience .

Care must be taken in  developing such a formula and a p re lim in a ry  d ra ft  
should be undertaken as soon as p o s s ib le  fo r  APA's review  and ap p ro val.
T h is  d ra ft  should be as p re c ise  as p o ss ib le  in  terms o f the d e f in it io n s  
contained in  i t .

Item 10 r e la t e s ,  i m p l ic i t ly  to the e n t ire  wrap-up program and p a r t ic u la r ly  
to item s 8 and 9. A lso  im p lic it  in  t h is  item i s  the proper se le c tio n  o f 
insu rance  companies p ro vid in g  p ro te c tio n  to the P ro je c t .

F in a n c ia l  in t e g r it y  a ls o  im p lie s  th a t APA be prepared to pay v a rio u s  premium 
per Pac Mar c o n tra c t and the re tro sp e c tiv e  p lan in  e f fe c t  fo r  the P ro je c t .

Item 15 of t h is  co n tra c t d e lin e a te s  the s e rv ic e s  which may be subcontracted 
and in c lu d e  those referenced above; i e ,  s a f e t y ,  c la im s adjustm ent, insu rance  
company s e le c t io n , e tc .

Appendix E o f t h is  co n tra c t i s  the appointment o f the Brokers as Brokers o f 
Record, a llo w in g  them to e f fe c t ic a t e  the in su ra n c e s provided in  the Tyee 
Wrap-up.

There i s  no s p e c if ic  reference to the fees o r other compensation to be paid 
under t h is  c o n tra c t. The APCOP budget prepared fo r  the Tyee P ro je c t does 
not co ntain  a p ro v is io n  fo r fees o r other compensation to the b ro k e rs. The 
budget fo r the p ro je c t  p ro vid e s fo r t o t a l  insurance expenditures of 
$3,784,602.

Amendment No. 3 does provide fo r a payment o f $50,000 to  Carroon fi B lack/ 
Dawson fo r s e rv ic e s  rendered to August 31, 1982 p lu s a f l a t  fee o f $151,000 
to Marsh & McLennan fo r  i t s  s e rv ic e s  fo r the term o f the P ro je c t .

Follow in g  execution o f i t s  c o n tra c t, APCOP entered in to  the v a rio u s  c o n tra c ts/  
agreements referenced above.
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APCOP a lso  entered in to  an agreement w ith  Pac Mar s e tt in g  fo rth  the fees 
to be paid Pac Mar, c e rta in  o f i t s  expenses and the e stab lish m e n t o f a 
T ru s t  Account. T h is  w i l l  be d isc u sse d  in  the f in a n c ia l  se c tio n  o f t h is  
re p o rt.

The v a rio u s  W/C P o lic ie s  are stamped 0% com m ission. No such stamp appears 
on the G/L P o lic y . Nor does the su b sc r ip t io n  form p o lic ie s  fo r In lan d  & 
Marine Cargo and B u ild e rs  R is k  co ntain  t h is  note.

The budget fo r  the P ro je c t p ro vid e s fo r  reimbursement fo r  c e rta in  expenses 
in cu rre d  by the p ro vid e rs o f s e rv ic e s  to the P ro je c t .

These q u e stio n s o f fe e s, com missions and expenses should be f u l l y  d isc lo se d  
in  an on-going form at. F u rth e r the budget should be s u f f i c i e n t ly  d e ta ile d  
to id e n t if y  a l l  P ro je c t c o sts  and p rovid e fo r  comparison o f budget to 
a c tu a l expense in c u rre d . T h is  re p o rtin g  should be provided at le a s t  
q u a r t e r ly  and should contain  premium and lo s s e s  by c o n tra c to r w ith a l l  
a p p lic a b le  expenses r e la t in g  to in su ra n ce  c o st  c le a r ly  id e n t if ie d .

Peat Marwick M itch e ll have completed an account balance a u d it covering the 
period o f in ce p tio n  o f the wrap-up to Ja n u a ry  31, 19B3. D iscu ssio n  o f t h is  
w i l l  be included in  the f in a n c ia l  se c tio n  o f t h is  re p o rt.

Item 3: (continued)

Agreement w ith  Pac Mar

T h is  i s  a most im portant agreement. I  s h a l l  attempt to re la te  the agreement 
to the re tro  agreement in  d e t a i l ,  p a r t ic u la r ly  in  f in a n c ia l  term s. T h is  
agreement and the re tro  agreement re q u ire  payments to Pac Mar fo r s e rv ic e s  
to be performed by i t  on b e h alf o f in su re d  c o n tra c to rs  and A .P .A .

I t  p ro vid es fo r  c e rta in  fees to be paid Pac Mar in ad d itio n  to c e rta in  
expenses l is t e d  below. I t  must be considered in  co n jun ctio n  w ith the re tro  
ra t in g  plain d isc u sse d  e a r l ie r .  One must have had a complete understanding 
o f the ro le  of Pac Mar in  the P ro je c t , in c lu d in g  what was intended by 
issu an ce  of t h is  agreement and the re tro  agreement.

The agreement i s  dated and e f fe c t iv e  September 17, 1982 by and between 
APCOP and Pac Mar.



Before l i s t i n g  payments Pac Mar re q u ire d  under t h :s  agreement, one should 
r e c a l l  th a t the re tro  agreement re q u ire s  payments to Pac Mar o f a B a sic  
Premium o f $150,000; a ls o  re q u ire s  payment o f prem:urn ta x e s. I t  a lso  
p ro vid e s fo r a minimum and maximum premium.

Payments req u ired  under t h i s  agreement a re :

$100,000 - Fee fo r  in su ran ce  u n d e rw ritin g  s e rv ic e s  fo r  engaging in  
the Tyee Wrap-up Program - PLUS Boards. Bureaus and 
Commissions T a xe s; In vo lvency/G uaranty Funds; Assigned 
R is k  P lan Funds.

Normally these fe e s are charged in  the in su ra n ce  premiums o r w ith in  the B a sic  
Premium Charge in  a R e tro sp e c tive  P la n . I  f in d  i t  d i f f i c u l t  to understand 
why Pac Mar chooses to make these charges under t h is  agreement. I t  i s  
p o ss ib le  th a t d u p lic a te  charges are invoked , once in  the insurance p o lic y  
and re tro  agreement and again under t h is  agreement.

I t  should be noted th a t Pac Mar i s  compensated se p a ra te ly  fo r  i t s  lo s s  a d ju s t­
ment s e r v ic e s .

I t  should be noted, th a t per terms of: t h is  agreement th at Pac Mar re c e iv e s  
the investm ent income on $150,000 re q u ire d  by t h is  agreement to form a T ru s t  
Account. Dave C arlso n  sta te d  th a t t h is  amount was changed to  $100,000 by 
amendment. T h is  has not been re c e ive d . The purpose o f t h is  account i s  to 
pay c la im s l i a b i l i t i e s .  C o n trib u tio n s  to t h i s  account, however, are based 
on " in c u rre d " c la im s .

The agreement p ro vid e s fo r  a " ru n -o ff"  o f c la im s on a 6, 18 and 30 month
b a s is  fo llo w in g  com pletion o f the P ro je c t o r J u ly ,  1984. T h e re a fte r Pac Mar
re q u ire s  a le t t e r  o f c r e d it  equaL to the d iffe re n c e  between $150,000 and 
estim ated determined amount o f c la im s to be p a id . T h is  i s  done again at 
12 months fo llo w in g  the f i r s t  d eterm ination and the second and th ird  
d e te rm in atio n s. Any e xce ss funds in  the T ru s t  account, fo llo w in g  the th ird  
determ ination are returned to APCOP.

At t h is  important time Pac Mar a ssu re s  l i a b i l i t y  fo r  payment o f a l l  o utstan d ­
ing l i a b i l i t i e s  w ith  Pac Mar to be compensated in an amount agreed to at 
th at time by Pac Mar and Broker on b e h a lf o f the In su re d .



The agreement p ro vid e s fo r  payment o f investm ent income by Pac Mar to 
APCOP on amounts in  e xce ss $150,000 in  the T ru s t  Account. These payments 
are $20,000 due J u ly  1 , 1983 and $20,000 due Jan u ary  4, 1984. These 
payments are made in  l ie u  o f broker com m issions, according to the agreement.

APCOP to ld  me i t  was to  re ce ive  $151,000 in  fe e s from the P ro je c t , p lu s  
broker commission fo r placement o f Pac M ar's P ro je c t in su ra n c e . Nothing 
e ls e .

At b e st, t h is  arrangement encourages a b u ild -u p  o f funds in  the T ru s t  account.

Secondly, according to paragraph 6(a) Pac Mar tu rn s  funds over to APCOP which 
are in  excess o f $150,000. F u rth e r d isc u s s io n  o f t h is  i s  contained in  the 
f in a n c ia l  se c tio n  o f t h is  re p o rt.

Agreement w ith  S c o tt Wetzel S e rv ic e s  (SWS)

The agreement i s  dated June 14, 1982 by .and between SWS and APCOP; i t  became 
e f f e c t iv e , as to work, December 1, 1981.

T h is  i s  a stra ig h tfo rw a rd  agreement p ro vid in g  s a fe t y  and f '.re  p ro te ctio n  
engineering s e r v ic e s  to  the P ro je c t .

Phase I  fees are $ 46,000
Phase I I  fe e s are  12,500
Phase I I I  fe e s are 19,500

T o ta l fe e s $ 78,000

These fees are se t  fo rth  in  amendment to the o r ig in a l  c o n tra c t. The amend­
ment a lso  e s ta b lis h e s  an e x p ira tio n  date to agreement - November 30, 1984.
The copy o f the amendment provided was not sig re d  by APCOP.

The sa fe ty  engineering p o rtio n  o f t h is  co n tra c t i s  o ften  provided by the 
W/C insurance company. A pparently APCOP b elieved  these s e rv ic e s  would b est 
be provided by an o u tsid e  q u a lif ie d  te c h n ic a l o rg a n iz a tio n . A lso , ap p are n tly  
Pac Mar may fe e l i t s  in t e r e s t s  are b e st served by a firm  such as S .W .S ., 
although a reference to t h is  e f fe c t  i s  absent in  the v a rio u s  p o l ic ie s ,  re tro  
agreements, other documents I  have review ed. T h is  absence o f reference may 
be d etrim ental to Pac Mar in  view o f the requirement th at W/C c a r r ie r s  are 
to provide s a fe ty  engineering s e r v ic e s  to t h e ir  in su re d s . Other arrang e­
ments, such as the S.W .S. agreement are acceptable when documented. i'



But t h is  does make one wondir about the o rd e r o f magnitude o f the fees 
charged by Pac Mar in  i t s  re tro  and se p arate  agreement w ith APCOP. 
E s s e n t i a l ly  these fees are fo r  the issu a n c e  o f p o l ic ie s  and the p ro vid ing  
o f a T ru s t  Account and issu a n ce  o f c la im s d r a f t s .

Although the agreement re fe re n ce s a ca le n d ar o f v i s i t s  to the S it e ,  i t  was 
not attached to  the copy provided me. Assuming a reasonable frequency o f 
s i t e  v i s i t s  and acknowledging S.W .S. te c h n ic a l and p r a c t ic a l  e x p e rt ise , the 
fe es appear to be re aso n ab le . A rough estim ate  o f charges fo r  these 
s e r v ic e s ,  i f  provided by the W/C in su ra n ce  company could range from 1/2 o f 
1% to 1% o f t o t a l  standard premium. T h is  range would approximate S.W .S. 
fe e s and I  b e lie v e  S.W .S. s e r v ic e s  would be su p e rio r .

There e x is t s  a sep arate agreement p ro vid in g  data p ro ce ssin g  s e rv ic e s . 
However, I  b e lie v e  SWS provided a t  le a s t  one lo s s  run. Such a run was 
g iven to me during my v i s i t  to Marsh & McLennan o f f ic e s  in  November.

P ro fe s s io n a l S e rv ic e s  C o n tract Between Pac Mar and APCOP

The agreement i s  dated J u ly  6, 1982, and e x p ire s  June 30, 1983. I t  i s  by 
and between APCOP and Pac Mar fo r  lo s s  a d ju st in g  s e r v ic e s . I f  these 
s e r v ic e s  are to continue the c o n tra c t must be renewed o r extended.

A l l  re fere n ce  to APCOP's " s e l f  in su re d  c la im s program" i s  m isleading and 
in a p p ro p ria te  sin c e  Pac Mar has issu e d  p o l ic ie s  o f in su ra n ce .

T h is  i s  a s t r a ig h t  forward c la im s a d ju st in g  c o n tra c t p ro vid ing  needed 
s e r v ic e s  in  the adjustm ent o f W orkers' Compensation and General L i a b i l i t y  
c la im s .

The fe e s a re :

B o d ily  In ju r y  L i a b i l i t y  per c la im  $ 310.00
P ro p e rty Damage L i a b i l i t y  per cla im  150.00
W/C L o st Time, in c lu d in g  m aritim e 310.00
W/C M edical o n ly , in c lu d in g  m aritim e 60.00

The c o n tra c t a lso  p ro vid e s fo r  reimbursement of a ir f a r e  and receipted 
expenses fo r lo d g ing , e tc .

Settlem ent a u th o rity  i s  $10,000 to be paid from another T ru st  Fund e sta b lish e d  
in  the amount of $25,000 by the c l ie n t  APCOP.
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At t h is  p o in t we have learned th a t : Pac Mar should have $150,000 in  a 
T ru s t  account per re tro  agreement. Pac Mar should have $25,000 in  a 
c la im s T ru s t  account.

C e rta in  expenses, t r a v e l ,  lod g ing , e tc . would be absorbed by the in su ra n ce  
company as a c o st o f doing b u sin e ss .

Recovery o f a llo c a te d  c la im s expense v/ould be about the same under a 
co n ve n tio n al re tro  p la n .

On b alan ce , I  fe e l th a t to t a l  c o sts  under t h i s  arrangement w i l l  be g re a te r 
than could o therw ise  have been neg otiate d.

C laim s C o n su ltin g  C o ntract

The agreement i s  dated August 5, 1982 by and between Shepard and A sso c ia te s  
and APCOP. I t  i s  a continuous c o n tra c t, u n t i l  com pletion o f the P ro je c t ; 
i t  may be ca n ce lle d  upon 90 days n o tic e .

T h is  i s  a s t r a ig h t  forward c la im s su p e rv is io n  c o n su ltin g  co n tra c t r e la t in g  
to c la im s in  excess o f $50,000.

The r e t a in e r  fee i s  $10,000 fo r  the l i f e  o f  the c o n tra c t, su b je c t to  ad d i­
t io n a l  fe e s fo r  "e x tra o rd in a ry "  s e rv ic e s  which may be re q u ire d .

I t  would appear th a t "normal and prudent expenses" are re im b u rsab le .

Appendix A p ro vid e s fo r  two (2) t r ip s  to A la sk a , among other s e r v ic e s .

The va lu e  o f t h is  c o n tra c t i s  q u e stio n a b le .

Agreement Regarding T e ch n ica l A ss ista n c e  to APCOP

The agreement i s  lated November 1, 1982, by and between Lewison and A sso c ia te s 
and e x p ire s  on November 1, 1983.

The e s s e n t ia l  s e rv ic e s  to be provided under t h is  co n tra c t a re :

"Review o f rrv-r.cnly p ro g ress re p o rts  prepared by c o n stru c tio n  manager.

P re p a ra tio n  of re p o rts s h a l l  include m ajor c o n stru c tio n  a c t i v i t y ,
 ̂ s t a t u s  o f the p ro je c t and co n tract c o s t s .

Provid e te c h n ic a l a s s is ta n c e  as requested by APCOP s e r v ic e s ."



The fee i s  $30 .00/hour, p lu s  expenses m u tu a lly  agreed upon.

The agreement does not s p e ll  out what c o n s t it u t e s  "te c h n ic a l a s s is ta n c e "  
o the r than in d ica te d  above.

I  have no idea what t h is  amounts to o r o f  i t s  va lu e  to APCOP. Inform a­
tio n  regarding these item s could be acquired o the rw ise  through a proper 
system  o f communication w ith the P ro je c t .

There i s  no t o t a l  va lue shown in  the c o n tra c t.

The value  o f t h is  co n tra c t i s  q u e stio n a b le .

Agreement fo r  Data P ro ce ssin g  S e rv ic e s

The agreement i s  dated October 12, 1982, fo r  Manus and October 22, 1982, 
fo r  APCOP, by and between Manus S e rv ic e s  C orporation and APCOP. The term 
i s  fo r  1 ye ar w ith  c a n c e lla t io n  p ro v is io n s  o f 90 day n o tic e . Automatic 1 
ye ar e x te n sio n s are provided fo r .

T h is  agreement p ro vid e s fo r  an EDP system  fo r  what: appears to be an 
accounting system .

E x h ib it  I  c o n ta in s the schedule o f s e r v ic e s  and fe e s . T h is  e x h ib it  appears 
to be a b o ile r  p la te  type o f schedule and the agreement does not s p e c i f ic a l ly  
in d ic a te  what s e rv ic e s  are provided. The headings are fo r  an accounting 
system  and inclu d e  such item s as jo u rn a l e n t r ie s ,  budgets, c h a rt o f acco unts, 
t r i a l  b a la n ce s, balance sh e e t, e tc .

The monthly fee could range from a low o f $35.00 to a high o f $195.00 
depending upon APCOP's needs.

As w ith  the te c h n ic a l s e rv ic e s  c o n tra c t, I  f in d  i t  d i f f i c u l t  to understand 
the need fo r  t h is  c o n tra c t. I t  appears APCOP's fee o f $151,000 i s  fo r that 
o f a g eneral manager and a l l  a n c i l la r y  s e r v ic e s  provided through i t  are on 
a se rv ic e  by se rv ic e  fee b a s is .



Item 4: Comment on the -System of Separate Serv ices  Contracts

A wrap-up program can be organized in  s e v e ra l w ays. I t s  o rg a n iza tio n  i s  
p r e t t y  much a fu n ctio n  o f i t s  o rg a n iz e r 's  in g e n u ity .

There i s  va lu e  in  engaging e xp e rts in  a given d is c ip l in e  under separate 
c o n tra c t from the in su ra n ce  c o n tra c t, although some insurance companies 
have h ig h ly  q u a lif ie d  and experienced people in  d is c ip l in e s  such as sa fe ty  
and lo s s  c o n tro l.

I t  i s  my o pinio n  th a t P a c if ic  Marine Insurance Company probably la c k s  
e x p e rt ise  in  c e rta in  are as o f norm ally provided s e r v ic e s .  Hence APCOP 
entered in to  the s e v e ra l c o n tra c ts  fo r  s e rv ic e s  needed fo r  the Tyee wrap-up. 
There are three o b se rv a tio n s on t h i s :

F i r s t ,  the se le c t io n  o£ the insurance company. I f  APCOP had chosen 
another c a r r ie r  some o f the separate se rv ic e  c o n tra c ts  could have 
been avoided.

-  Seco nd ly, the fe e s allowed in  a l l  case s appear to be l ib e r a l  in c re a sin g  
c o s ts  to A .P .A .

-  T h ir d ly ,  t h is  approach r e s u lt s  in  a v e ry  cumbersom program and d i f f i c u l t  
to  understand and in  some cases d u p lic a t iv e  co n tra ct arrangement, again 1 
r e s u lt in g  in  incre ase d  c o sts  to A .P .A .

The Pac Mar in su ra n ce  re tro  p o lic y  and t r u s t  agreements are o f p a r t ic u la r  
concern to me fo r  the fo llo w in g  re aso n s:

For i t s  two se p arate  fe e s , $150,000 B a sic  premium and $100,000 T ru st  fe e s, 
Pac Mar e s s e n t ia l l y  is s u e s  two p ie ce s o f paper, i .e „  a p o lic y  and a t r u s t  
agreement.

Pac Mar e arn s in t e r e s t  on both accounts fo r i t s  cwn account.

According to  the agreement between APCOP and Pac Mar, APCOP i s  paid a fee 
and/or investm ent income on the t r u s t  account on funds excess $150,000.

APCOP placed s p e c if ic  re in su ran ce  fo r  Pac Mar fo r t h is  wrap-up program, 
in d ic a t in g  i t s  c a p a c ity  l im it a t io n s . According to Dave C a rlso n , APCOP 
re ce ive d  a commission fo r  t h is  placement.
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Item 5: Comment on the S e le ctio n  o f Insurance Companies fo r  the
Tyee Wrap-up Program

Presum ably Pac Mar was se le cte d  as the insurance company fo r  the b a s ic  Workers' 
Compensation and General L i a b i l i t y  Insurance because i t  i s  an A laska company. 
I t s  he ad q u arte rs, however, are in  S e a tt le .

The company i s  a r e la t iv e ly  re c e n tly  formed company having incorp orated  in  
August o f 1979 and lic e n se d  in  December 1979.

P a id - in  c a p it a l  was $2,500,000 and su rp lu s  was e sta b lish e d  at $2,500,000, 
r e s u lt in g  in  to t a l  c a p it a l  and su rp lu s  o f $5,000,000.

I t  has had e xce p tio n a l growth in  the sh o rt time *’ s as been in  b u sin e ss .
In 1981 i t  had "net" premium w rit in g s  o f ju s t  over .9,000,000 w ith a lo s s  
r a t io  o f 84% and u nd erw riting  expense o f 19% o f net premium income. T h is  
combined r a t io  o f 1.03% can be considered e xce p tio n a l compared to most 
companies in  the c a su a lty  b u sin e ss today.

As o f December 31, 1981, Pac Mar had t o t a l a s s e t s  o f -$33,644,677; incurre d  
l i a b i l i t i e s  amounted to $24,658,505. T h is  according to i t s  a u d it firm  of 
Pete, Marwick, M itc h e ll £ Co. The 1981 Annual Statement to Insurance 
Departments re p o rts  c u rre n t a s s e t s  o f $28,345,468 on a s ta tu to r y  b a s is  and 
t o t a l  l i a b i l i t i e s  o f $22,584,802. P a id -in  c a p it a l  i s  unchanged; su rp lu s  i s  
$5,023,631 as of December 31, 1981.

The company w i l l  be e l ig ib le  fo r  B e sts  Key Ragings in  1985.

I t s  p r in c ip a l  b u sin e ss  w r it in g s  are m aritim e w o rke rs' compensation and ocean 
marine in su ra n c e . I t  i s  lic e n se d  in A la sk a . I t s  "net" l in e  o f r i s k  i s  
$100,00f w ith  a g ro ss l in e  o f $5,000,000 in d ic a tin g  a prudent amount o f 
re in su ra n c e  and a nominal "in-house" re te n tio n . I t  cedes and assumes 
re in su ra n c e  from fo re ig n  insurance companies.

In su r in g  c o n stru c tio n  p ro je c ts  appears to be unusual fo r  Pac Mar, a t  le a s t  
p r io r  to in su rin g  the Tyee Lake P ro je c t . In su rin g  such p ro je c ts  re q u ire s 
more than u su a l engineering and cla im s a d ju stin g  s e r v ic e s .

Pac Mar, one might s a y , i s  in  the b u sin e ss o f fro n tin g  an insuranceprogram  
as compared to other major c a su a lty  insu rance  companies. These o the r companies 
have f u l l  time experienced s t a f f  in  c o n stru c tio n  s a fe ty  en g in eering . T h e ir 
"net l in e "  re te n tio n  i s  fa r  in  exce ss o f th a t of Pac Mar, thus p ro vid ing  in -  
house c a p a c ity  and e x p e rtise  w ithout the need to engage in  contracted  se rv ic e  
fo r s a f e t y  e n g in e erin g , lo s s  adjustm ent s u p e rv is io n , usable data p ro ce ssin g .

According to B e sts Guide, premium income in  A laska i s  second o n ly  to C a lifo r n ia ,  
i . e .  ap p roxim ately $4,700,000 to $7,030,000.



--------------------------------------------------------------------------

19.

1981 B e sts  Key Ratin g s o f Insurance Companies in vo lve d  in  the Tyee 
Wrap-up Program

P a c if ic  Marine Insurance Company 

Nutmeg (H artford Insurance Group) 

P ro te c tiv e  N ational Insurance Company 

N ational Union F ir e  Insurance Company 

Lexington Insurance Company 

Insurance Company of North America 

A l l ia n z  Insurance Company 

Commonwealth

Am ericas Insurance Company

f

P u rtia n  Insurance Company

A+ fi A = E x c e lle n t  

S u rp lu s R a tin g :

Not rated

A+ C la ss  X

A C la ss  XI

A+ C la ss  XV

A+ C la ss  X II

A+ C la ss  XV

W ill be rated in  1982

Not l is t e d

Not rated
$19,920,000 P o lic y h o ld e r
S u rp lu s 

A+ X I I I

X $7.5,000,000 to 12,500,000 
XI $12,500,000 to 25,000,000

X II  $25,000,000 to 50,000,000 
X I I I  $50,000,000 to 75,000,000 

XV $100,000,000 fi Over



FINANCIAL FACTORS

General Comment:

The Wrap-up Insurance c o sts  were estim ated to be A .25% o f c o n stru c tio n  
c o s t s .  T h is  re su lte d  in  estim ated premiums o f $3,784,602 fo r  the to t a l  
P ro je c t c o s ts  o f approxim ately $89,000,000.

I t  appears Chat c o n s t r ic t io n  c o sts  w i l l  be $94,339,000 which would 
in d ic a te  a wrap-up insu rance  co st of $4,009,408 u sin g  the 4.25% base.

H is t o r ic a l ly  and on a co n tin u in g  b a s is  wrap-up in su ra n ce  c o sts  fo r 
wrap-ups have ranged from ju s t  over 1% to s l i g h t l y  h ig h e r chan 2% of 
c o n stru c tio n  c o s t s .  These percentages do not in c lu d e  o f f s e t s  o f 
in su ran ce  c o sts  generated from investm ent income.

S p e c if ic  Tyee Lake Insurance c o s t s .

One way of loo king  at wrap-up insu rance  co st i s  to compare to t a l  expenses 
to paid and incurre d  lo s s e s .

To date APA has paid premiums as of
Jan u ary 31, 1983 (Per P .V M . A u d it) $3,186,602

Deduct: expenses ocher than paid lo s s e s  1 ,1 4 1 ,1 J1

Funds a v a ila b le  fo r  lo s s e s  $2,045,491

add investm ent income  53,391

T o ta l funds a v a ila b le  to pay lo s s e s  $2,098,592

Paid lo s s e s  as c r  December 31, 1982 $ 194,628

Per Peat, Marwick and M itch e ll a u d it , expenses t o t a l l in g  $1,335,749 
have been in cu rre d  to pay $194,628 in  "p a id " lo s s e s  and a v a ila b le  to 
pay incurre d  lo s re s  of approxim ately $653,117.

.4s o f January 31, 1983 APA had paid $1,903,944 in  funds excess ot a l l  
required payments fo r lo s s e s ,  premiums and co n tra ct re late d  expenses.

R a tio  of expenses to paid lo s s e s  $ 1 ,1 4 1 ,111 _ 5 86 * 1
$194,491

R atio  of expenses to incurred  lo s s e s  $ 1 ,1 4 1 ,111
$653,117 = : 1

The P ro je c t lo ss  ra c io , i .e .  lo sse s  + premiums appears to be e x c e lle n t 
because the premiums were hig her than needed as demonstrated by the 
percentage of c o n stru c tio n  co st they re p re se n t.

Incurred  lo s s e s  $653,117 ,
$3,186,602 " 3 L° SS raCio
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use 21.

H is t o r ic a l ly  and co n tin u in g , c o sts  under a wrap-up c o sts  $.20 to $ .25* 
fo r each d o lla r  o f lo s s  payment. Under the Tyee Program these c o sts  
are $1.75 to $1.00 of incurred  lo s s .

These com parisons would in d ic a te  that paid lo s s  re tro  would ha^e been 
more fa vo ra b le  to APA than the p resent program.

* These are co n se rv a tiv e  expense fa c t o r s .

Peau Marwick, M itc h e ll & Co. A u d it.

As re fe re n ce d , t h is  au d it i s  e s s e n t ia l ly  an account balance a u d it per 
in s t r u c t io n s  i t  re ce ive d . As the a u d it re p o rts , v e r i f ic a t io n  was made 
o f sup p o rtin g  documents such as general led g er, cash re c e ip ts  and 
d isb u rsem e n ts. The au d it did  not inclu d e an exam ination of a c t i v i t i e s  
included in  the performance o f s e rv ic e  nor did i t  attempt to determine 
i f  the v a rio u s payments to v a rio u s  l o s s ,  investm ent or expense accounts 
were made on a p a r t ic u la r  b a s i s ,  i . e .  incurred lo s s  le v e ls  reqt .rin g  
deposic to the t r u s t  acco un ts.

Based on t h is  a u d it , there i s  no doubt th at APA funds expended are 
p ro p e rly  accounted fo r  and v e r i f ie d  fo r  the v a rio u s  purposes scheduled 
in  the APCOP budget.

Agreement w ith pac Mar.

Page 4 of the Peat, Marwick, M itc h e ll au d it co n tains a statem ent of 
a s s e t s  and fund b alances showing the fund balance at $1,903,944. Two 
funds are m aintained by Pac Mar, one the investm ent account and the 
o ther s e l f  insu re d  re te n tio n  or c la im s account.

These fund b alances should be audited at the time Pac Mar assumes 
claim s l i a b i l i t i e s  fo r i t s  account. fhe au d it should inclu d e  a thorough 
review  of lo s s e s  incurre d  and paid ac chat tim e. APA should p a rt ic ip a t e  
in  the review  of the re se rve s fo r o utstand ing  claim s and agree to the 
amount of funds required by Pac Mar to pay the ru n -o ff of o u tstan d ing  
c la im s. APA should attend the meetings in v o lv in g  the amounts of the 
le t t e r s  of c r e d it  at the 6, 18 and 30 month periods fo llo w in g  com pletion 
of the P ro je c t . '



In  David C a r ls o n 's  le t t e r  of March 2, 1983 on page th re e , in  answer 
to my q u e stio n s 8 and 9, contained in  my February 14, 1983 le t t e r ;  
he s t a t e s  that Pac M ar's b a sic  premium fa c to r  had reduced to $100,000 
from $150,000 and that I  would re ce ive  an amendment to the p o lic y  
a ffe c t in g  t h is  change. The amendment has not as ye t been re ce ive d .
He a lso  s t a t e s  th at the "premium taxes are included in  the $100,000 
fro n tin g  fe e " . At the time of the au d it of t r u s t  fu n d s, care should 
be taken in  determ ining the amount of these taxes and fo r  the period 
o f time the taxes w i l l  be charged.

Brokerage fees should be v e r if ie d  at t h is  time to reach agreed le v e ls  
o f :

Marsh & McLennan fee $151,000
In t e re s t  income to Marsh & McLennan 40,000
Corroon & B lack  50,000

T o ta l o f a l l  fees and income $241,000

In chat amendment 3 to the APCOP agreement has not been executed by 
APA, i t  should be determined i f  Corroon & Black have recf.ived the 
requested $50,000 fo r s e rv ic e s  to August 1982.

APA o u tlo o k:

On A p r il  14, 1983 w h ile  in  APA o f f ic e s ,  Dave C a rlso n  provided copies 
j f  le t t e r s  w r it te n  by John Haywood on November 25, 1981 and February 
22, 1983 addressed to Corroon & B lack and to APCOP S e rv ic e s  r e s p e c t iv e ly .  
He a ls o  provided a copy of h is  le t t e r  to John Haywood o f March 1, 1983.
He rep eated ly sta te d  he had provided l i t e r a l l y  e v e ryth in g  asked fo r 
concerning the Tyee Wrap-up — and more. But as la t e  as A p r i l  14, these 
l e t t e r s  were provided which a ffe c t  the e n t ire  in su ra n ce  program provided 
the P ro je c t .

According to Dave C arlso n  the broker w arranty p o lic ie s  fo r  b u ild e rs  r i s k  
and t r a n s i t  and the Pac Mar P o lic y  were issu e d  in  re lia n c e  on these 
l e t t e r s .  He re fe rre d  to John Haywood's le t t e r s  as ind e m n itie s and 
informed me that more than a year ago, '.’.n a meeting in  E r ic  Y o u ld 's  
o f f ic e ,  that John Haywood ch aracte rize d  the Tyee Wrap-up Program as 
being one of guaranteed cost ---- to APA.

I f  the a d m in istra tio n  of the Tyee Wrap-up Program wer^ changed from the 
D iv is io n  R isk  Management to the Power A u th o rity , John Haywood would 
w ithdraw  h is  le t t e r s .  I f  t h is  happened, Dave C arlso n  f e l t  th at major 
change in  the insu rance stru c tu re  would be re q u ire d . T h is  because the 
referenced le t t e r s  were the f in a n c ia l  b a s is  fo r the w arran ty p o lic ie s  and 
he d id  not know what Pac Mar would do concerning t h e ir  p o lic ie s  should 
the s e c u r it y  fo r t h e ir  issu an ce  be withdrawn.



23.

A ll  of t h is  I s  understandable fo r  the fo llo w in g  re a so n s:

C o n stru ctio n  co n tra c ts have beeD issu e d  in d ic a t in g  a $5000 
d ed u ctib le  in  the b u ild e rs  r i s k  in su ra n c e . A w ith d raw al of 
John Haywood's le t t e r s  would re q u ire  th at APA assume the 
d iffe re n c e  in  d e d u c tib le s, i . e .  between $5000. and the p o lic y  
d ed u ctib le s of $250,000 fo r  Earthquake and Flood and $100,000 
fo r a l l  other p e r i l s ;  or the co n tra c ts  would re q u ire  amendment, 
to tra n s fe r  the d e d u ctib le s to the accounts of the c o n tra c to rs .
T h is  la t t e r  option would be most d i f f i c u l t  to e f f e c t .

The Pac Mar program may be m od ified , presum ably per terms o f i t s  
p o lic ie s ,  re tro  agreement and f i l i n g s .  Should t h is  o ccu r, APA 
would be su b je ct to the terms o f the re tro  agreement which provides 
a maximum premium of the b a s ic  premium p lu s in c u rre d  lo s s e s .
Presumably Pac Mar could ask  fo r  c a n c e lla t io n  o f t h e ir  agreement 
w ith  APCOP which p rovides fo r  I t ,  Pac Mar, to assume c la im s l i a b i l i t i e s  
a t a date fo llo w in g  com pletion of the P ro je c t .

These changes would have dram atic e ffe c t  on the Power A u th o rity . A lso  
the APA would be re sp o n sib le  fo r the d iffe re n c e  in  l i a b i l i t y  insu rance  
p ro te ctio n  afforded under the su b sc r ip t io n  p o lic y  and the l im it s  of 
l i a b i l i t y  promised in  the c o n stru c tio n  c o n tra c ts  fo r Phases I and I I .

I t  appears that John Haywood may be unable to withdraw h is  l e t t e r s  
d esp ite  a change in  the a d m in istra tio n  o f the wrap-up program.

The fo llo w in g  should be required  of APCOP w ith  evidence of the c o rre c tio n s  
g iven to APA.

-  The su b sc rip tio n  l i a b i l i t y  p o lic y  should be amended to r e f le c t  the 
l im it  of l i a b i l i t y  provided, i . e .  to b rin g  i t  in to  conformance w ith  
the schedule of in su ra n c e . T h is  w i l l  show a l im it  of $55,000,000 
provided by the p a rt ic ip a t in g  c a r r ie r s .

Endorsement 110A should be e ith e r  deleted or affirm ed  th a t a 
$35,000,000 l im it  per occurrence i s  provided o r that a $55,000,000 
l im it  per occurrence i s  provided. C u rre n tly  the s u b sc r ip t io n  
p o lic y , on i t s  d e c la ra tio n  page, in d ic a te s  a l im it  of $35,000,000 
fo r  B o d ily  L i a b i l i t y  and a $35,000,000 l im it  fo r P ro p e rty Damage 
L i a b i l i t y .

The ocean marine p o lic y  should have a l l  the b lanks in  the endorsements 
attached to be completed.

The b u ild e rs  r i s k  p o lic y  should be endorsed to in d ic a te  the to t a l  
l im it  of p ro te ctio n  afforded fo r a l l  in su re d s. T h is  in  order to 
b rin g  i t  in to  conformance w ith the schedule of in su ra n c e .



The Pac Mar p o lic y  amendment p ro vid in g  a change in  the b a s ic  premium 
from $150,000 to $100,000 should  be provided.

APCOP should provide APA w ith  copies of the q u a rte rly  rep o rtin g  
required  in  se c tio n  8 under I t s  co n tra ct w ith the Power A u th o rity .

A schedule of a c tu a l d e d u ctib le s or s e l f  insured  re te n tio n s fo r  c ill 
p o lic ie s  should be provided to APA.

The excess l i a b i l i t y  should be amended to b rin g  i t  into  conformance 
w ith  the primary Pac Mar p o lic y , p a r t ic u la r ly  as re sp e c ts the 
m aritim e coverage and a c le a r  id e n t if ic a t io n  of the a p p lic a tio n  of 
any aggregate l im it s  of l i a b i l i t y  p rovid ed .

The fo llo w in g  recommendations are made as re sp e cts other insu rance 
provided cbe Power A u th o rity .

Since the D iv is io n  of R isk  Management p ro vid es v a rio u s  insu rances fo r 
APA, the Power A u th o rity  should be included among the insured s in  a l l  
p o lic ie s  as i s  the U n iv e rs ity  of A laska shown as an in su re d .

The S t a t e 's  pro p erty insu rance  p o lic ie s  should be endorsed to auto­
m a tic a lly  p ick  up a l l  APA completed p ro je c t s . The methodology used 
fo r  e s t a b lis h in g  APA's r e s p o n s ib i l i t y  fo r  d e d u ctib le s or s e l f  iasu re d  
re te n tio n s should be c le a r ly  explained to APA fo r each area of insurance 
p ro te c tio n  affo rd ed  through the s e rv ic e s  of the D iv is io n  of R is k  
Management.
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S ta te  C a p ita l 
Juneau, A laska 99811 
Phone: (907)465-3114

MEMORANDUM

TO: All Senators

FROM: Kurt S. DzinichV^

DATE: March 7, 1983

RE: APA Energy Rates

Over the past year, it has beccme increasingly obvious that the Energy
Program for Alaska would require some fine tuning if it is to achieve the 
legislatively mandated goal of lowest reasonably costed energy. During the 
past few months, I have consulted with various interested parties and 
explored reasons for the problem as well as a’. U. native solutions.

The attached HB9 Power Cost Study was prepared by APA for their 
February 28, 1983 Board meeting and will be addressed again at the next 
meeting now planned for March 14, 1983, in Juneau. The study is an excel­
lent summary of how we got into the current predicament and some potential 
solutions.

The direct cause of the predicament appears to be our earlier expec­
tations that the State grants derived from large oil revenues would be used 
to construct the projects thereby resulting in low rates which would only 
have to cover the cost of operations and maintenance. Contributing factors 
were overly optimistic cost estimates on early projects, the capital 
intensive nature of hydropower projects, and the growing pains associated 
with initiating such a large program.

While many lessons have been learned and the s>'tem substantially 
improved, there are still problems which must be solved in order to allow 
the program to succeed. Most importantly, the ongoing projects must be 
finished using debt financing in order to insure that the benefits are 
realized - and there is not doubt that in the long run the benefits will be 
substantial and that the projects will prove their economic feasibility.

I would be happy to discuss details of the report or tho proposed 
solutions.

A dviso ry C ouncil Members 
Senator K e rttu la , Chairman 
Senator B ennett 
Senator V ic  F ische r 
Senator Fahrenkanp

SENATE ADVISORY COUNCIL



m em o r a n d u m State of Alaska

t o . Eric P. Yould
Executive Director

DATE: 

FILE NO:

December T3, 19fir

TELEPHONE NO:

3M: Myles C, Yerke^ s u b j e c t : Marketing of Project
Director of Systems & Power Under the Energy
Planning Operations *' . Program for Alaska.

In discussinq revisions to Power Sales Agreements required by House. 
Bill #9 with concerned utilities, major problems with the Energy Program 
for Alaska surfaced. The Alaska Power Authority must consider modifica­
tions to this program or other actions necessary to secure power sales 
agreements with related utilities. Problems primarily^relate to;_th&, 
inability of the current, program to establish a reasonable and. 
•predictable energy^.rate for power customers under the“program*^
Utilities voiced concern with current program language which allows the 
debt service for a particular project to be increased by the Legislature 
or the Power Authority without control by the utility. Utilities are 
understandably resistive to signing such "Take or Pay* agreements si'ce 
the economic impact to related communities could be devastating.

The first major concern Is the estimated initial cost of project 
power. Projected wholesale power rates by the financial group indicate 
Tyee at 18d per kilowatt hour in the initial years of operation with a 
very slow tapering following that period. Since existing utilities in 
the area (Wrangell and Petersburg) are currently generating power from 
diesel plants at a cost of approximately 10<* per kilowatt hour, it is 
difficult, if not impossible, to market the project energy at this rate. 
This problem is not exclusive to the Tyee project, but will 1n all 
probability arise for most projects in the program. Program debt 
service must be reduced to 'In turn reduce the initial wholesale power 
rate. Since the Power Authority has no means to generate such revenue, 
it appears that our only option is to request the State of Alaska to 
appropriate additional Vunus to program construction to reduce future 
debt service. Unless debt service 1s reduced to allow marketing of 
project power at or slightly above the present cost of utility diesel 
generation, I sincerely doubt utilities will complete or abide by the 
terms ot existing or proposed power sales agreements.

The second major concern is the inability of utilities to predict, 
future wholesale power rates due to current program language which 

\ allows debt service to be increased bv the Legislature through approval 
• of additional projects to the program cr implementation of the "Susitna 

Rlac'.mail Clause". "Take or pay" wholesale power agreements with 
utilities are required to secure revenue bond financing of project costs 
above that appropriated by the State. For utilities to assume such a 
financial responsibility, they must see a predlcable and reasonable 
wholesale powtr rate throughout the life of the contract.



rurront legislation don* not mop*; thin cri*eria ^inre costs can be 
unilaterally increased to tho utilities hv the Power Authority Poarri or 
the Lecislatuiv without consideration or alternatives to the utility.
To summary, if we are tr, he successful in marketing Power Sales 
Agreements reoulred for project revenue hondino, current program 
legislation mist be amended to restrict the State from unreasonable 
increasing debt service to a proiect or causino rates to rise above 
reasonable alternatives.

The third concern is the ability of the Power Authority tn provide 
stable wholesale power rates to the purchasing consumer. This problem 
arises primarily from two areas. First is the ability of the 
Leois1ature or the Power Authority Board to allow new projects under the 
program and assess, i n c r e a s e d  dpbt service to existing utilities withouf 
specific regard to p r i m  stabilization t.o the ultimate consuming nubl"'. 
Second 1s program language whit* Implies that wholesale power rates must 
be based upon estimated operation end maintenance expense for the 
upcoming year. If we are to provide reasonably stable wholesale power 
rates and proppr price signaling to the general public, then currpnt 
program legislation must be -odified or interpreted to allow the Power 
Authority to aornortize annual operation and maintenance cost over a 
reasonable period to allow for reasonable price adjustment on a vear bv 
year basis and avoid the appearance of budget or fiscal 
irresponsibility. Such a policy would accommodate program language 
requiring purchasers pay the ongoina o s t  of project operations, 
maintenance, and debt service but. would allow the Power Authority to 
ammortize operation and maintenance cost over a period of several years 
if required to provide reasonable and uniform wholesale power rates.

The final problem is the ability of Utilities to set power rates 
for different classes of customers in accordance v/1t.h cost of service 
principles generally recognized by the State and Federal Regulatory 
Commissions. Current program language requires that a purchaser of 
project energy maintain oower rates for Industrial class customers equal 
to or above that provided to a residential class customer. Utilities 
have Indicated concern that this may restrict their ability to market 
power on a reasonable cost basis to Industrial customers and would 
hinder economic growth and expanded utilization of the hydroelectric 
projects. Utilities have suggested that current program language be 
changed to delete this requirement and allow a utility to set rates for 
all cUsses of customers 1n accordance with cost of service principals 
generally acceptable nr approved by the FERC and the Alaska Puhlic 
Utilities Commission.



The problem areas discussed must be dealt. with durinq this 
Vpislative period if wo are to successfully narket the n w r  from 
projects under the Fnerny Program for Alaska and reduce the incentive 
for 3 utility to default on an °xistinq aqr^or^nt. Vour supocrt end 
participation will bn critical.

Sincererv,

Myles C. Yerkn* 
Director of Systems 
Planninq & Operations

MCY:cb

cc: Raymond J. Renish, APA, Anchorage
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1 - INTRODUCTION

At its inception in 1979/80 Alaska's hydroelectric program was provi­
sionally based on the estimates that hydro units would come on at a
period when thermal energy costs had continued to rise and the units 
would be substantially financed by the State of Alaska. This -program, 
like >?»ny other energy programs elsewhere, now needs to be reviewed in 
the light of the currently prevailing circumstances under which some of 
the projects are expected to be substantially debt financed and may come 
on stream at a period when there has been a significant weakening in 
thermal en* gy prices.

This poses a number of problems which need to be addressed in the 
context of the MB 9 legislation which effectively interlocks the power 
rates of all projects in the system. The paper first describes the
■“'sentials of the HB 9 legislation and then considers the present status 
*■'* the first four authorized projects (Swan Lake, Tyee Lake, Solomon 

'ch and Terror Lake) in the light of this legislation. It then puts
ward a number of possible solutions to the problems posed by this

. — ]islation for consideration by the Board before further development 
proposals are presented to the legislature.

This presentation focuses on the rate setting formula and presents four 
alternatives to attain a wholesale power rate comparable to the 
projected thermal rates. This approach may inadvertantly create the 
impression that HB 9 is itself a problem. However, the Powt Authority 
does not in any way take issue with the legislation and believes that 
HB 9 is an equitable and workable ’•ate setting mechanism.

2 - DESCRIPTION OF HOUSF BILL 9

2.1 - History

During the last session of the Legislature, HB 9 (subsequently enacted
as Chapter 233, SLA 1982) was adopted to amend the Energy Program for
Alaska.

The major and most detailed change introduced by HB 9 was to establish a 
system related but project-specific wholesale power rate rather than a 
single system-wide wholesale power rate. Under the previous legisla­
tion, the single wholesale power rate was calculated by totaling the 
operation and maintenance costs, inspection fees, and debt service costs 
for all projects in the system, then dividing by total sales to arrive 
at a cents-per-kilowatt hour rate, which would be applied to all project 
sales. The new and somewhat complex power rate system is outlined
below.

2.2 - Wholesale Power R a te-5 Under HB 9

Under the new HB 9 1 e ^  ation a project's power rate will be based on 
the following three components: (1) it's own operation and maintenance 
costs, (2) it's own inspection fees, and (3) a portion of the total
system debt service.

2



T/ e 0/M and inspection fee portion of the power rate is simply the 
actually incurred costs divided by project sales.

The debt service portion of any individual project's power rate is the 
most significant aspect of the legislation arid is most easily described 
by the following formula. The debt service component is

where

x = the state's total investment in the particular project 
y = the state's total investment in all projects within the energy 

program for Alaska 
z =.total debt service deluding coverage for all projects for the 

year in question
p = the amount of principal repaid as at the date of the calculation 

This formula, however for our present purposes, simplifies to: 

y  times z

Thus total system debt service z is allocated to individual projects on 
the basis of the project's share (x/y) in the total investment by the 
state. This formula holds, regardless of whether a project itself has 
incurred any debt service.

•

In essence, this formula therefore allocates debt service so that each 
project pays the same amount of debt service relative to project cost as 
all other projects. Thus the benefits of state grants, directed towards 
specific projects, will be shared by all.

This methodology is complicated by subsection (c) (h) of the legislation 
which places a "cap" on the level to which the debt service component of 
the wholesale rate can increase in any one year. The "cap" rate each 
year is equal to trie average system debt service rate (total system debt 
service divided by total sales) times a factor which increases by four
percent per annum from one in 1983. If any projects have the debt
service portion of their rates capped then the other projects, whose 
rates are still less than the cap rate, will have their rates adjusted 
upwards (to a maximum of the cap rate) so that sufficient revenues are
collected to meet debt service obligations of the entire system. This 
allocation o* the remaining debt service is again based on project cost.

This "cap" provision applies only to Swan, Tyee, Terror and Solomon 
Gulch. In consequence, any new projects will have to carry a corre­
spondingly higher burden of debt service.

The final wholesale power rate then is the sum of the operating cost 
rate and the debt service rate. Further details of the methodology for 
power rate calculations is contained in Appendix C.



3 - WHOLESALE POWER RATE FORECASTS FOR; SWAN LAKE, TYEE LAKE.', SOLOMON 
GULCH AND TERROR LAKE

In this section the effect of the HB 9 legislation on wholesale power 
rates for the Swan Lake, Tyee Lake, Solomon Gulch, and Terror Lake 
projects are examined to the year 2001. Power rate calculations under 
HB 9 depend not only on the usual parameters such as project cost , 
sales and financing, and economic variables such as inflation and 
interest rates, but also on which projects are included in the calcu­
lations. For example, Solomon Gulch, with a current wholesale rate of 
3<t/kwh, would see its rate increase substantially when the Swan Lake and 
Tyee Lake projects are brought on-line and into the calculations in 
FY 1985.

3.1 - Forecast Assumptions

The forecasts presented are based on the assumptions detailed in Appen­
dix B. A detailed description of the forecast methodology and model are 
provided in Appendix C.

3.2 - Wholesale Power Rates

Table 1 gives the wholesale power rates for each of the four authorized 
projects under the existing HB 9 legislation. The table is essentially 
for record and does not compare the results with the cost of thermal 
power. This is considered in the fuller context of the analysis of 
Section 4.

,
TABLE 1

WHOLESALE POWER RATES UNDER HB 9 (i/kwh) IN THEN CURRENT DOLLARS

Swan Tyee Solomon Terror
% Debt/% Equity 26/74 36/64 (1710 O' $8/4’2

1985 11.4 12.1 9.7 N/A
1986 15.0 15.8 10.1 12.3
1987 15.1 16.1 10.1 . 11.7
1988 15.2 16.3 10.2 11.1
1989 15.2 16.6 10.4 10.6
1990 14.7 16.9 10.7 10.2
1991 14.3 17.4 11.0 10.1

Project Summary *

Total Project
Cost Installed On-1ine Utilities

Project ($ millions) iCapaci ty Date FY Served
Swan Lake 93.50 22.5 MW 1985 Ketchikan
Tyee Lake 124.60 20 MW 1985 Petersburg/ 

Wrangel 1
Solomon Gulch 53.00 12 MW 1983 Copper V
Terror Lake 189.40 20 MW 1986 Kodiak

Total 36075iT

* See Appendixes \ and B for further details
4
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3.3 - Retail Power Rates Under the Power Assistance Program

The impact of the hydro projects on retail rates for the regions served 
are materially reduced at the retail level by the Power Cost Assistance 
Program. This in outline provides (with some limitations) for 95 
percent of the cost of power in excess of 15 cents per kwh in 1985 to be 
covered by State grants to the utility. This reference level of 15 
cents in 1985, hovjver, increases by one (1) cent each year. The effect 
of this in mitigating the early year cost of the hydro projects is shown 
in Table 2 in the context of the retail power rates to which the Power 
Cost Assistance Program provisions apply.

It is seen from this that after the power assistance grants, the average 
net retail cost (after the Power Cost Assistance is applied) of the 
hydro power to consumers is competitive with that of thermal for all 
projects in 1985.

The effect of Terror Lake coming on in 1986 is to introduce a jump in 
the cost of power for the whole system. This occurs as a result of the 
debt/equity ratio for Terror Lake which is substantially below the 
system average. This, as also shown in Table 2, results in Tyee Lake 
having a cost of power nine percent higher than thermal.

TABLE 2

AVERAGE NET RETAIL POWER RATE 
UNDER POWER ASSISTANCE PROGRAM

Power
Assistance

Swan
<t7KRH

Tyee
i/KlFT

Solomon
<t/KWH

Terror
(t/KWH

Level Hydro Thermal Hydro Thermal Hydro Thermal Hydro Thermal

1985 15.0 14.4 16.1 16.1 16.4 14.3 20.2 N/A N/A

1986 16.0 17.1 17.2 19.1 17.5 15.1 21.6 17.8 18.3

1987 17.0 17.8 18.4 19.8 18.8 15.5 23.2 17.9 19.6

1988 18.0 18.5 19.6 20.6 20.0 16.0 24.7 18.1 20.9

1989 19.0 19.1 20.8 21.4 21.3 16.6 26.3 18.1 22.3

1990 20.0 19.0 22.1 22.2 22.7 17.3 28.1 18.3 •23.8

1991 21.0 18.8 23.5 23.1 24.1 18.1 30.0 18.7 25.',

1. See Appendix A for project descriptions
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I t  is poss ib le th a t these temporary d i f f e r e n t i a l s ,  in net cos t , w i l l  be 
lower and th a t they w i l l  be acceptable to the loca l u t i l i t i e s  as a small 
p r ice f o r  the major long term bene f i t s conferred by having large re­
sources o f low cost hydro power i n d e f i n i t e l y . The Power'. Au tho r i t y 
planning must, however, prepare f o r  the contingency th a t th i s  is not the 
case s ince , sho r t term, i t  depends both on the unpred ic tab le shor t term 
cost o f fue l o i l  and on the continuance o f the Power Cost Assistance 
Program. I t  is also poss ib le th a t the u t i l i t i e s  w i l l  wish to negot ia te 
the power r a te , wh i le igno r ing the Power Cost Assistance Program.

The fo l l ow in g sec t ion , the re fo re , reviews the HB 9 le g i s l a t i o n  and the 
compe t i t ive pos i t io n o f the hydro development a t the wholesale power 
ra te leve l exc lud ing the m i t i g a t i o n e f f e c t o f the Assistance Program.

4 - THE EARL7 YEAR POWER COST, SYSTEM INCREMENT 
AND UNIFORM RATE PROBLEMS UNDER HB 9

4.1 - The Problems

The wholesale power rates as they stem from ex is t in g le g i s l a t i o n  (and as 
shown in Table 1) need to be considered in the contex t o f the estimated 
cost c f  thermal power generation from ex is t in g capac i ty in the areas 
served. Here the economics o f the Swan, Tyee and Ter ro r Lake pro jec ts 
are each seen to be m a te r i a l l y  a f fec ted by three in te r r e l a te d problems 
a r i s i n g from th e i r  basic economics and the impact o f the HB 9 le g is ­
l a t i o n . The problems are:

The Ear ly Year Power Cost Problem

This is the problem o f the recent weakening o f o i l pr ices which may 
re s u l t in making the ea r ly year cost o f power from the hydro pro jec ts 
being h igher than the ea r ly year cost o f the diesel opera t ion which they 
d isp lace .

The Svstem Increment Problem
w  ■ - . . . . . . .

This is the problem o f a l l power rates on the system being increased 
through the HB 9 mechanism when a new p ro je c t is in t r o duc ’ d to the 
system and the p ro je c t has a higher propor t ion o f debt f inance than the 
average o f the ex is t i n g system as a whole. The Ter ro r Lake p ro je c t is 
more heav i ly debt f inanced than the e x is t in g p ro jec ts (58 percent 
compared w i th 26 percen t ) . When th i s  p ro je c t comes on stream in FY 1986 
the e f f e c t o f HB 9 is to share th i s  increased cost o f debt serv ice among 
a l l fo u r p ro je c ts and so fu r t h e r increase the cost o f power f o r  Swan 
Lak.*,. Tyee Lake and Solomon Gulch.

The Uniform Rate Problem

The HB 9 le g i s l a t i o n  requ ires t^ a t a sing le -power rate be estab l ished 
f o r each p ro je c t . As noted in Section 5, th i s creates u n d e ru t i l i z a t i o n 
and consequent ly h igher u n i t costs by prec lud ing the Power Au tho r i ty 
from o f f e r i n g  lower pr iced pov/er to secure in d u s t r ia l and home heating 
loads. , i



The e f f e c t o f the ea r ly year power cost problem alone is shown in 
Table 3 on the assumption th a t diese l o i l costs increase by only the ra te o f 
i n f l a t i o n  between the end o f 1983 and the f i r s t  year o f serv ice (FY 1985). On 
th i s assumption, in 1985 a l l  p ro jec ts show power rates less than loca l thermal 
generation cost.

However, a problem occurs when Ter ro r Lake is brought in to the ca lc u la t io n s in 
1986. This is the System Increment problem - the e f f e c t o f HB 9 when a higher 
than system average debt f inanced p ro je c t is added to the system. When th i s 
occurs i t  is seen from Table 3 to have the e f f e c t o f :

( i )  increas ing the cost o f power o f Swan and Tyee over t h e i r  1985
leve l by 32 percent and 31 percent , respec t ive ly (even w i th the "cap" 
in p lace) ;

( i i )  making the cost o f power o f Tyee Lake 15.8 <£/kwh compared w i th
13.4 i/kwh f o r  diese l generation.

Ter ro r Lake i t s e l f ,  w i th i t s  higher debt se rv ice , would come in a t approx imately , 
the same cost as thermal. On the i n f l a t i o n a r y  assumptions g iven , i t  would take 
four years to close the net cos t gap between thermal and hydro f o r  Tyee Lake.

N
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EARLY YEAR COST OF POWER & SYST, JREMENT ” )cEM 
WHOLESALE RATE U/kwh)

Swan  Tyee________   Solomon______  Terror

% Debt/Equi ty 26/74 36/64 0/100 58/42

Thermal *

Hydro Hydro 
Without With 
Terro r Terro r Thermal *

Hydro Hydro 
Without With 
Ter ro r Terro r Thermal *

Hydro Hydro 
Without With 
Terro r Terro r Thermal * Hydro

1985 14.1 11.4 11.4 12.5 12.1 12.1 18.1 9.7 9.7 N/A N/A

1986 15.2 11.8 15.0 13.4 12.7 15.8 19.5 9.3 10.1 13.0 12.3

1987 16.3 12.0 15.1 14.'4 13.0 16.1 20.9 8.9 : o . i 14.0 11.7

1988 17.4 12.2 15.2 15.4 13.4 16.3 22.4 8.5 10.2 15.0 11.1

1989 18.6 11.9 15.2 16.5 13.8 16.6 24.0 8.6 10,.4 16.0 10.6

1990 20.0 11.5 14.7 17.6 14.1 16.9 25.6 8.8 10.7 17.1 10.2

1991 21.4 11.1 14.3 18.9 14.5 17.4 27.5 9.1 11.0 18.4 10.1

1 Source: Based on 1981/1982 u t i l i t y  accounts f o r ; Ketchikan, Wrangel l , Petersburg, 
Copper Val ley and Kodiak.

Diesel o i l p r ice assume constant u n t i l 1984 and increasing 
th e rea f te r in l in e w i th i n f l a t i o n  (as given in Appendix B).
Units o/a costs assumed to increase w i th i n f l a t i o n  from 1981.



4.2 - So lu t ion to the Ear ly Year Power Cost 
and System Increment Problem

Possib le Solu t ions

I t  i s  seen from the preceding ana lys is th a t the Ear ly Year Power Cost 
problem alone is not unduly severe. The System Increment problem, 
however, is o f cons ide rab ly grea t seriousness f i r s t ,  because i t  com­
pounds the Ear ly Year Power Cos problem by increas ing the cost o f power 
whenever heav i ly -deb t financec pro jec ts are added to the system. 
Second, and o f more importance, . t places the u t i l i t i e s  in a pos i t io n o f 
apprec iab le unce r ta in ty as to the fu tu re burden o f power costs which 
they might be ob l iged to assume through the HB 9 mechanism.

I t  is t rue th a t the HB 9 mechanism does provide a !,cap" f c r  the ex is t ing 
fo u r p ro jec ts on the ra te o f increase o f ind iv id ua l p ro je c t power rates 
re s u l t i n g from new increments to the system. But th i s does not r e c t i f y  
the basic fa c t th a t over the long term, u t i l i t i e s  coming in to the system
are exposed to what might appear an open-ended l i a b i l i t y  to mp^t t h e i r
share o f whatever the debt serv ice cost is o f add i t io na l increments to 
the system. This was not a mater ia l issue whi le expecta t ions were tha t 
the hydro power, even in the ea r ly years , would be less expensive than 
the h igh ly esca la t ing cost o f the thermal opt ion and there was the 
general expec ta t ion th a t the hydro add i t ions would, in very large 
measure, be f inanced by equ i ty con t r ib u t io n s from the State. With the 
weakening o f both these expec ta t ions , a concern on the par t o f u t i l i t i e s  
jo i n i n g  the system as to the ex ten t o f esca la t ion in fu tu re hydro power 
costs is understandable. I t  is also possib le tha t th i s combined with 
the Ear ly Year Cost o f Power problem (which i t  exacerbates) w i l l  resu l t 
in d i f f i c u l t i e s  in nego t ia t ing contrac ts w i th the loca l u t i l i t i e s .

This problem has no easy so lu t io n . A range o f poss ib le so lu t ions have 
been considered and are as ou t l ined below.

4 .2 .1 - Stand Alone Leg is la t io n

The f i r s t  op t ion to be considered is tha t o f amending IIB 9 such tha t
fu tu re p ro jec ts had a ca lcu la ted cost o f power which was on a stand­
alone bas is , th a t i s , the "new" pro jec ts were exempt from the HB 9 debt 
se rv ice shar ing p rov is io n . This would indeed she l te r the ex is t ing 
p ro jec ts from any high debt serv ice component o f new p ro je c t s , but would 
have the o;s:1ous serious disadvantage o f leav ing these new pro jec ts 
disadvantaged r e la t i v e  to the pro jec ts which preceded them under the 
IIB 9 le g i s l a t i o n .

At a p ra c t i c a l leve l i t  would also appear to be unacceptable s ince, fo r 
example, in the case o f Te r ro r Lake i t  would imply a wholesale cost o f 
power in the f i r s t  year (1986) c f 15.4 cents and 25 percent higher than 
under HB 9. Rather than meet th i s  cost o f power (est imated to be some. 
25 percent higher than tha t o f the thermal op t ion ) the loca l u t i l i t i e s  
might fee l ob l iged to forego the very subs tan t ia l long-term advantage 
which would be conferred by the fa c t tha t the cost o f the hydro power 
would be v i r t u a l l y  f i x ed in money terms.



In summary, the "s tand-a lone" so lu t io n would invo lve the p r o b a b i l i t y  o f 
foregoing the long-term f a l l i n g  real cost o f power which the present 
hyd roe le c t r i c program is designed to achieve.

4 .? .? - Higher State Equi ty Con t r ibu t ions

High : State Equi ty Con t r ibu t ions than those which form the basis o f the 
fo recas t power ra te o f Table 1 would have the overa l l e f f e c t o f reducing 
power rates and so help ing to reso lve the Ear ly Power Cost and System 
Increment problems. The major d i f f i c u l t y  w i th th i s s o lu t i o n , however, 
is tha t the HB 9 le g i s l a t i o n  e f f e c t i v e l y  shares the bene f i t s o f any 
la rge r s ta te equ i ty in any p a r t i c u la r p ro je c t between a l l the pro jec ts 
in the system thus reducing a l l power ra tes . In consequence, higher 
State Equity con t r ib u t io n s to reduce the cost o f power, in the case o f 
Lake Tyee fo r example, would have the e f f e c t o f reducing not only the
Lake Tyee power ra te , but a lso the power rates o f Swan Lake, Terror
Lake, and Solomon Gulch, al though the la s t would already have a power
ra te 50 percent less than the cost o f thermal under the ex is t in g
proposed f inanc ing . Moreover, th i s sharing o f the bene f i t s o f grea te r 
s ta te equ i ty o f necess i ty , means tha t mjch la rge r s ta te equ i ty is 
required to reduce the power ra te o f any givfen p ro je c t . The numerical 
effect, o f th i s is shown in Table 4.

WHOLESALE POWER RATES RESUIT' 
STATE EQUITY CONTRIBUTIONS

TABLE 4 

a FROM ADDITIONAL

Thermal Rate

! ;o5
1986
1987

HB 9 Rate Under Base , 
Financing Assumption

1985
1986
1987

HB 9 Rate Afte i 
Add i t iona l State 
Grants o f $40 m i l l i o n

1985
1986
1987

Swan

14.1
15.2
16.3

11.4
15.0
15.1

11.4
12.5 
12.7

Tyee

12.5
13.4
14.4

12.1
15.8
16.1

12.1
13.4
13.7

Solomon Gulch

18.1
19.5
20.9

9.7
10.1
10.1

9.7 
8.6
8.8

Terro r

N/A
13.0
14.0

N/A
12.3
11.7

N/A
9.9
9.6

See Appendix B Total s ta te con t r ibu t ions assumed to be 
$281 mi 11 ic 'approx imate ly 60% o f to t a l fi, ic ing )



This estimates the to t a l add i t iona l equ i ty con t r ibu t ion which w i l l  be 
requ ired to ensure th a t a l l the power ra tes from the authorized pro jec ts 
are below the cost o f the best thermal op t ion . As seen from Table 4, 
Lake Tyee presents the most serious problem w i th a cost o f power 
2.4 cents higher than the thermal cost in 1986. Consequently, the 
equ i ty con t r i b u t i o n would be determined by whatever was required to 
achieve th i s ob je c t i v e . I t  would, however, require $40 m i l l i o n  o f 
equ i t y . \s can be seen from the ta b le , th i s  makes Lake Tyee equal in 
power r a t r  to the cost o f thermal by reducing the cost by 2.4 cents. 
But i t  also reduces the cost o f power f o r  Swan, Solomon Gulch, and 
Te r ro r Lake by 2 .5 , 1.5 , and 2.4 cents respec t ive ly in 1986, thus 
b r ing ing th e i r  cost wel l below the cost o f thermal power in th e i r  areas. 
This is again because the high equ i ty con t r ib u t io n to Lake Tyee has the 
e f f e c t ,  through the opera t ion o f HB 9, o f reducing a l l other power 
ra tes . I t  is because HB 9, e f f e c t i v e l y  makes i t  necessary to reduce a l l 
power rates in order to reduce any one o f them by grea te r equ i ty , tha t 
the magnitude o f the equ i ty con t r i b u t i o n a t $40 m i l l i o n is so large .

4 .2 .3 - Low In te re s t Rate Loans

The Ear ly Year Power Cost and System Increment problems could also be 
reduced by the s ta te prov id ing f inanc ing in the form o f low in te re s t 
ra te loans. The la rge r th * amount o f such loans and the lower the 
in t e r e s t ra te , the lower the burden o f debt service which HB 9 would 
requ i re to be shared among a l l t ! - p ro jec ts on the system.

This so lu t io n , however, has much the same disadvantages as the higher 
s ta te equ i ty proposal considered above. Again the whole o f the bene f i t 
o f th i s  low cost form o f ,f inanc ing would be shared among a l l pro jec ts on 
the system i r r e s pe c t i v e o f t h e i r  power ra te so tha t the problem o f 
shar ing appl ies here as in the equ i ty f inanc ing case.

Moreover, in terms o f the to t a l leve l o f appropr ia t ions requ ired , th i s 
proposal would requ i re very much higher appropr ia t ions than in the 
grea te r s ta te equ i ty case. This is because i t  would require 
$2.4 m i l l i o n  o f (say) f i v e  percent in t e r e s t rate Money to reduce power 
cost by as much as $1 m i l l i o n  o f s ta te equ i ty since the l a t t e r  involves 
no burden o f i n te r e s t or repayment. Hence the low in te re s t loans w i l l  
have a l l the adverse a f fe c ts o f g rea te r s ta te equi ty and the add i t ion 
would requ ire approp r ia t ions 140 percent higher to achieve the same 
impact on the power ra tes .

4 .2 .4 - Equa l iza t ion Grants as an HB 9 Over-r ide

I t  is c le a r from the opt ions considered above tha t any sta te assistance 
in meeting the Ear ly Power Cost and System Increment prohloms through 
s ta te f inanc ing assis tance is made very cos t l y by the e f f e c t o f HB 9 
shar ing the bene f i t s among a l l the p ro jec ts on the system, i r re spe c t i v e 
of t h e i r  e x is t in g power ra tes . Economical and e f f e c t i v e sta te ass is ­
tance, the re fo re , needs to be in a form which was not trea ted in th i s 
way by the HB 9 d iv i s io n and so could be direc ted a t the p a r t i c u la r 
p ro jec ts which have the Ear ly Year Cost o f Power and System Increment 
problems.



This could be achieved by a system o f annual "Equa l iza t ion Grants" 
d i rec ted towards making the cost o f power from the hydro s ta t io n equal 
to tha t o f thermal a l t e r n a t i v e , u n t i l  such time as the increase in fue l 
costs on the thermal a l t e r n a t i v e  brought i t s  costs up to th a t o f hydro 
and thus made ru r th e r Equa l iza t ion Grants unnecessary. To ensure tha t 
such grants were not swept up by the HB 9 le g i s l a t i o n  and the bene f i t s 
shared among a l l p ro jec ts i r r e s p e c t i v e o f need, i t  w i l l  be necessary to 
le g i s l a t e  th a t the Equa l iza t ion Grants were not to be taken in to  account 
in the app l ic a t io n o f HB 9.

S p e c i f i c a l l y , the l e g i s l a t i o n  might take the fo l low ing form. I t  would 
apply to areas where the cost o f power from the hydro source was higher 
than the ex is t in g thermal power op t ion . The program would then under­
take f o r , say, a f i v e  to s ix year per iod , a special "Equa l iza t ion 
Grant" . This grant would meet the whole o f the estimated d i f fe rence 
between the cost o f the hydro power and the cost o f the thermal power as
estimated each year based upon the p r ice o f diesel o i l .

In the case o f Tye? Lake, where the ea r ly year cost problem has been 
seen to be most mate r ia l under HB 9, the cost o f th i s (on the assumption 
o f diesel o i l pr ices increas ing a t the rate o f i n f l a t i o n  from 1984) 
would be approximately $1.8 m i l l i o n  in then curren t do l la r s (app rox i ­
mately $1.4 m i l l i o n  in 1983 d o l l a r s ) . The year-by-year costs o f the 
Equa l iza t ion Grant are shown in Table 5 in then curren t d o l l a r s . On the
i n f l a t i o n  assumptions assumed, the Tyee Lake power ra te would be
compet i t ive wi th th a t o f thermal at the end o f fou r years so tha t the 
Equa l iza t ion Grant could be term inated. Therea f te r , as already noted, 
the cost o f the hydro power would be f a l l i n g  progress ' /fcly in terms o f 
constant do l la r s as i n f l a t i o n  progresses.

TABLE 5

COST OF EQUALIZATION GRANTS ($ m i l l i o n s )

Swan Tyee Solomon Terror T o t j l

1985 0 0 0 N/A 0

1986 0 0.8 0 0 0.8

1987 0 0.6 0 0 0.6

1988 0 0.3 0 0 0.3

1989 0 0.1 0 0 0.1

1990 0 0 0 0 0

1991 0 0 0 0 0

TOTAL 0.0 1.8 0 0 1.8
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S im i la r Equa l iza t ion Grants might need to be extended to othe r p ro jec ts . 
The to t a l cost in the l a t t e r  case, however, is l i k e l y  to be r e l a t i v e l y  
small given th a t w i th th i s  so lu t io n to the system increment cost pro­
blem, t h e i r  cost o f power would become compet i t ive w i th thermal w i th in a 
very shor t per iod .

The Equa l iza t ion Grant prov is ions could be w r i t t e n in to the power 
con t rac ts o f the u t i l i t i e s  w i th the Power A u th o r i t y , thus g iv ing the 
assurance o f t h e i r  con t inua t ion over the appropr ia te per iod.

4 .2 .5 - Equa l iza t ion Loans

An a l t e r n a t i v e  to the Equa l iza t ion Grants would be Equal iza t ion Loans. 
These would be simply the grants made repayable a t a date when the hydro 
power was compet i t ive w i th the thermal a l t e r n a t i v e . Under th i s  proposal 
th ° grants would be ca r r ied as an unsecured loan fo r a given per iod - 

mple, e igh t years from the commencement o f the gran t . By th i s . e ,  J i e  hydro power should be s t rong ly compet i t ive w i th the thermal 
t i o n . In consequence, by th i s  time i t  should be possib le f o r  the 

i ' *v to accept an increase in the power ra te , which would be s u f f im­
po r t long-term commercial borrowing w i th the proceeds o f the

„ i  rig buing to repay the outs tand ing loan accounted f o r by the
Equa l iza t ion Grant.

This proposal would invo lve some techn ica l problems in the debt f i ­
nancing. I t  would, f o r  example, be necessary to secure the p r i o r 
consent o f the px is t in g bond holders f o r th i s  add i t iona l subsequent 
borrowing, and the terms on which the borrowing would take place would
need to be p rec ise ly a n d , le g a l l y spec i f ied i f  the ex is t in g bond holder
in te r e s ts were to be pro tec ted . These problems, however, would have to 
be overcome w i thou t undue d i f f i c u l t y  i f  t h i s  p a r t i c u la r proposal won the 
consent and cooperation o f the u t i l i t i e s  concerned.

There might remain the problem f o r  the u t i l i t i e s  tha t they would be 
sub jec t to unce r ta in ty as to whether or not the Equal iza t ion Grant would 
apply to la t e r increments to the system or whether, a f t e r  t h e i r  own 
Equa l iza t ion Grants had run ou t , they were to be subject to the e f f e c t 
o f the System Increment problem as o the r pro jec ts with r e l a t i v e l y  high 
debt serv ice were added to the system and were not in rece ip t o f 
Equa l iza t ion Grants. This po ten t ia l exposure, however, might be 
acceptable to the u t i l i t i e s  giver, they had the she l te r provided by the 
Equa l iza t ion Grants over the f i r s t  f i v e  years and the then h igh ly 
compet i t ive economics o f t h e i r  own sources o f hydro.

Turning to the economics o f the Equa l iza t ion Grant system from the stand 
po in t of the State o f Alaska, i t  is seen from Table 5 to invo lve only 
n . B  m i l l i o n  in to ta l ($1.4 m i l l i o n  in 1983 d o l l a r s ) . Against th i s must 
be set the major long term economic advantages o f reduced fu tu re costs 
from the hydro program.



4 .2 .6 - Standardized State Financing Un t i l System Ma tu r i t y

I t  has been seen tha t the System Increment add i t ion problem es sen t ia l l y 
ar ises where the increment to the system has higher debt serv ice costs 
than the then e x is t i n g un i t s iri the system. This p a r t i c u l a r l y  ar ises 
w i th Te r ro r Lake where i t  is 58 percent financed by debt compared with 
26 percent f o r the system as a whole. A means o f su b s ta n t ia l l y 
e l im ina t in g the System Increment problem would the re fo re be to ensure 
th a t fo r an in te r im per iod a t le a s t ( f o r ,  say seven years) add i t ions to 
the system were financed w i th the same propor t ion o f debt as the 
e x is t in g system - th a t is only 26 percent w i th the balance being funded 
from s ta te equ i ty .

This would be needed f o r  only an in te r im  period u n t i l the system was 
es tab l ished and l i k e  o the r "mature" power systems, begin to reap the 
bene f i t s o f decreasing cost o f power in constant do l la r s from the 
subs tan t ia l amount o f capac i ty acquired in the past . This measure would 
r e a l i s t i c a l l y  address the fundamental problem which a l l newly estab­
l ished power systems pose, namely tha t they have no backlog o f cheap 
capac i ty acquired a t the lower pr ices p re va i l in g in e a r l i e r  years. In 
consequence they have an inheren t problem in t roduc ing in to the system 
new un i ts o f capac i ty , the cu r ren t costs which, in an in f l a t i o n a r y  
v/or ld , in e v i t a b ly invo lve h igher costs than un i ts purchased a t the 
su b s ta n t ia l l y  lower pr ices p re v a i l i n g in e a r l i e r  years . ’ ' th i s problem 
is not addressed and resolved i t  would re s u l t in the system being 
permanently locked in to whatever types o f capac i ty have the lowest ear ly 
year costs i r r e s p e c t i v e o f the long term economics.

The Standardized Financing Option would be a so lu t io n which, w i th in 
e x is t in g l e g i s l a t i o n , would crea te a "mature" system such th a t the power 
rates re su l t in g from th i s  opt ion would a l l ra p id l y become compet i t ive 
w i th the e x is t in g thermal op t ion so th a t w i th in a few years other un i ts 
could be introduced in to the system w i thou t causing excess ive ly large 
increases in power ra tes .

The evident major problem w i th th i s  opt ion is th a t i t  v/ould invo lve 
add i t iona l equ i ty o f approx imate ly $60 m i l l i o n  to be appropr ia ted in FY 
1984 and 1985 and as such may be deemed unacceptable.

5 - MARKETING AND DEVELOPMENT SOLUTIONS

The preceding sections have addressed the immediate problems in a 
le g i s l a t i v e  contex t since these need de ta i le d and lengthy cons ide ra t ion 
p r i o r  to le g i s l a t i o n . The Power Au th o r i t y i s ,  however, a c t i v e l y  pur­
suing the marketing and development a c t i v i t i e s  which w i l l  help improve 
the economic compet i t iveness o f the pro jec ts under cons t ruc t ion or 
au tho r i z a t io n . This inc ludes :

(1) Transmission in te rconnec t ions to serve adjacent communities or 
i n t e r t i e s ;

’ (2) Securing home heat ing markets and
(3) New in d u s t r i a l and commercial loads.
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Very subs tan t ia l po ten t ia l increases in sales o f power (and consequent 
reduct ion in u n i t costs) are poss ib le given tha t the three pro jec ts have 
subs tan t ia l unde ru t i l i z e d in the ea r ly years and, in the case o f Swan 
Lake, only about 40 percent.

The uniform ra te imposed by HB 9 fo r a l l power from a given p ro je c t is a 
serious obstac le to the grea te r u t i l i z a t i o n  o f capac i ty by securing home 
heat ing ar.d in d u s t r i a l and commercial loads. These loads can only be 
secured on the basis o f a pr ice o f power s i g n i f i c a n t l y  lower than the 
s ing le wholesale rates o f Table 1.

On these grounds, i t  is recommended th a t HB 9 be modif ied to permit 
mu l t ip le t a r i f f s  whenever th i s is shown as l i k e l y  to improve u t i l i z a t i o n  
and reduce 'ini . t costs o v e r a l l v

6 - SUMMARY AND CONCLUSIONS

1. The repo r t reviews the key elements i. i the Power Au th o r i t y ' s 
hyd roe le c t r i c program in the l i g h t  o f the issues posed by the 
recent weakening o f a l t e r n a t i v e energy p r ices , the present stage o f 
development o f the p ro je c t s , and the impact o f the HB 9 
le g i s l a t i o n .

2. The HB 9 le g i s l a t i o n  is designed to share the debt serv ice cost o f 
a l l p ro jec ts on the system between a l l p ro je c ts , i r re spe c t i v e o f 
the actual leve l o f debt serv ice which they have incurred i n d i ­
v id u a l l y . The a l lo c a t io n o f the system debt serv ice between 
ind iv idua l p ro jec ts is in propor t ion to the percentage which the
s ta te investment f q r  each p ro je c t represent o f the to ta l s ta te 
investment f o r a l l p ro je c ts . I f ,  f o r  example, the investment in a 
p a r t i c u la r p ro je c t represented 20 percent o f a l l such investment i t  
would have to carry 20 percent o f a l l the debt serv ice on the 
system. This means tha t the power rates o f ind iv idua l pro jec ts are 
not f ixed but w i l l  increase i f  new pro jec ts with heavy debt f i ­
nancing are added to the system. This is re fe r red to below as the 
System Increment problem.

3. This l e g i s l a t i o n  and the weakening in diesel o i l  pr ices has created 
three separate but in te r - r e l a t e d problems. These are:

The Early Year Power Cost Problem - the problem tha t a weak- 
ening in the cost o f diesel o i l  can make a new and substan­
t i a l l y  debt financed hydro p ro je c t uncompeti t ive w i th the
thermal a l t e r n a t i v e i t  d isp laces in the ea r ly years.

The System Increment Problem - the phenomenon o f add i t io n a l , 
la rge ly debt financed p ro je c t increas ing the power rates on 
a l l the ex is t in g p ro je c ts .

The Uniform Rate Problem - the problem tha t HB 9 ca l l s fo r 
each p ro je c t to have s ing le uniform wht lesa le power ra te .
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These three problems represent s i g n i f i c a n t d i f f i c u l t i e s  in the 
marketing o f h yd ro -e le c t r i c power and the re a l i z a t i o n o f the long 
term economic bene f i t s o f th i s  renewable power source. U t i l i t i e s  
may be re lu c ta n t to take the h yd ro -e le c t r i c power where i t  involves 
higher ea r ly year power costs and may also be re lu c ta n t to enter 
in to long term con trac ts given th a t the System Increment problem 
presents them w i th an indeterminate fu tu re cost o f power. The 
Uniform Rate problem also makes i t  d i f f i c u l t  to reso lve the prob­
lems by securing grea te r sale since i t  precludes o f f e r i n g lower 
t a r i f f s  to secure "low cost" loads such as those o f fe red by indus­
t r i a l  demand and the home heat ing market.

These problems are i l l u s t r a t e d  by an ana lys is o f the Ter ro r Lake, 
Swan Lake, Tyee Lake and Solomon Gulch p ro je c t .

0 P r io r to the in t roduc t ion in to the system o f Ter ro r Lake,
Swin Lake, Tyee Lake, and Solomon Gulch are a l l com­
p e t i t i v e  w i th the cost o f the thermal power which they 
disp laced.

° Adding Ter ro r Lake (w ith i t s  58 percent debt f inanc ing ) 
to the system in 1985 h ig h l i g h ts the increments to system 
problem. Through the HB 9 mechanism th i s increment to a
system has the e f f e c t o f increas ing the power rates of
a l l  the pro jec ts on the system and in p a r t i c u la r making 
Tyee Lake 2.4 cents more cos t l y than the cost o f thermal 
power.

While these problems are inherent in the HB 9 le g i s l a t i o n  th e i r  
numerical magnitude resu l t s from the small size an*, recent estab­
l ishment o f the system. This means tha t any new p ro je c t can be 
r e l a t i v e l y  la rge compared w i th the res t o f the system, and because 
the system is r e l a t i v e l y  new i t  does not have a large base o f old 
assets acquired a t the much lower pr ices obtained years e a r l i e r  
in to which to ea s i l y ass im i la te any new high cost source o f power.

A wide range o f poss ib le so lu t ions to these problems were con­
sidered in Section 4 inc lud ing grea te r s ta te equ i ty con t r i b u t i o n s , 
lower in t e r e s t ra te loans, e tc . The problem, however, is to f i n d a 
so lu t io n to these problems tha t is economical in terms o f the 
magnitude o f the s ta te con t r ib u t io n requ ired . The HB 9 le g i s l a t i o n  
makes the add i t iona l s ta te equ i ty so lu t io n very co s t l y since thfr> 
le g i s l a t i o n  would share the bene f i ts o f such con t r ib u t io n s between 
a l l p ro jec ts in the system thus reducing a l l oower rates i r respec ­
t i v e  o f the ex ten t o f which they were already compet i t ive with 
thermal .
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8. In the l i g h t  o f th i s  ana lys is i t  is concluded th a t the most econom­
ica l and e f f e c t i v e  means o f reso lv ing the problems ind ica ted in 
paragraph 4.£ .4 would be tha t o f "Equa l iza t ion Grants" . These 
would be special s ta te grants designed to reduce the cost o f the 
hydro power in the ea r ly years in to equa l i t y w i th the cost o f the 
thermal power which i t  d isp laces . On present fo re cas ts , grants 
would only be requ ired f o r  Tyee Lake f o r  a per iod o f fou r years. 
The to ta l cost ( i n  1983 do l la r s ) would be $1.4 m i l l i o n  compared 
w i th approx imately $37 m i l l i o n  in the case o f the add i t io na l s ta te 
equ i ty .

9. I t  is expected tha t the Equa l iza t ion Grants might be necessary fo r 
a number o f p ro jec ts u n t i l the system achieves the "ma tu r i t y " and 
compet i t iveness inheren t in the low esca la t ion rate o f hydro and 
thus becomes able to absorb new high cost add i t ions to the system 
wi thou t ur?cceptably high increases in power ra tes .

10. Turning to the Uniform Rate problem, i t  is concluded th a t th i s ;s a 
mater ia l obstac le to grea te r u t i l i z a t i o n  o f the hydro pro jec ts and 
prevents the system obta in ing lower u n i t costs by supply ing the 
in d u s t r ia l and heat ing markets. I t  is recommended, the re fo re , tha t 
cons idera t ion be given to changing the le g i s l a t i o n  to permit the 
Power Au tho r i t y to es tab l i sh m u l t i - r a t e  t a r i f f s  wherever th is 
appears l i k e l y  to secure la rge r markets and hence lower u n i t costs . 
Given such l e g i s l a t i o n  the Power Au tho r i t y would expect to be able 
to s i g n i f i c a n t l y  improve the compet i t iveness o f the hydro power 
p ro jec ts .

11. In summary, the HB 9 l e g i r ’ a t ion as i t  now stands poses s ig n i f i c a n t 
problems fo r the hyd ro -e le c t r i c development program a t i t s  cu r ren t 
r e l a t i v e l y  immature stage o f development and in the contex t o f the 
weakening in thermal fue l pr ices . Leg is la t io n along the l ines 
ind ica ted in par.y raph e igh t and paragraph ten o f th i s section 
would, however, reso lve these problems and enable the program to 
rea l i z e i t s  u l t im a te ob je c t i ve o f long term low cost power f o r most 
Alaskans.
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APPENDIX A

A. 1 I .  SWAN LAKE HYDROELECTRIC PROJECT HISTORY AND DESCRIPTION

T!<e C i ty o f Ketchikan, having made the dec is ion to discont inue i t s  
re l iance on the use of diese l e l e c t r i c  generat ion to meet r i s in g energy 
demands, author ized the engineering f i rm  o f R. W. Beck in September o f 1977 
to in ve s t ig a te the f e a s i b i l i t y  o f developing, as a major hyd roe lec t r ic 
generating resource, the Swan Lake Pro jec t which is located approximately 22 
miles nor theast o f Ketchikan near the northern end o f Ca r ro l l I n l e t in the 
cen t ra l po r t ion o f Revi1lagigedo Is land.

In June o f 1978, R. W. Beck issued a f e a s i b i l i t y  repo r t ind ica t ing tha t 
a hyd roe le c t r i c p ro je c t which would demonstrate a ben e f i t / c o s t r a t i o  o f 1.25 
could be constructed a t Swan Lake at a to t a l investment cost o f $80,924,000. 
Subsequently, the C i ty o f Ketchikan, Ketchikan P ib l i c  U t i l i t i e s  (KPU) au­
tho r ized R. W. Beck to proceed w i th prepara t ion of f i n a l design o f the 
p ro je c t .

The 1980 Leg is la tu re through j o i n t  re so lu t io n authorized the Alaska 
Power Au th o r i t y to issue bonds up to the maximum amount of $120,000,000 fo r 
f inanc ing the cons t ruc t ion o f the Swan Lake P ro jec t .

Construc t ion was i n i t i a t e d  by KPU in November o f 1980. Funding fo r 
p ro je c t design and i n i t i a l  cons t ruc t ion was secured p r im a r i l y through the 
proceeds o f loans from the Power A u th o r i t y ' s Power Pro jec t Revolving Loan 
Fund.

On May 28, 1981, the Power Au tho r i t y loaned KPU $35,000,000 fo r con­
s t r u c t i o n from funds which had been raised through the sale o f General 
Ob i iga t ion Bonds.

On May 21, 1982, the Power Au tho r i t y and KPU executed an acqu is i t ion 
agreement under which, in re tu rn f o r prov id ing funds to complete pro jec t 
cons t ru c t io n , the Power Au tho r i t y w i l l  receive t i t l e  to the pro jec t and as 
opera t ion o f the p ro je c t w i l l  prov ide s u f f i c i e n t power f o r  the C i ty of 
Ketch ikan 's needs via a Power Sales Agreement.

The Swan Lake Pro jec t cons is ts o f a dam, a power tunnel and a powerhouse 
s i tua ted a t t idewa te r on Car ro l l I n l e t ,  plus approximately 30 miles of 
transmiss ion l i n e  from the s i t e  to Ketchikan.

The dam, which is e s s e n t ia l l y completed, is a double curvature concrete 
arch s t ru c tu re located about 0.75 mile downstream from the o u t le t o f the 
ex is t in g Swan Lake. The dam has a maximum height o f 174 fee t above the base 
o f the foundat ion excavation. The dam cres t o f e leva t ion 344 above mean 
lower low water (MLLW) is 428.5 fee t long. The dam has a c res t th ickness of 
6 fee t and has a base th ickness o f 16.5 fee t .

A 100-foot wide ungated ogee serv ice sp i l lw ay sect ion w i th the c res t at 
e leva t ion 330 is located in the cen t ra l po r t ion o f the dam. Spil lway



discharges w i l l  be f l i p p e d downstream from the toe o f the dam to a plunge
pool excavated in rock in the e x is t in g stream channel. The sp i l lway is
designed to pass a Probable Maximum Flood which is estimated to have a peak
in f low o f 37,150 c fs and a volume o f 38,700 ac re - fe e t .



A.2 I. TYEE LAKE HYDROELECTRIC PROJECT HISTORY AND DESCRIPTION

On December 19, 1979, the Alaska Power Au th o r i t y submitted an
app l ic a t io n to the Federal Energy REgulatory Commission (FERC) f o r  the 
cons t ruc t ion o f the Tyee Hyd roe lec t r ic P ro je c t in the v i c i n i t y  o f Wrangell 
and Petersburg, Alaska. Our engineers , R. W. Retherford Associ­
a te s / In te rn a t io n a l Engineering Company (IECO), est imated the cost o f the 
p ro je c t a t tha t time a t $53,333,000.00, inc lud ing an allowance fo r i n f l a t i o n  
at the ra te o f seven percent per year dur ing the cons t ruc t ion per iod.

Procurement o f long - lead - t ime tu rb ines began in Ju ly 1981, in an t i c ip a ­
t i o n o f a FERC l icense . FERC issued a l icense August 5, 1981, and the award 
o f several add i t iona l procurement and one cons t ruc t ion con t rac t fol lowed 
almost immediately th e re a f te r .

The power-on- l ine date is scheduled f o r January 1984,. The curren t 
estimate o f the to t a l p ro je c t cost is $124,000,000.00. Ava i lab le funds
inc lude $82,000,000.00 in State grants and $50,000,000.00 in in te r im f inanc ­
ing.

The powerhouse is located in the Tongass Nat ional Forest , approximately 
40 miles eastsoutheast o f Wrangel l , Alaska. The p ro je c t is designed to
develop the energy po ten t ia l o f Tyee Lake--a natu ra l lake at Elevation 
1396— convert i t  to e l e c t r i c i t y ,  and transm i t the energy to the communities 
o f Wrangell and Petersburg f o r  d i s t r i b u t i o n . The p ro je c t includes the 
fo l low ing p r in c ipa l fea tu res :

1. A tunnel system between Tyee Lake and a powerhouse, which is 
located at sea leve l on the south side o f the B rad f ie ld River 
va l l e y . The tunnels cons is t o f approximately 4,770 fe e t of
10- foo t diameter tunne l , 1,880 fe e t o f 13- foo t diameter 
tunne l , and 1,380 fe e t o f 10 - foo t diameter v e r t i c a l sh a f t , a i l 
nominal ly un l ined . The tunnel w i l l  conta in a rock - t rap , 
tunnel p lug, access p t e ,  s tee l penstock, and mani fo ld . The 
tunnels w i l l  be conni'Cv'ed to Tyee Lake by the "Lake-Tap" 
method at a water depth o f approximate ly 140 fe e t . A dam is 
not requ ired .

2. A ga te -sha f t near the upstream end o f the tunne l , cons is t ing 
r f  approximately 420 fee t o f v e r t i c a l ,  12 - foo t diameter sha f t , 
:on ta in ing an intake gate, s top log , and f i n e  trash rack .

3. A powerhouse conta in ing two, 10-MW hydro-generat ing un i ts w i th 
prov is ion f o r  a fu tu re t h i r d  u n i t .  There w i l l  be an adjacent 
outdoor switchyard.

4. A 1200-foot long t a i l  race f o r discharg ing water from the 
powerhouse to an e x is t in g slough.

5. A 138-kv transmiss ion system, 81-miles long. Approximately 60
mi les w i l l  be overhead l i n e  and 12 miles w i l l  be underwater in 
fou r separate cross ing.



costs o f the u t i l i t y ,  and hence i t s  customers, would be less . The State and 
CVEA signed an A cqu is i t i o n Agreement in 1981 whereby the State assumed the 
p ro je c t and a l l  costs and debt associated w i th the p ro je c t . Agreements were 
also signed spec i fy ing the cond i t ions under which the p ro je c t would be 
operated by CVEA f o r  the State and under which the en t i r e output o f the 
p ro je c t would be sold to CVEA.

Construct ion o f the p ro je c t and the transmission l i n e  was completed in 
January, 1982, and commercial operation o f the p ro je c t began on March 31, 
1982. The FERC l icense f o r  the p ro je c t was trans fe r red to the Power 
Au tho r i t y on May 28, 1982, and the Power Au tho r i t y assumed f u l l  ownership of 
the p ro je c t in Ju ly , 1982. Since tha t t ime, the p ro je c t has been operated by 
CVEA fo r the Power Au th o r i t y w i th sale being made to CVEA o f the usable 
output o f the p ro je c t .
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The Ter ro r Lake Hyd roe lec t r ic P ro jec t was i n i t i a t e d  by the Kodiak Elec­
t r i c  Associa t ion (KEA) in the mid-1960's to prov ide lower cost e le c t r i c a l 
power to i t s  customers. T ip pe t t s , Abbe t t , McCarthy and S tra t ton and
Robert W. Retherford and Associates were re ta ined to prepare a f e a s i b i l i t y  
study which ind ica ted the the p ro je c t was not economical ly feas ib le at tha t 
t ime. The rap id r is e in the cost o f diese l fue l in the mid-sevent ies 
resu l ted in KEA re ta in ing Robert W. Retherford and Associates and I n t e r ­
nat iona l Engineering Company to upgrade the previous f e a s i b i l i t y  study, apply 
f o r a Federal Energy Regulatory License and to accomplish the pro jec t design. 
The app l ic a t io n f o r  a l icense was submitted to the Federal Energy Regulatory 
Commission (FERC) in December 1978, and t h e i r  i n i t i a l  review ind icated tha t 
more environmental data was requ ired . The add i t iona l data was acquired
dur ing 1979 and was submitted to FERC in February, 1980. The Department o f 
the I n t e r i o r ,  the Alaska Department o f Fish and Game, the Legal Defense Fund 
o f the S ie r ra Club, the Audubon Society and the Northwest W i l d l i f e  Federation 
were granted in te rven t ions by FERC. By l e t t e r  o f July 28, 1981, KEA trans ­
m i t ted an Agreement between KEA and the in te rveners in which the interveners
agre ‘ to withdraw th e i r  ob jec t ions in re tu rn f r.-> K a in  add i t iona l s t ip u ­
la t ions . The FERC License was issued to KEA October 5, 1981, and
t rans fe r red to the Alaska Power Au tho r i t y on May 182.

The Ter ro r Lake Hyd roe lec t r ic Pro jec t is located on Kodiak Island as 
shown in and is about tw en ty - f iv e miles southwest o f the C i ty o f Kodiak.

The p r in c ipa l components o f the p ro je c t cons is t of the fo l low ing :

The na tu ra l ' s t o ra g e o f Terro r Lake w i l l  be increased by 108,000 
ac re - fee t by bu i ld in g a dam across the lake 's natural o u t l e t . This 
dam w i l l  ra ise the water surface leve l from the present e levat ion 
o f 1,250 fee t to a maximum e leva t ion o f 1,420 fee t .

The dam w i l l  be a compacted r o c k f i l l  s t ru c tu re with an upstream 
concrete face. I t  w i l l  have a maximum s t ru c tu ra l height o f 193
fee t and an e f f e c t i v e  cres t e leva t ion o f 1,420 fee t . A sidechannel 
sp i l lway w i l l  be excavated in the rock o f tha r ig h t abutment. I t  
w i l l  be ungated and un l ined , and i t  w i l l  have an i n l e t c res t 625 
fee t long. A re in fo rced-conc re te o u t l e t conduit w i l l  pass through 
the base o f the dam, and w i l l  be used to make con t ro l led releases 
down the Ter ro r River fo r maintenance o f the f i s h spawning beds.

A power tunnel w i l l  leave Ter ro r Lake from an intake s t ruc tu re on
the eastern shore and head nor theast f o r 26,300 fee t to an o u t le t
po r ta l on the slopes o f the Kizhuyak Val ley . I t  w i l l  have an
11- foo t -d iameter sec t ion , and w i l l  be un l ined , wi th only nominal
lengths o f concrete l i n i n g and other supports as required.

Runoff from the 15.1 square miles o f the natural catchment area of 
Terro r Lake w i l l  be supplemented by d ive rs ion from 8.6 square 
mi les o f adjacent catchment areas. These areas are Shotgun Creek, 
Fa l ls Creek, Ro l l ing Rock Creek, and Mount G lo to f f G lac ie r . The 
dive rs ions w i l l  be accomplished by small d ive rs ion dams, open



power tunne l . One o f these sha f ts ( o f Ro l l ing Rock Creek) w i l l  
also func t ion as a surge sha f t . Provis ions have been made in the 
design f o r  the fu tu re d ive rs ion o f the runo f f from 4.0 square miles 
o f the Upper Hidden Basin Creek catchment area and the 5.1 square 
miles o f the Upper Uganik catchment area.

A s in g le , in c l i n e d , s tee l , penstock, 3,100 fe e t long , w i l l  extend 
from the tunnel o u t l e t p o r ta l , down the side o f the Kizhuyak 
Va l ley , to an above ground powerhouse located on the 
va l le y f l o o r .  The powerhouse w i l l  conta in two v e r t i c a l - a x i s ,
18 ,336hp Pe l ton - type , 6 nozzle impulse tu rb ines , each 
connected to a 10-MW e le c t r i c a l generato r . Thus, the to ta l 
i n i t i a l  in s t a l l e d capacity w i l l  be 20 MW. The tu rb ine s , which 
w i l l  be set a t Elevation 103.5, w i l l  operate at an average net 
head o f 1,207 fe e t . Provis ions w i l l  be made f o r  a fu tu re 
t h i r d  generating un i t in the powerhouse, and the power tunnel 
and penstock have been designed to accommodate the add i t iona l 
f low , w i thou t mod i f ica t ion .

Transmission o f the e le c t r i c  power to Kodiak w i l l  be v ia a 
s ing le c i r c u i t ,  138-KV, 19 m i le long transmiss ion l i n e , using 
a combination o f steel and wooden pole s t ruc tu res and AACSR 
conductor.



ASSUMPTIONS FOR FINANCIAL FORECASTS

°P ro jec t Costs and Financing

State
Tota l Cost Appropr ia t ions Debt Financed On-Line 

Pro jec ts Included (M i l l i o n s $) (M i l l i o n s $) (M i l l i o n s $) Date FY

Swan Lake 93.50 69.09 24.41 1985

Tyee Lake 124.60 79.48 45.12 1985

Solomon Gulch 53.00 53.00 0.00 1983

Ter ro r Lake 189.40 79.26 110.14 1986

410.50 280.83 179.67

Notes

1. Costs are the to ta l pro jec ted costs inc lud ing esca la t ions .

2. Debt is assumed to be 35-year bonds w i th a 10 percent in te r e s t ra te .

3. Bond coverage was assumed to be 1.10 ( i . e .  10 percent in excess of 
debt serv ice cos ts ) .

4. Debt amounts exclude any Resene Funds.



C a l e n d e r
Year

benera i i n n a n o n  
(Percent) 1._____

M t c i  c a t  i \ a t c  i u i  uui iu j
(Percent________________

1983 6.8 10.0

1984 6.5 10.0

1985 7.4 10.0

1986 7.4 10.0

1987 6.9 10.0

1988 7.0 10.0

1989 7.1 10.0

1990 7.1 10.0

1991 6.8 10.0

1992 6.6 10.0

1993 6.5 10.0

1994 6.4 10.0

1995 6.4 ' 10.0

1996 6.4 10.0

1997 6.4 10.0

1998 6.4 10.0

1999 6.4 10.0

2000 6.4 10.0

2001 6.4 10.0

NOTES

1. Source: Data Resources Incorporated, Ju ly 1982.

2. A l l costs shown in forecas ts represent a January 1 or m id - f is ca l year b

I
V



B-2 “OPERATION AND MAINTENANCE COSTS

Annual 
O/M Costs

P ro jec t (M i l l i o n s $) Year

Swan Lake 1.028 1985

Lake Tyee 1.32 1385

Solomon Gulch 1.27 1985

Ter ro r Lake 1.08 1986

NOTES

1. Source: Alaska Power Au tho r i ty

2. No real esca la t ion in 0/M costs was assumed, i n f l a t i o n a r y  increases only 
DRI Ind ices.



B-3 0AGGREGATE PROJECT FIRM SALES:

FISCAL (KWH in thousands)
YEAR SWAN LAKE TYEE LAKE SOLOMON GULCH TERROR LAKE

1985 32,000 33,620 41,000 -0 -
1986 33,600 34,460 41,000 88,200
1987 35,280 35,320 41,000 91,954
1988 37,044 36,210 41,000 95,867
1989 38,896 37,110 41,000 99,947
1990 40,841 38,040 41,000 104,200
1991 42,883 38,990 41,000 106,294
1992 45,027 39,960 41,000 108,430
1993 47,279 40,960 41,000 110,609
1994 49,643 41,990 41,000 112,832
1995 52,125 43,040 41,000 115,100
2000 66,526 48,690 41,000 125,800
2001 69,850 49,910 41,000 128,060

Source: Alaska Power Au th o r i t y
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APPENDIX "C"

C.l DESCRIPTION OF FINANCIAL MODEL 
( r e f e r to Table C . l )

1. Year:

2. Energy GWH:

Fiscal years ending June 30.

Total f i rm  sales fo r a l l p ro jec ts included in 
fo recas t .

3. Real Price &/KWH: Price <t/KWH I i n f l a t i o n  index.

4. In f l a t i o n  Index:

5. Price <t/KW.H:

6. Revenue:

7. Less Oper. Costs:

Mid-year FY 1983 (January 1, 1983) = 100.

Wholesale Power Rate ca lcu la ted under HB9. 
When more than one p ro je c t is included in the 
fo recas t the ra te shown is the average cost 
o f power (Revenue 4- Energy) f o r a l l p ro jec ts .

Sum o f the revenues f o r  a l l p ro jec ts included 
in the fo recas t . Revenues are based on 
p ro je c t sales and the power rate calcu la ted 
under HB 9 Leg is la t io n .

Sum o f operat ing costs f o r a l l pro jec ts 
included. The ca lc u la t io n fo r each pro jec t 
is :

Operating Costs = (Generation KWH) X var iab le
0/M costs ($/KWH)). 

plus ( f i x ed 0/M costs ($/KW) X KW). 
plus adm in is t ra t ion costs , 
plus insurance costs .

8. Operating Income: 6 - 7

9. Add In te re s t Earned 
on Funds:

10. Less In te re s t on 
Long-Term Debt:

I n te re s t Rate X Reserve and Contingency Fund 
(previous year balance) (see 25 below)

In te re s t Rate X Outstanding Short-Term Debt 
(prev ious year balance) (see 16 below)

11. Less In te re s t on 
Long-Term Debt:

12. Net Earrings from 
Operat- ms:

Annual in te r e s t costs f o r long-term debt (bonds 
and s ta te loans)

(8 + 9) - (10 + 11)



13. Cash Income from 
Operations: 12

14. State Grants:

15. Long-Term Debt 
Drawdowns:

16. Workcap Debt 
Drawdowns:

17. Total Sources o f 
Fund:

18. Less Capita l 
Expendi tures:

19. Less Workcap and 
Funds:

20. Less Debt 
Repayment:

21. Less Payment to 
State:

22. Cash Surplus • 
( D e f i c i t ) :

23. Recovery from 
HB9:

24. Cash Recovered:

L

Annual s t a t e  g r a n t s

Long-term debt drawn ( inc lud ing s ta te loans and 
cap i ta l i z e d in te r e s t )

Shor t- te rm debt drawn f o r  working cap i ta l (see 
25 and 26 below)

13 + 14 + 15 + 16

Annual cap i ta l expendi tures , inc lud ing 
c a p i t a l i z a t i o n  in te r e s t and annual prov is ion 
f o r  renewals and replacements (0.3 percent o f 
p ro je c t cons t ruc t ion cost per annum, no real 
esca la t ion )

Increase in , working cap i ta l and reserve and 
contingency fund (See 25 and 26 below)

Allowance f o r specia l payments to the sta te 
(not cu r r e n t l y used)

Allowance f o r  special payments to the sta te 
(no t cu r re n t l y used)

Surplus or s h o r t f a l l o f funds. For pro jec ts 
which rece ive more revenue under HB9 than is 
requ ired to meet ob l ig a t io n s ( inc lud ing debt 
se rv ice ) the surp lus is paid to the general 
s ta te fund. For p ro jec ts which do not receive 
s u f f i c i e n t revenues under HB9 to meet ob l ig a ­
t i o n s , the d e f i c i t  is met by a t r a n s fe r from 
the general fund. This d e f i c i t  w i l l  only occur 
f o r s ing le p ro je c ts . On a combined bas is , a 
d e f i c i t  can never occur under HB9 Leg is la t io n .

T rans fe r o f funds under HB9 to pro jec ts which 
show a d e f i c i t  (see 22)

Cash reta ined by the p ro je c t . This w i l l  always 
be zero as a l l excess funds are sent to the 
general s ta te fund.
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25. Reserve and
Contingency Fund:

26. Other Working 
Cap i ta l :

27. Cumulative Capita l 
Expenditure:

28. Capita l Employed:

29. State Contr ibu t ion :

30. Recovery from HB9:

31. Retained Earnings 
from Operations:

32. Debt Outstanding 
Short- term:

33. Debt Outstanding 
Long-term:

34. Debt Service 
Cover:

35. Annual Borrowing 
$ 1983:

36. Cumulative Borrow­
ing $ 1983:

37. Annual State 
Grants $ 1983:

38. Cumulative State 
Grants $ 1983:

39. Total Annual 
Financing $1983:

40. Total Cumulative 
Financing $ 1983:

Reserve fund is equal each year to 100 percent 
o f prov is ions f o r renewals and replacements 
plus 100 percent o f operat ing costs.

Annual working cap i ta l is equal each year to 
15 percent o f operat ing costs plus 10 percent 
o f revenues.

Cumulative 18. 

25 + 26 + 27. 

Cumulative 14. 

Cumulative 23.

Cumulative (net earnings from operat ions - cash 
surplus paid our) .

Cumulative 16.

Outstanding long-term debt (bonds and State 
loans) a f t e r p r in c ipa l repayments.

(12 + 11) * (11 + 20). 

15 ' 4.

Cumulative 35.

14 : 4

Cumulative 37.

35 + 37.

Cumulative 39.



Table C.l

Alaska Power Au th o r i t y Financ ia l Forecast f o r  Fiscal Years ending June 30.

($ MILLIONS)
1. YEAR 1982 1983 1984 1985 198
2 . ENERGY GWH - - — - - —

3. REAL PRICE - - — — - - —

4. INFLATION INDEX --- - - - - --- —

5. PRICE - C/KWH --- — — --- —

-INCOME

6. REVENUE _  _ ___

7. LESS OPERATING COSTS - - - - — - -
8. OPERATING INCOME - - - - - -
9. ADD INTEREST EARNED ON FUNDS - - - - - - - - --
10. LESS INT. ON SHORT-TERM DEBT - - — — - - - -
11. LESS INT. ON LONG-TERM DEBT - - - - - -
12. NET EARNINGS FROM OPERATIONS --- - - - - - - ---

-------- ---------------------------- — CASH SOURCE AND USE-

13. CASH INCOME FROM OPERATIONS __ ___

14. STATE GRANTS — — ----- - -

15. LONG-TERM DEBT DRAWDOWNS - - — - - - -

16. WORKCAP DEBT DRAWDOWNS — — - - -----

17. TOTAL SOURCES OF FUNDS - - - - - - - - -----

18. LESS CAPITAL EXPENDITURES _ — _  _ _ — mm «.

19. LESS WORKCAP AND FUND - - - -
20. LESS DEBT REPAYMENTS - - — --- ---
21. LESS PAYMENT TO STATE - - — - - - - -----

22. CASH SURPLUS (DEFICIT) _ _ _  _ _ _ . . .

23. RECOVERY FROM HB 9 - - - - — - -
24. CASH RECOVERED — — — --- ---

...........................................................BALANCE SHEET------

25. RESERVE AND CONT. FUND m _ __ — mm » —
26. OTHER WORKING CAPITAL - - — - - — ---
27. CUM. CAPITAL EXPENDITURE - - - - — - -

28. CAPITAL EMPLOYED — — — — -----

29. STATE CONTRIBUTION _  _ _  _ .  mm

30. RECOVERY FROM HB 9 — — — — - -

31. RETAINED EARNINGS FROM OPS. - - _ _ - - - - - -

32. DEBT OUTSTANDING SHORT-TERM _ _ - -

33. DEBT OUTSTANDING LONG-TERM _ > - - — —

34. DEBT SERVICE COVERAGE _ _ „  _ mm mm mm

35. ANNUAL BORROWING $ 1983 — --- ---
(



36. CUM. BORROWING $ 1983
37. ANNUAL STATE GRANTS $ 1983
38. CUM. STATE GRANTS $ 1983
39. TOTAL ANNUAL FINANCING $ 1983
40. TOTAL CUM. FINANCING $ 1983



C.2 METHODOLOGY USED FOR CALCULATION OF 
POWER RATES IN FINANCIAL MODEL

I . Operat ion and Maintenance Por t ion o f Power Rates

This ra te is ca lcu la ted independent o f othe r p ro je c ts .

Components o f Rate

A. Operation and Maintenance Costs, (see C . l - 7) .

B. Net shor t - te rm in te r e s t costs ( in t e r e s t on shor t - te rm debt -
i n te r e s t earned on reserve funds) . (See C . l - 9 and 10).

2
C. Annual prov is ion f o r  renewals and replacements. (see C . l - 

18).

0/M po r t ion o f the Power Rate = (A + B + C) /P ro jec t Sales.

11. Debt Service Port ion o f Power Rate 

Components Used in Rate Ca lcu la t ion

A. Total System Debt Service (see C . l - 11 and 20),

B. Bond Coverage (ten percen t ) .

C. Period (year-1983).

D. Sta te ' ; , Investment in edch Pro jec t (equal to p ro je c t cost fo r 
th i s  ana ly s is ) .

E. P ro jec t Sales (see C . l - 2) .

NOTES

1. A prov is ion fo r working cap i ta l has been included in th i s 
ana lys is as wel l as a general reserve and cont ingency fund. 
Working cap i ta l is assumed to be met by shor t - te rm debt, wi th 
an annual in te r e s t ra te o f ten percent. The reserve and con­
t ingency fund earns in te r e s t at ten percent per annum, (on the 
previous yea r 's ending balance).

2. The annual prov is ion f o r  renewals and replacements (0.3 
percent o f p ro je c t cons t ruc t ion costs (exc lud ing IDC) per 
annum) is assumed to be funded w i th bond coverage where 
poss ib le . I f  th i s coverage proves to be i n s u f f i c i e n t ,  then 
revenues (and ra tes ) are increased so th a t th i s s h o r t f a l l is 
j u s t met.
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Methodology Used to Calcu la te Debt Service Port ion o f 
Wholesale Power Rates •

1. Calcula te Average System Debt Service Rate (R l)

Rl = (Tota l System Debt Service + Coverage)/Tota l Sales f o r a l l 
P ro jec ts .

Rl = (A + B)/SUM(E).

2. Determine System Cap Rate (R2) (see Subsection 44 .83 .398 (2 ) (h) ) .

R2 = System Debt Service Average x (1 + .04 (year-1983) ) .

R2 = Rl x (1 + .04 x C).

3. Calcu la te each p ro je c t ' s  i n i t i a l ,  p ropo r t iona te share o f to ta l 
debt serv ices and Without Cap Rate (R3).

R3 = (Tota l System Debt System Service + Coverage x (S ta te 's 
Investment in the P ro je c t /S ta te 's Investment in a l l Power 
P ro je c t s ) ) /P ro je c t Sales.

R3 = ((A + B) x (D/SUM(D))/E

4. Determine whether the Without Cap Rate f o r each Pro jec t exceeds 
the System Cap Rate and i f  i t  does, set tha t P ro je c t ' s Debt Service 
Rate (R4) equal to the System Cap Rate.

I f  R3 grea te r than ‘ R2 then R4 = R2

5. I f  any pro jec ts are capped then using these rates would re su l t in 
a s h o r t f a l l o f funds to meet debt serv ice ob l ig a t io n . In order 
to co r re c t t h i s ,  the debt serv ice share (and thus power rates) 
f o r pro jec ts whose debt serv ice rates are s t i l l  below the cap 
ra te , are adjusted upwards ( to a maximum o f the System Cap Rate). 
This adjustment (R5) is again based on the S ta te 's Investment in 
the p ro je c t .

R5 = (S ta te 's Investment in the P ro jec t /To ta l State Investment in 
a l l  p ro jec ts whose rates are less than the System Cap Rate) 
x S h o r t f a l l .

I f  a p r o je c t ' s  ra te should exceed the System Cap Rate under th i s 
rea l lo ca t io n o f the s h o r t f a l l ,  i t s  ra te is also capped and the 
above procedure is repeated fo r the remaining pro jec ts whose 
rates are s t i l l  less than the System Cap Rate.

6. The f i n a l debt serv ice po r t ion o f the power ra te f o r each p ro je c t 
is equal to P ro je c t 's share o f Total System Debt Service Costs 
a f t e r app l ic a t io n o f l im i t s /P r o j e c t Sales.

R4 = (R2 or (R3 x R5))/E



APPENDIX "D"

EFFECT OF "BLACKMAIL" CLAUSE ON POWER RATES

Section 44.83 383 (b) (2) sta tes th a t i f  the general s ta te fund does not 
stand a t $5 b i l l i o n  by Ju ly 1, 1986, the power rate f o r each p ro jec t w i l l  be 
set a t the grea te r of

(a) the standard I B9 ra te ,

(b) a rate which w i l l  re tu rn 10 percent annual ly on the 
amount invested in the p ro je c t , inc lud ing loans and 
grants made by the s ta te .

A comparison o f power rates under standard HB9 ca lcu la t ions and those 
under the "Blackmai l " clause s ta r t i n g  in FY 1987 is presented in 
Table F . l .  These resu l t s are also summarized f o r  1987 and 1991 in 
Table F.2. These ca lcu la t ions assume bond coverage o f 1.10.

Results

The "B lackmai l " c lause, i f  invoked in 1987, would re su l t in power rates
increas ing by more than 75 percent f o r Swan Lake, Tyee Lake, and Terro r
Lake. The ra te f o r Solomon Gulch would increase by approximately 30 
percent. These leve ls o f ra te increases would generate add i t iona l re ­
venues in 1987 ranging 'from $1.2 m i l l i o n  f o r  Solomon Gulch to $9.0 m i l l i o n 
f o r  Te r ro r Lake. Total add i t iona l revenues fo r 1987 would be 
$21.2 m i l l i o n . These resu l t s are itemized in Table F2,

The d i f fe rence between the standard HB9 ra te and the "Blackmail " clause 
ra te is seen to dec l ine over time. Since the revenue generated under 
the "Blackmai l " clause is f i x ed (a t 10 percent o f p ro je c t cost) the 
"B lackmai l " clause rates w i l l  dec l ine as sales continue to increase.
For the standard HB9 rates there is a dec l ine in rates over time fo r 
most p ro jec ts but th i s is much less since opera t ing costs are increasing 
w i th i n f l a t i o n .
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Table F.2

SUMMARY COMPARISON OF STANDARD HB9 AND "BLACKMAIL" CLAUSE RATES

Standard "B lackmail " Clause
HB9 Rate ________Rate_______

(<f/KWH) (C/KWH)

Percent
D i f ference

Addi t iona l
Revenues
Generated
(SM i l l ions )

Swan Lake

1987 15.5

1991 14.1

Tyee Lake

1987 16.4

1991 15.8

Solomon Gulch 

1987 10.0

1991 10.6

Te r ro r Lake

1987 12.2

1991 10.1

27.8

22.9

34.8 

25.6

12.9

12.9

22.0

19.1

79 

62

112

62

29

22

80 

89

4.4

3.8

6 . 6

4.8

1.2

1.0

9.0

9.5



COST OF POUER SUMMARY FOR AUTHORISED FROJECTS USIHO SIANI'ARP HP» BASIS (F.'TCLUPJNO PLACKHA1I n  AUSETT
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1 9 P 3 8 3 . 0 0 . 0
1 9 0 4 7 0 . 2 0 . 0
1 9 8 5 9 9 . 2 3 2 . 0
1 9 8 6 9 B . 2 3 3 . 6
1 9 8 7 9 8 . 2 3 5 . 3
1 9 8 8 9 8 . 2 3 7 . 0
1 9 F 9 9 8 . 2 3 0 . 9
1 9 9 0 9 0 . 2 1 0 . 8
1 9 9 1 9 3 . 2 4 2 . 9
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0.0
0.0

11.6
1 5 . 5
ts.s
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1 5 :1
1 4 . 1

0.0
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1 3 . 1
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1 2 5 . 3 3 3 . 1 1 6 . 5 7 1 . 1
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5 3 . 0 4 1 . 0 1 0 . 9 9 . 6
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2 0 2 . 5 0 0 . 2 1 3 . 0 1 1 . 3
2 9 2 . 5 9 2 . 0 1 2 . 2 1 1 . 1
2 0 2 . 5 9 5 . 9 1 1 . 4 1 0 . 7
2 0 2 . 5 9 9 , 9 1 0 . 7 1 0 . 4
2 0 2 . 5 1 0 4 . 2 1 0 . 2 1 0 . 2
2 0 2 . 5 1 0 6 . 3 1 0 . 1 1 0 . 1
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0.0
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In accordance with the provisions of Title 24 of the Alaska 
Statutes and a special request of the Legislative Budget and 
Audit Committee, we have reviewed certain issues relating to 
an insurance "wrap-up" program for Alaska Power Authority 
'onstruction projects. Our review encompassed activities of 
uhe Alaska Power Authority (APA) and the Department of 
Administration, Division of Risk Management, as well as 
those of insurance brokers and agents handling APA accounts.
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In the Spring of 1981, legislation was enacted that broadened 
the scope of APA's authority and responsibility for adminis­
tering Alaska's energy program. APA became directly involved 
in the construction and acquisition of power projects 
throughout the State.

The first construction project to come on line was the Tyee 
Lake hydroelectric project. This project, located approxi­
mately 40 miles southeast of Wrangell, was to be constructed 
in three phases. Bids for Phase I were solicited in ear:./ 
Juno 1981, with construction scheduled to begin the following 
October.

The Request for Proposal (RFP) for Tyee Lake contained gen­
erally standard wording in which the burden for purchasing 
and maintaining adequate insurance was placed on the con­
tractor. Simultaneous to the Tyee Lake bid process, APA also 
sought advice from the Division of Risk Management about the 
insurance requirements and liability ramifications of APA 
contracts in general. The Division of Risk Management in 
turn consulted with the State's major insurance broker, Marsh 
& McLennan Inc. During July 1981, a series of discussions 
and correspondence ensued among APA, Risk Management, Marsh & 
McLennan Inc. and various consultants, which ultimately 
resulted in a decision to substitute an owner provided insur­
ance program for contractor provided insurance on the Tyee 
Lake project. That is, rather than requiring the contractor 
to purchase insurance and to see that his sub-contractors do 
likewise, the owner (APA) would "wrap-up" all parties and 
exposures into a comprehensive safety and insurance program.

Correspondence between Marsh & McLennan Inc. and APA indi­
cates that the decision to employ a wrap-up program for Tyee 
Lake was reached during the latter part of July. Bid open­
ings were scheduled for August 11, 1981. Given the time 
constraints, APA elected to have contractors submit bids with 
insurance costs included, as specified by the RFP. Upon the 
award, APA would then determine whether the contractor would 
agree to an owner provided insurance program and, if so, 
would negotiate an amount to back out of his bid.

Bids were opened as scheduled on August 1L, 1981. Proposals 
were evaluated and the contract eventually awarded on 
September 25 to the joint venture of Southeast Drilling Co., 
Inc. - Harrison Western Corp. (SE-11W) for a bid of 
$44,952,000. SE-HW subsequently agreed to owner provided 
insurance, and a change order was signed October 20 reducing 
the contract amount by $1,798,867.
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On October 28, 1981, subscription policies effective October 
for Phase I of the Tyee Lake project were issued by the two 
firms that handle the State's master insurance policies: 
Marsh & McLennan Inc. and Corroon & Black/Dawson & Co., Inc. 
During November and December, the brokers and the Division 
of Risk Management worked out details on how to structure 
and administer the wrap-up program. This involved arranging 
for claims adjusting, safety consulting, actuarial and 
related services, as well as negotiating with undervrriters 
for insurance placements. In addition, the two brokerage 
firms worked out internal agreements on how to jointly 
handle the APA account.

The contract between APA and the brokers to provide the 
above services was not finalized until December 22, 1981.
This contract, backdated to October 1, 1981, provides for 
APA to use Risk Management as a consultant for risk manage­
ment services, and for Marsh & McLennan Inc. and Corroon & 
Blaclc/Dawson r>. , Inc., to provide for specified services 
necessaiy tn ~ ’...•inister the Alaska Power Construction Pro­
gram (APC01-;. Contract terms are stated in general language, 
but the appendix on consideration clearly limits the con­
tractual agreement- to the SE-11W portion of the Tyee Lake 
project. Consideration for this contract was to be 
$1,790,000, but a premium discount of $100,000 was subse­
quently applied. First payment on the contract in the 
amount of $1340,000 was made December 23, 1981.
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IS S U E S  AND ALLEG ATIO N S

During the Spring of 1982, several issues and allegations 
were raised about the series of events outlined in the 
preceding paragraphs. Various members of the Legislature, 
representatives from interested professional groups, and 
State administrators questioned whether owner "wrap-up" was 
an appropriate or allowable insurance method for State agen­
cies. Specific allegations surfaced regarding the proced­
ures for bidding and awarding the Tyee Lake construction and 
insurance contracts, and the brokers' and Division of Risk 
Management's administration of the APA insurance programs.

We have not included in this report a general discussion of 
the pros and cons of wrap-up insurance. This issue was the 
subject of considerable debate during the last session of 
the Legislature and resulted in the passage of SB 831, which 
prohibited State agencies from providing insurance to con­
tractors awarded State construction projects. SB 831 was 
vetoed by the Governor because he did "not find this prohi­
bition in the best interests of the State". Whether or not 
this legislation is pursued is a matter of legislative and 
executive decision during the next session.

We have, however, examined the various allegations and legal 
issues that have been raised. A discussion of each issue 
and our findings thereon follow:

A, Contractual Procedures - Tyee Lake Construction Contract

No allegations have been raised and we found no im­
proprieties on the bidding and preliminary award of the 
Tyco Lake - Phase I contract to SE-HW. Allegations 
have been raised, however, that SE-HW failed to provide
proof of adequate insurance as required by REP, and that
as a result a change order war issued wherein APA would 
provide insurance instead.

We found that the insurance provided by SE-HW was 
inadequate, but that this was due to misunderstanding 
rather than the fact that SE-HW was uninsurable. The 
chronology of events is outlined below:

09/10/81 APA Board approves contract award to SE-HW.

09/11/-- Negotiations begin between SE-HW and Division 
of Risk Management on amount of bid attributa­
ble to insurance. Dates uncertain, but no 
indication that negotiations pre-date Board
approval. APA copied on at least one related
letter dated 09/21/31.
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09/15/81 Contract award challenged by Pacific Ventures, 
a lower bidder rejected because proposal did 
not conform to RFP. Temporary restraining 
order placed.

09/25/81 Temporary restraining order lifted. Notice of 
Award sent to SE-HW, subject to certain 
requirements including proof of adequate 
insurance. This letter signed by same APA 
individual involved in earlier insurance 
discussions with Marsh & McLennan Inc. and 
Risk Management, and copied on 09/21/81 
letter regarding cost of contractor insurance.

10/03/81 SE-HW responds to Notice of Award, signs
contract, and supplies performance oonds and 
certificates of insurance.

10/16/81 APA acknowledges receipt of signed contract 
but notifies SE-HW that performance bonds 
deficient and insurance inadequate. Letter to 
SE-HW states: "Pursuant to advice of the
State Division of Risk Management, the Alaska 
Power Authority proposes to provide a wrap-up 
insurance program . . . .  A change order has 
been prepared to effect these modifications 
. . . SE-HW given option of agreeing to
change order or supplying evidence of adequate 
insurance.

10/20/81 Change Order Mo. 1 substituting owner provided 
insurance for contractor provided insurance and 
decreasing contract by $1,798,867 signed.

10/20/81 Notice to Proceed issued.

From discussions we have held with involved parties, it
appears that by the time SE-HW responded to the 09/25/31
tentative Notice of Award, an understanding had been
reached that APA would be providing insurance coverage 
and thus little attention was given to evidences of 
insurance. There is no indication that SE-HW was 
uninsurable.

There is some question as to whether Risk Management 
exceeded its authority by dealing directly with the 
contractor without APA's knowledge and before APA had 
officially proposed the idea of owner provided insur­
ance. We have received conflicting information about 
this. Most likely, this was a case of bad communication 
both within APA and between APA and Risk Management.
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Contractual Procedures - APA Brokerage Contracts

To date, all APA insurance reviews or brokerage services 
have been performed by Marsh & McLennan Inc. and Corroon 
& Black/Dawson & Co., Inc. (£ schedule of APA contracts 
with and payments to the brokers is presented in Appen­
dix A). This has generated considerable controversy, 
with specific questions raised about:

O Meetings of Risk Management, APA, and Marsh a
McLennan Inc. prior to Tyee Lake brokerage con­
tract .

© Awarding of Tyee Lake contract to Marsh & McLennan
Inc. and Corroon & Black/Dawson & Co., Inc. without 
competitive bid.

Q Expectations by brokers that Tyee Lake contract
would be expanded to future APA construction 
projects.

0  Expansion of broker's involvement to cover com­
pleted or acquired projects.

O  Awarding of APA insurance review contract to
brokers without competitive bid.

Each of these areas is discussed below.

Pre-contract meetings: It is unclear when wrap-up
discussions first took place and who it was that first 
proposed the concept. Our review indicates, however, 
that wrap-up on Tyee Lake was not explicitly agreed to 
until late July, when representatives from APA, Risk 
Management, and Marsh & McLennan Inc. met in Marsh & 
Mclennan's Seattle offices. There is no evidence to 
suggest that there was anything conspiratorial about 
this meeting, or that the decision by APA and Risk 
Management to utilize owner provided insurance ’-us 
anything more than an attempt to explore economical 
insurance alternatives. Undoubtedly, Marsh & McLennan 
Inc. wished to secure the State's business, hut as a 
profit making firm this is only normal.

Awarding of Tyee Lake contract without competition: In
our Jufy~T9 8 (J, performance review oi the Division of 
Risk Management, we criticized the Division for not 
utilizing competitive procedures in its selection of 
brokers. During FY'81, the Division went through an 
extensive broker selection process, and in May 1981, 
Marsh & McLennan Inc. and Corroon & Black/Dawson & Co., 
Inc., were contracted with to provide risk management 
and insurance programs for the State. When APA sought 
advice from Risk Management about the insurance ramifi­
cations of its newly expanded role, then, it was reason­
able that Risk Management in turn sought advice from its 
primary consultant, Marsh & McLennan Inc.
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The question is whether it was also reasonable to 
contract with Marsh & McLennan Inc. for the Tyee Lake 
wrap-up. In the first place, if a consultant believes 
he will be awarded the contract for any services he 
recommends, then he is more likely to recommend that 
those services are necessary. Secondly, it is State 
policv to utilize competitive selection procedures, and 
no attempt was made to do so in this case.

It is our belief that APA and Risk Management tried to 
objectively evaluate, the wrap-up option, and decided 
that it was in the best economic interests of the 
State. The fact that the time frame for Tyee Lake was 
too short to go through a broker selection process was 
not considered a major problem. This had just been done 
for the State's other coverages, and it was reasoned 
that that selection process would satisfy similar re­
quirements for Tyee Lake. Therefore, it was decided to 
utilize the State's current brokers.

While we do not question APA or Risk Management's 
motives behind this decision, we do think they acted in 
haste. If there was insufficient time to go through a 
broker selection for Tyee Lake or to look into the legal 
questions raised later in this report, then it would 
perhaps have been better to utilize contractor provided 
insurance on Tyee Lake and reconsider wrap-up for future 
projects instead.

Expectations of future APA wrap-up contracts: Marsh &
McLennan Inc. con:espondence indicates that the firm was 
vying for and in fact expected to provide brokerage 
services on future APA wrap-up programs. In addition, 
the contract, between APA and the brokers was worded in 
such a way that future projects could simply be appended 
to it. However, the contract as signed December 22, 
1981, is clearly limited to Tyee Lake - Phase I (with 
the implicit understanding that Phases II and III would 
be added), and APA and Risk Management memos demonstrate 
that the insurance alternatives for other APA construc­
tion projects would be decided on a case-by-case basis. 
This intention is also evidenced by testimony of APA 
staff at the October 2, 1981, APA Board meeting.

We cannot verify whether APA and Risk Management would 
in fact have gone through a broker selection process on 
future projects, since the APA Board opted that contrac­
tor provided insurance be used on the only other con­
struction project to date, Terror Lake. Certainly no 
procedures for broker selection were begun prior to the 
Board's April 15, 1982, Terror Lake decision, though 
this may be attributable to the controversy and ques­
tionable future of State agency wrap-ups at that point 
in time.
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Expansion to cover completed or acquired projects: The
issue of whether or not to use owner provided insurance 
applies only to construction projects. Another issue is 
how best to insure completed or acquired projects, the 
immediate cases in point being Solomon Gulch and Swan 
Lake.

The Division of Risk Management has taken the stand 
that, as State owned property, completed projects such 
as Solomon Gulch automatically become a Risk Management 
responsibility. As is done for other State owned 
property, Risk Management would negotiate the cost and 
conditions of coverage and bill APA accordingly. 
Furthermore, it is Risk Management's responsibility to 
determine whether coverage in place on acquisitions such 
as Swan Lake adequately protects the State, and, if not, 
to cover exposures. In both of the above instances, the 
method for providing insurance has been to fold the 
projects into the State's master insurance programs 
which are brokered through Marsh & McLennan Inc. and 
Corroon & Black/Dawson & Co., Inc. The brokers have 
adopted the acronym "APOP" for these projects, which 
stands for Alaska Power Operations Program.

Vague allegations have been raised about the nature and 
extent of APOP, and that it is being thrust upon the 
entities from which projects are being acquired. We 
found no substance to these allegations, and to our 
knowledge APOP is no more than as described above. In 
addition, until or unless a separate risk management 
program is developed for APA, we concur with the Divi­
sion of Risk Management's judgment on how to handle 
completed or acquired projects.

Awarding of insurance review contract; APA also con­
tracted with Marsh & McLennan Inc. and Corroon & Black/ 
Dawson & Co., Inc., to perform an insurance review of 
ail APA contracts. This agreement, signed the same day 
as the APCOP - Tyee Lake contract, involved an evalua­
tion of contract insurance language and evidences of 
insurance, establishment of on-going contract review 
procedures, and other related services. Contract 
consideration was to be for services rendered, not to 
exceed $40,000.

Results of this contract demonstrate that APA contracts 
generally did not have adequate insurance language and 
that APA's exposures wore greater than intended. How­
ever, the fact that there was evidently a legitimate 
need for this contract does not justify its being 
awarded without competitive bids. Nor was there any 
particular time pressure, as there was with the APCOP - 
Tyee Lake contract, that would preclude normal competi­
tive bid procedures.
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Administration of APCOP - Tyee Lake Contract:

Several questions have also been raised about the 
administration of tha APCOP - Tyee Lake contract; that 
is, how the brokers and the Division of Risk Management 
are performing those services they were contracted with 
to provide. These questions are discussed below.

One question is whether the Workers' Compensation (WC) 
reserve established for State eraployees is commingled 
with or has in fact been used for Tyee Lake employees. 
The APCOP - Tyee Lake and State WC reserves are not 
commingled, and as of July 1, 1982, they will also be 
handled by different adjusters. Prior to the establish 
ment of an APCOP reserve account, however, a Tyee Lake 
employee was injured and $9,4i7 was paid out of the 
State WC reserve to cover related claims. The State's 
reserve was subsequently reimbursed upon establishment 
of the APCOP WC reserve account in January 1982.

Another question has to do with whether the brokers 
and/or Risk Management have conducted business using 
"secret" bank accounts. We have found references to 
three bank accounts. The first was established with 
First Interstate Bank in Seattle, and was used by the 
brokers for paying all bills related to their APCOP 
account. This account was subsequently closed and 
replaced with an account with the National Bank of 
Alaska. A third account, also with the National Bank o 
Alaska, is a depository account used by Northern Adjust 
ers for paying APCOP Workers' Compensation claims. All 
three of these accounts are utilized internally by the 
brokers or theit sub-contractors to perform services 
necessary to fulfilling the APCOP contract. Risk Man­
agement neither deposits nor withdraws funds from these 
accounts. Therefore, these accounts are not subject to 
the requirement that as State accounts they be reported 
to the Department of Revenue.

Questions have also been raised about the propriety of 
payments from the APCOP bank accounts, particularly for 
such tilings as lunches, dinners, or drinks. We think 
these questions are moot. Marsh <t McLennan Inc. and 
Corroon & Black/Dawson & Co., Inc.., are being paid a 
fixed sum, a portion of which is attributable to broker 
age fees. In general, it is not within our control t:o 
dictate to the brokers and their respective managements 
how h‘.oso fees may be used.

Another issue is whether State competitive bid proced­
ures have been bypassed by contracting with brokers who 
then in turn sub-contract with other firms to perform 
certain services. Particular questions have been raise 
about the sub-contracts for claims adjusting. We think
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that while State procedures may be bypassed, there is 
very little incentive on the brokers' part for not 
employing competitive procedures of their own. As noted 
before, the brokers are being paid a fixed sum to 
perform certain services. It is certainly not in their 
best interests to over-pay sub-contractors. As far as 
the claims adjusting sub-contract is concerned, State 
competitive procedures were not bypassed. The contract 
RFP and award process was administered through the 
Division of Risk Management along with the claims 
adjustment contracts for other State accounts, and met 
standards for objective and competitive review.

Two final questions, which underlie all the above, are 
what APA is buying in its APCOP - Tyee Lake contract, 
and whether it is less expensive than contractor pro­
vided insurance would have been. A budget for all 
phases of the Tyee Lake wrap-up program is being pre­
pared but has not been finalized. Once the budget is 
established, the Division of Risk Management has in­
formed us that in its capacity as risk management 
consultant for APA, it will arrange for audits of APCOP 
expenses and actuarial reviews of loss reserves.

It is also too early to determine if wrap-up for Tyee 
Lake will be cost effective. Tyee Lake - Phase I was 
bid with insurance, with $1,798,867 subsequently backed 
out. The APCOP Phase I insurance contract cost, after 
premium discount, $1,690,000. Therefore, there is an 
immediate apparent cost savings of $198,867. Since the 
other Tyee Lake contracts were bid not of insurance, no 
easy "upfront" numbers are available, and it is '->eyond 
the scope of this report to project them. A schedule of 
claims as of May 31, 1982, is presented in Appendix B, 
but the total insurance costs of Tyee Lake will not he 
known for several years.

Legal Issues

In addition to the legal issues implied in the matters 
already discussed, several specific legal questions have 
been raised. These include;

O Is the State insured on Tyee Lake and has it been 
from the start?

O  Do wrap-ups by State agencies violate existing law?
O Is the State self-insuring Workers' Compensation 

for Tyee Lake, and if so, is this in compliance 
with law?
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Is the State insured on Tyee Lake and has it been from 
the start? The basis for this question is two-fold. 
First, while work on the Tyee Lake project began in 
November 1.181, the insurance contract between APA and 
the broker was not signed until December 22, 1981. 
Second, while APA was provided with "subscription poli­
cies" by the brokers in October 1981, these policies 
were not agreed to by underwriters until, in some cases, 
months later.

From our review of legal opinions and documents, it 
appears that the State is and has been covered on Tyee 
Lake, if for no other reason than that it has clear 
recourse against the brokers themselves. This is 
established through letters of intent and brokerage 
warranties in which the brokers certify that they have 
placed insurance as specified in the "subscription 
policies." Marsh & McLennan Inc. and Corroon & Black/ 
Dawson & Co., Inc., it should be noted, have assets 
valued far in excess of dollars being insured under the 
APCOP - Tyee Lake contract. In addition, the State's 
master insurance contract is broadly worded and would 
include Tyee Lake exposures.

Do wrap-ups by State agencies violate existing law? We 
have reviewed several IeglTl opinions and discussed this 
question with representatives of the Attorney General's 
Office. To our knowledge there is no Alaska lav/ or body 
of laws that generally prohibit wrap-up insurance 
programs by private or public entities.

Is the State self-insuring Workers' Compensation for 
Tyee Lake, and if so, ~Ts this : n compliance with law? 
This Is the primary legal question on the owner provided 
insurance program that is in place for Tyee Lake, and to 
date it is unresolved. Through cur discussions with the 
two agencies who have jurisdiction over Workers' Compen­
sation - the Division of Workers' 'Compensation and the 
Division of Insurance - ue have identified the key 
issues to be:

1. All employers must provide Worker.s' Compensation
coverage for their employees. Th.s may be done one 
of two ways: The employer may purchase a WC policy
through an insurer approved by the Division of 
Insurance, or may be granted a se]£•insurance 
certificate by the Workers' Compensation Board.

Each question is discussed below.
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The WC coverage for Tyee Lake contractors and their 
employees is provided under a policy by an approved 
insurer, but is, in the end, self-insured by the 
State. This is illustrated as follows:

®  APA contracts with brok.' for APCOP services.
© Brokers contract with Paciric Marine Insurance

Co., an approved Alaska insurer.
Q Pacific Marine issues policy, makes necessary

filings with Division of Insurance, WC Board.
0  Pacific Marine, in effect, reinsures total

liability back through APCOP brokers.
O Brokers establish loss reserve fund from which

Tyee Lake WC claims, up to $300,000 per occur­
rence, are paid (insurance purchased for excess 
coverage); amount of fund comes out of lump 
sums paid by APA to brokers. The final amount 
to be set aside for WC reserves is still being 
negotiated.

©  Brokers receive assurance from Division of Risk
Management that if actual losses exceed loss 
reserves, "the State loss reserve fund would be 
made available to pay losses after exhaustion 
of the APCOP loss reserves."

The question now becomes, by what authority can the 
State self-insure Tyee Lake employees? The State of 
Alaska has been granted a self-insurance certificate 
and self-insures Workers' Compensation for State 
employees. According to the Workers' Compensation 
Board, however, this certificate does not allow the 
State to insure non-State employees, such as the 
contractors and their employees on Tyee Lake.

A related question is whether the State is, in 
effect, acting as an insurance company.

Finally, a significant question exists as to where 
the funds would come from if the WC loss reserves 
established for Tyee Lake claims prove to be inade­
quate. This question has not been adequately 
considered, let alone answered.

One scenar 
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A second scenario is that State losses will not exceed 
the aggregate, and therefore the excess losses on Tyee 
Lake will have to he absorbed elsewhere. It is unclear 
how this would be done.

A third scenario is that losses on Tyee Lake will be 
less than the reserves. In this event, funds would be 
returned to APA.
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CONCLUSIONS AND RECOMMENDATIONS

In general, we found the allegations that APA, Risk Manage­
ment, or brokers/agents acted improperly to be unsubstanti­
ated. We do believe, however, that APA, relying heavily on 
the advice of Risk Management, acted hastily in its decision 
to employ owner provided insurance for Tyee Lake, even 
though delay would have precluded this option. By so doing, 
they did not adequately consider the legal ramifications or 
impact of wrap-up as viewed by other State insurance agen­
cies, and entered into a major contract without utilizing 
competitive procedures. In any event, while time con­
straints may arguably support the Tyee Lake sole source 
contract, they not justify the awarding of a separate 
$40,000 contract by APA to the brokers without competitive 
bid.

In conjunction with the Tyee Lake wrap-up program and in 
anticipation of this concept being applied to future APA 
projects, we make the following recommendations:

.1. The Divisions of Risk Management, Insura..ce, and Work­
ers' Compensation should discuss, in a formal setting if 
necessary, the Workers' Compensation and other insurance 
questions that have been raised. Using a State-funded 
loss reserve for non-State employees is clearly a divi­
sive and unresolved issue. It is incumbent on these 
agencies to clarify what is a very gray area.

2. APA and Risk Management should monitor and evaluate the 
Tyee Lake wrap-up program in order that some comparative 
data be available for future projects. This would 
entail audits and actuarial reviews of payments and loss 
reserves, as well as an independent evaluation of owner 
vs. contractor provided insurance.

3. APA should decide whether or not to utilize owner 
provided insurance far enough in advance to incorporate 
this into the contractor RFP. For example, contractors 
could submit bids with insurance, without insurance, or 
both with and without insurance and then be measured 
against some pre-determined criteria.

In addition, sufficient time should be allowed to go 
through a broker selection process on construction 
projects where APA opts for owner provided insurance.

4. APA and Risk Management should clarify their respective 
responsibilities over APA projects, whether under 
construction or completed. In December 1981, the two 
agencies signed a memorandum ot understanding outlining 
the role each played in providing risk management
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services for APA. However, this "understanding" has 
become somewhat strained. For example, brokers have 
been given conflicting signals over certain coverages, 
and APA is even considering employing its own risk 
manager.

We would hope that APA's decision will be based on 
economics and need, and will consider all those issues 
inherent in wrap-up regardless of who administers it.
In any event, until and unless APA establishes its own 
risk management program, the existing memorandum of 
understanding should be followed to ensure comprehensive 
and continuous coverage on APA projects.
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APPENDIX A

SCHEDULE OF APA CONTRACTS WITH 
AND PAYMENTS TO BROKERS 

As of June 15, 1982

Contract
Encumbrance
Number Description

Contract Payments at 
ion Amount   06/15/32

CC082307
2

Alaska Power Construction Program $1,790,000 $540,000'
(APCOP) - Tyee Lake, Phase I

CC082304 APA Contract Insurance Review $ 40,000 $ 20,000

1 To date, no provisions for Tyee Lake - Phases II-III have been 
appended to the APCOP contract. These phases were bid net of insurance, 
but how and through whom APA will provide insurance has not been 
finalized.

2 Scheduled payments are:

Less Premium Discount
10/01/81 $ 640,000

(100,000)

$ 540,000

03/01/82
02/01/33

580.000
570.000

$1,690,000
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APPENDIX B

TYEE LAKE LOSSES AND PAYMENTS 
As of May 31, 1982

Estimated
Loss Loss

Loss Type  Incurred Payments

Workers' Compensation^ $111,846 $33,108

Property 20,000 ____ ~0~

$131,846 „ §.33j.L08,

1 As of May 31, 1982, 14 Workers' Compensation claims had 
been submitted for adjustment. Largest estimated loss 
for a single claim was $25,000.
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JAYS. HAMMOND, GOVERNOR

POUCH C
JUNEAU, ALASKA 99811OFFICE OF THE COMMISSIONER

August 2, 1982

Mr. Gerald Wilkerson, CPA 
Leg is la t ive Auditor 
Divis ion of Legis la t ive Audit 
Leg is la t ive Budget and Audit Committee 
Pouch U
Juneau, AK 99831

Re: Response to a Special Review of the Alaska
Power Author i ty Insurance Programs Administered 
Through the Alaska Power Author i ty and the 
Department of Adminis tra t ion, Div is ion of 
Risk Management, Dated June 29, 1982

The decision to recommend the Wrap-up program to the Alaska Power 
Author i ty (APA) was completely the respons ib i l i t y of the Div is ion of Risk 
Management. Wrap-up insurance has been the normal way to cover large 
construct ion projects fo r the la s t 30 years. This is not to imply that 
wrap-ups are not controversial because they are. This controversy, however, 
does not deter from the cost e f fe c t i v e nature of wrap-ups. There are three 
va l id reasons fo r not considering wrsp-up insurance:

1. The construct ion pro jec t is not large enough (50 m i l l i o n or 
grea te r ) ;

2. The Risk Management Program of the owner or contractor is not 
sophist icated enough to adequately coordinate the required

3. The po l i t i c a l considerat ions which have resulted in several 
states passing re s t r i c t i v e  leg is la t io n proh ib i t ing wrap-ups.

Pr io r to recommending wrap-up to the APA, meetings were held between Risk 
Management and the Division of Insurance. Even though wrap-ups are acceptable 
iri Alaska, the Div is ion of Insurance is responsible fo r set t ing up guidel ines 
and i f  required, adopting regula t ions. A f te r reviewing the guidel ines and 
discussing Risk Management's program, the Div is ion o f Insurance decided to not 
adopt regulat ions. Most of tlie questions regarding wrap-ups had been answered

services.
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several years ago when Alyeska Pipel ine Co. was given approval to provide an 
owner wrap-up fo r the Taps Construction.

Before answering the indiv idual recommendations, we would l i k e to make 
two observations: F i r s t , the atmosphere surrounding the i n i t i a t i o n  o f th is
audi t was inflammatory in tha t there were a considerable number of rancorous 
accusations made against the Div is ion of Risk Management, APA and the APCOP 
brokers. We believe tha t the auditors were able to cut through the periphery 
issues and produce a professional report which is notable fo r i t s  o b je c t i v i t y .

Second, many of the legal issues on closer examination did not have 
substance. In order to completely counteract the questions, we had legal 
research done on several of these legal questions and they were not found to 
be meritorious.

The conclusion that there were no improprie t ies are concurred with . The 
decision to use the State 's recently appointed brokers fo r the f i r s t  wrap-up 
program is ju s t i f i e d  from a Risk Management standpoint and the brokers who 
part ic ipated in the RFP understood i t  to be fo r Risk Manageir nt services over 
a three to f i v e year period.

The $40,000 contract review program has received more pub l ic i t y than i t  
warrants. This contract review had two facets: 1. To atermine what ex is t ing
l i a b i l i t i e s  were outstanding, and to provide coverage i f  needed. Since the 
State 's brokers were responsible fo r providing the coverage ex commission, 
there was no log ica l way to select another contractor . Also, there was a 
sense of urgency due to the pending acqu is i t ion of the Solomon Gulch and Swan 
Lake projects and the need to become immediately involved in the contract 
negotiat ions between the APA and the pro jec t attorneys.

Recommendations

1. The Divisions of Risk Management, Insurance, and Workers' Compensation 
should discuss, in a formal se t t ing i f  necessary, the Workers' 
Compensation and other insurance questions tha t have been raised. Using 
a Slate-funded loss reserve fo r non-Stale employees is c lea r ly a d iv is ive 
and unresolved issue. I t  is incumbent on those agencies to c l a r i f y  what 
is a very gray area.

Agreed. Attached is a memo (Appendix I) which has been sent to both the 
Div is ion o f Insurance and the Workers' Compensation Board which should 
resolve the problem. I f  not, we are prepared to meet with appropriate 
personnel to answer any questions.

2. APA arid Risk Management should monitor and evaluate the Tyee Lake wrap-up 
program in order that some comparative data be avai lab le fo r fu ture

-19-
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pro jec ts . This would en ta i l audits and actuar ia l reviews of payments and 
loss reserves, as well as an independent evaluation o f owner vs. 
contractor provided insurance.

Agreed. This recommendation is an exce l len t one and one in which Risk 
Management is qui te in terested in pursuing. We believe tha t the Tyee 
Program w i l l prove to be extremely cost e f fe c t i ve and w i l l also have a 
considerably be t te r safety record than s im i la r projects o f th is type. In 
add i t ion , we believe tha t we are using a maximum of Alaska Risk 
Management contractors on the Program and tha t we are making i t  avai lab le 
fo r the smaller Alaska contrac tor to pa r t ic ipa te bv furn ish ing raw 
coverage insurance tha t the smaller contractor m ig i t not bo able to 
purchase on i t s  own. See Appendix I I and I I I  fo r a l loca t ion of costs.

3. APA should decide whether or not to u t i l i z e  owner provided insurance fa r 
enough in advance to incorporate th is in to the contractor RFP. For 
example, contractars could submit bids with insurance, wi thout insurance, 
or both with and without insurance and then be measured against some 
pre-determined c r i t e r i a .

In add i t ion , s u f f i c i e n t time should be allowed to go through a broker 
select ion process on construct ion projects where APA opts fo r owner 
provided insurance.

Agreed. Risk Management was l im i ted by the decision process that the APA 
and i t s  board of d irec to rs were operating under. There is no question 
but tha t the insurance language should he incorporated p r io r to the bids 
being put out. In add i t ion , we would recommend tha t a l l insurance 
spec i f ica t ions include the owner wrap-up language and tha t a f te r the bid 
is l e t tha t the con trac to r 's f i rm be given the option of proposing i t s  
pr ice to w r i te the coverage. In th is way a d i re c t comparison of 
advantages o f owner or contractor wrap-up could be made and a decision 
made at tha t time.

/I, APA and Risk Management should c l a r i f y  th e i r respective respons ib i l i t i e s 
over APA pro jec ts , whether under construct ion or completed. In December, 
1981, the two jencies signed a memorandum of understanding ou t l in ing the 
ro1? each played in providing r is k management services fo r APA. However, 
th is "understanding" has become somewhat stra ined. For example, brokers 
have been given con f l i c t in g signals over certa in coverages, and APA is 
even considering employing i t s  own r isk manager.

He would hope tha t APA's decision w i l l be based on economics and need, 
and w i l l consider a l l those issues inherent to wrap-up regardless of who
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administers i t .  In any event, un t i l and unless APA establ ishes i t s  own 
r is k management program, the ex is t ing memorandum of understanding should 
be fol lowed to ensure comprehensive and continuous coverage on APA 
projects.

Agreed. There have been meetings with the APA and Risk Management since 
the pressure of the le g is la t i v e a c t i v i t y  has been reduced. The resu l t of 
the las t meeting was tha t Ris^ Management would take over the adminis­
t r a t i o n of the contract between the AFA and the APCOP brokers. In th is 
way the APA would not be responsible fo r understanding and administering 
a Risk Management Program but instead, w i l l pass th is respons ib i l i t y to 
Risk Management pending any decision to set up th e i r own program. Iri 
th is regard there is presently a Request fo r Proposal (RFP) fo r a Risk 
Management consultant to study the whole wrap-up insurance question fo r 
the APA.

Although i t  is d i f f i c u l t  to quant i fy the exac: savings to the State, a 
Federal government study has verif- 'ed savings of 30-40 percent of 
conventional insurance costs. This re lates to two percent of 
construct ion costs. In add i t ion , since the State holds on to the loss 
reserves, an addi t ional one per cent o f costs is real ized through 
investment earnings. I f  the present construct ion schedule of the APA is 
rea l ized , the savings would amount to $192,600,000.

I t  is important tha t the controversy surrounding th is program not obscure 
the potent ia l savings to the State, which would be los t i f  the program 
were terminated.

Sincerely,

i
Commissioner

CB/JII/jbh
3/0802-02/RM2



MEMORANDUM State of Alaska

T0' Ms. Jackie McClintock 
Director
Division of Workers' Compensation 
Department of Labor

F R ° M: j 0 ] - ^  g ^ y ^ O O d

Director
Division of Risk Management 
Department of Administration

DATE: 

FILE NO: 

TELEPH O N E NO: 

SU B JE C T :

August 2, 1982

465-2180

Tyee Lake Wrap-up 
Program Insurance

There have been several questions raised as to the derails of the 
Workers' Compensation Insurance for the Tyee Lake Wrap-up Program.
There are many ways in which large accounts structure their workers' 
compensation programs and seme axe more controversial than ethers.

Due to the unusual level of interest in this program, it was Fi.sk 
Management's decision with the concurrence of Marsh and McLennan and 
Pacific Marine Insurance Coirpany to provide one of the conventional 
forms of coverage.

Consequently, we have negotiated a Retrospective Rating Plan "D" 
combined Workers' Compensation and General Liability. This is an 
incurred loss retro program which puts it in the mainstream of insurance 
programs.

Jii/je
5/0802-0G/RM1

ooi A(ruv. 10 /79;
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I
APPENDIX I I 

TYEE PREMIUM ALLOCATION

TOTALS I - Tunnel A Powerhouse 
I I - Submarine Cable 
I I I  - Transmission Line

TOTAL

$1,690,000
598,000

1,496,602
33,784,602

PHASE I - Powerhouse A Tunnel Contract - $1,690,000 - Total Premium

1. General L i a b i l i t y  A Workers' Compensation - 2 yrs =

2. Inland A Marine Cargo =

3. Non-owned Aviat ion =

4. C.O.C. - Builders Risk =

5. Excess Insurance =

974.000

303.000 

61,000

181.000

171,000
$1,690,000"

PHASE I I - Submarine Cable Contract - $593,000 - Total Premium

1. General L i a b i l i t y  A Workers' Compensation

2. Non-owned Aviat ions

3. C.O.C. - Builders Risk

4. Excess Insurance

5. Marine Insurance

179,400

32,500

29,900

63,980

292,220 
$ 598,000

IIASE 111 - Transmission Lino Contrac t - $1 ,496 ,602 - Total Premium

••= 1 ,174,327

162,100

1. General L i a b i l i t y  A Workers' Compensation

2. C.O.C. - Builders Risk

3. Excess Insurance 160,130
"$f,~4%7(>02~
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APPENDIX I I I  
TYEE WRAP-UP BUDGET 
August 22, 1982

PHASE I
I I

I I I

TOTAL

1,690,000
598,000

1.496.602

3.784.602

PREMIUM

RETENTION 
ADMIN. EXP.
BROKER FEE
EXTRAORDINARY TRAVEL/LEGAL
SAFETY
CLAIMS ADJ
ATTORNEYS
CONTINGENCY
PRESS RELEASE
INSURANCE LJASON
CPA/ACTUARIAL
CLAIMS MANAGEMENT

1.242.000

1.894.000 
82,000
119,000
40.000
78.000
60.000
15.000 
207,602
5,000

20.000 
10,000 
12,000

TOTAL. 3,784,602

3/0802-02/RM2



ALASKA POWER AUTHORITY
334 WEST 5th AVENUE - ANCHORAGE, ALASKA 99501 Phone: (907) 277-7641 

(907) 276-0001

Mr. Gerald Wilkerson, CPA 
Budget and Audit Committee 
Leg is la t ive Auditor 
Division of Leg is la t ive Audi 
Pouch W
State Off ice Building 
Juneau, Alaska 99811

A'jo :• 1982

i ?.V-m JTlWfit -

4*r
iWii

1

Subject: Response to Preliminary Audit Report
Alaska Power Author i ty Insurance Programs

Dear Mr. Wilkerson:

Attached is our response to the Prel iminary Audit of 
June 29, 1982. Mr. Conway requested that I respond to you d i ­
re c t l y . The Alaska Power Authori ty has expressed i t s agreement 
with each of the Audit Report Recommendations and has in i t i a te d 
action to implement the recommendations.

The Power Author i ty is curren t ly select ing an Insurance Con­
sultant to provide professional services on insurance matters. 
This action w i l l inc.'ease our expert ise and management of insur­
ance related issues and thereby mit igate the admin is tra t ive 
concerns addressed in tho Legis la t ive audi t .

Sincerely,

L J  J J !
Eric P. You1d \
Executive Director

Attachment: as stated

1
-2 5 -



ALASKA P©WI3R AUTHORITY

RECC1KMENDATION ONE:

1. The Divisions of Risk Management, Insurance, and Workers' 
Compensation should discuss, in a formal sett ing i f  
necessary, the Workers' Compensation and other insurance 
questions that have been raised. Using a State-funded loss 
reserve fo r non-State employees is c lea r ly a d iv is ive and 
unresolved issue. I t is incumbent on these agencies what is 
a very gray area.

POWER AUTHORITY RESPONSE:

This recommendation is not addressed to the Alaska Power 
Author i ty .

RECOMMENDATION TWO:

2. Power Author i ty and Risk Management should monitor and 
evaluate the Tyee Lake wrap-up program in order that some 
comparative data be avai lab le fo r future pro jec ts . This 
would enta i l audits and actur ia l reviews of payments and 
loss reserves, as well as an independent evaluation of owner 
vs. contractor provided insurance.

POWER AUTHORITY RESPONSE:

The f i r s t part of th is recommendation addresses the monitor­
ing and evaluation of the Tyee Lake wrap-up program and refers to 
an audit program. The Power Author i ty agrees that th is is a nec­
essary and benef ic ia l action since the Tyee wrap-up program is 
the Power Autho r i ty 's f i r s t  owner's provided insurance program.

In order to implement th is recommendation, the Power 
Authori ty has issued an REP fo r an Insurance Consultant. An 
evaluation of the Tyee wrap-up w i l l be a primary task of the 
Consultant.

The Insurance Consultant w i l l ,  i f  appropr iate, define an 
audit scope and fo l low through with an audit program.

Secondly, the Power Author i ty Insurance Consultant w i l l 
conduct an independent eva lua t io i of owner vs. contractor 
provided insurance.

RECOMMENDATION THREE:

3. Power Author i ty should decide whether or not to u t i l i z e  
owner provided insurance fa r enough in advance to 
incorporate th is into the contractor RFP. For example,



contractors could submit bids with insurance, without 

insurance, or both with and without insurance and then be 
measured against some pre-deternined criteria.

In addition, sufficient time should be allowed to go through 
a broker selection process on construction projects where 
Power Authority opts for owner provided insurance.

POWER AUTHORITY RESPONSE:

Power Authority agrees that should the review of the 
Insurance Consultant indicate that owner-provided insurance is 
cost effective and in the best interest of the Power Authority 

and provided that the Power Authority stiff concur with the 
Consultant's opinion, any owner-provided insurance programs will 

be incorporated in the contract issuance process.

Power Authority will take steps to insure that sufficient 
time is allowed to properly select a qualified broker.

RECOMMENDATION FOUR:

d. Power Authority and Risk Management should clarify their 
respective responsibilities over Power Authority projects, 
whether under construction or completed. In December, 1981, 
the two agencies signed a memorandum of understanding 
outlining the role each played in providing risk management 

services for Power Authority. However, this "understanding" 
has become somewhat strained. For example, brokers have 
been given conflicting signals over certain coverages, and 
Power Authority is even considering employing its own risk 

manager.

We would hope that Power Authority's decision will be based 
on economics and need, and will consider all those issues 
inherent to wrap-up regardless of who administers it. In 
any event, until and unless Power Authority establishes its 

own risk management program, the existing memorandum of 
understanding should be followed to ensure comprehensive and 

continuous cverage on Power Authority projects.

POWER AUTHORITY RESPONSE:

The Power Authority agrees with this recommendation and as 
such the Power Authority and the Division of Risk Management have 

mutually agreed that the day-to-day administration and monitoring 
of Tyee "wrap-up" insurance program should be the responsibility 
of Risk Management. The Power Authority Tyee insurance contracts 
are in the process of being assumed by Risk Management. Tho 
Power Authority believes that the existing memorandum of 
understanding has been clarified for both parties.



The Power Authority will approve insurance premium payments 

prior to Risk Management making payment. Payment will be rnade on 
the basis of insurance premium invoiced cost and in accordance 
with the terns specified by the Power Authority's transmitted 

RSA.

The existing memorandum of understanding applies only to the 
Tyee "wrap-up" insurance program. The Power Authority will rely 
on the advise of its Insurance Consultant in evaluating future 
project insurance requirements.
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