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F in a lly , the Committee may be interested in one additional piece of information 
regardiny safety which was not availab le to us prior to the Committee hearing.
We have now been able to review documents from the Department of Labor generated 
as a resu lt of D.O.S.H. inspections on the various hydro e le c tr ic  p ro jects. A 
review of the inspections on Tyee Lake, Green Laxe, Solomon Gulch, Swan Lake 
and Terror Lake reveals that the Tyee Lake P ro je ;t  (which is  the only project 
using wrap-up insurance) appears to have the best safety record and is  the 
only one that has had no "serious v io la tio n s ."

I f  the Committee has any questions or would lik e  us to provide documentation on 
the various aspects of wrap-up insurance, please le t  me know. Thank you in 
advance fo r your consideration of my comments.

S incere ly ,

SHATTUCK & GRUMMETT, INC.

Allen D. Shattuck 

ADS/ce
cc: Senator Bob Mulcahy



TESTIMONY ON HOUSE BILL 4 
PRESENTED TO THE SENATE LABOR AND COMMERCE COMMITTEE

FEBRUARY 23, 1983

My name is  Allen Shattuck and I am President of Shattuck & Grummett Insurance 
here in Juneau. Our firm  has contracted to serve as local insurance lia ison  
on the Tyee Lake Hydro Pro ject. Our duties include adm inistrative functions 
and working with the contractors and P a c ific  Marine Insurance Company on a 
da ily  basis . One of our functions is  to obtain the payroll reports from the 
contractors which are then forwarded to P a c ific  Marine Insurance Company for 
providing required s ta t is t ic a l data to the National Council on Compensation 
Insurance.

Unfortunately, House B i l l  4 has become a very emotional issue. Certain pro­
ponents of the leg is la tio n  have repeated several "myths;l on a regular basis to 
the extent that these "myths" are accepted in some c irc le s  as gospel. My purpose 
here today is  to attempt tu dispel these myths and provide you with some fa c ts .

Myth #1 - Wrap-up insurance does not allow contractors tho 
benefit and competitive bidding advantage of experience 
modifications on the ir workers' compensation coverage which 
has been earned through good safety p ractices, These savings 
would then be passed on to the State.

Fact - Many of the bidders on the m jo r hydro e le c tr ic  projects 
are newly formed jo in t ventures. Ne.'ly formed jo in t ventures do 
not qualify  for an experience m odificition and the experience 
modification factor which is  applied to th e ir premium is  therefore 
1.00.

Fact - On several of the projects where the low bidder was not a 
jo in t venture, sp e c if ic a lly  Swan Lake and Green Lake, the low 
bidder has a 1.22 experience modification. In other words, thei. 
workers' compensation premiums are surcharged 22% as a resu lt of 
past adverse loss experience.

Myth It2 - There is  no safety incentive to the contractors when 
wrap-up insurance is  u tilized  since losses on the project do not 
a ffect th e ir  experience modification.

Fact - The payroll and accident s ta t is t ic s  are being reported 
to the Natio-al Council on Compensation Insurance ,'n accordance 
with the ir requirements and also as required by the Division of 
Insurance. The net resu lt is  that a poor safety record on the 
Tyee Lake Project w ill indeed a ffec t the ir future experience 
m odifications.



Myth #3 - Wrap-up insurance programs do not provide cost savings.

Fact - We have prepared estimates of "manual" insurance premiums 
for the Tyee Lake Project based on estimated project cost of 
$100,000,000 and arrived at estimated premiums of ju s t  under 
$7.9 m illio n . The "go in" rate on the Tyee Project is  4.25% 
which using the same project base would develop a premium of 
$4.25 m illio n . With the project approximately 40% complete 
and based on losses to date, we are now projecting that the 
net ultimate cost of insurance on the Tyee Lake Project w ill 
be approximately 3% or $3,000,000 again using the $100,000,000 
project base. From the above, you can read ily see that there 
is  a projected savings of approximately $4.9 m illion or nearly 
5% of the total project cost.

In closing , I would lik e  to comment that the leg is la tio n  which you are considering 
today is  a very complex, highly emotional issue. House B i l l  4 in it s  present form 
is  extemely dangerous special in te rest leg is la tio n  since i t  would take away the 
S tate 's  option to use a proven management tool which can resu lt in very substan­
t ia l  savings. You ju s t  heard me mention that projected savings on the Tyee 
Project are approximately 5% of project cost and i t  becomes read ily apparent 
that on a project the size of Susitna, we could be talking savings of hundreds 
of m illions of d o lla rs . I t  would therefore appear only prudent that the State 
at least have the option of considering the use of wrap-up insurance on future 
p ro jects .
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A l a s k a  T i m b e r  I n s u r a n c e  E x c h a n g e

111 Stedman S t ., Suite 201 
Ketchikan, Alaska 99901  
(907) 225-9451

December 15 ,  1982

Honorable Robert Z ieg le r  
Alaska State  Senator 
307 Bawden S t r e e t  
Ketchikan, Alaska 99901

Dear Senator Z i e g l e r :

Is  i t  p o s s i b l e  for  you to request  an a u d i t  o f  the workmen's 
comp program e s t a b l i s h e d  by the Alaska Power Author i ty  and the 
Div i s ion  of Risk Management, Department of  A dm i n is t r a t i o n .  The 
reasons  for  t h i s  reques t  are  out l ined in the f o l l o w i n g  r e c i t a t i o n s .

Several  y ear s  ago,  the S e a t t l e  newspaper rep or t ed  Marsh McLennan 
was suing Corroon & Black/Dawson & Company f o r  h i r i n g  s e v e r a l  members 
of t h e i r  s t a f f .  The next thing I heard o-.i the s u b j e c t  was in January 
of t h i s  year  when I learned t h a t  the hydco p r o j e c t s  were going tc  
requ ire  c o n t r a c t o r s  to  carry workmen's comp insurance  a s  p a r t  o f  
t h e i r  c ont ra c t  with the Alaska Power Authori ty .  This program was 
put together  by Corroon & Block/Dawson & Company, Marsh McLennan, 
the Divi s ion  of  Risk Management, and the Alaska Power Authori ty .
This program, r e f e r r e d  to  by Representat ive  Terry Martin as  the 
Red Cabbage Bunch, i s  probably the reason Marsh & McLennan dropped 
i t s  law s u i t  a g a i n s t  Corroon & Black/Dawson & Company.

In 1980 the Alaska Loggers Ass oc i a t i on  s t a r t e d  a Rec iprocal  
Insurance Company, the Alaska Timber Insurance Exchange. This 
company i s  a workmen's comp c a r r i e r  and in s u r e s  only i t s  members 
who a re  domiciled in Alaska.  I t  i s  t r u l y  an Alaska owned and 
operated company.

In September 1981 ,  the Tyee Lake Hydro P r o j e c t  was awarded.
The c o n t ra c to r  named was Southeast  Harrison Western o f  Ketchikan 
and Denver. This was a small  d r i l l i n g  company, Southeas t  D r i l l i n g ,  
owned by Warren Olson of  Ketchikan, who had f r o n t e d  f o r  Harrison
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Western o f  Denver and thus obtained the prime c o n t r a c t .  They 
continued t h e i r  membership in ALA, jo ined  our r a d io  network, and 
were i n t e r e s t e d  in our workmen's comp program u n t i l  they r e a l i z e d  
they were required to p a r t i c i p a t e  in the D i v i s i o n  o f  Risk Management 
Program.

Erickson Sky Crane, who did the h e l i c o p t e r  logging on the Tyee 
jo b ,  jo i ne d  Alaska Loggers A sso c i a t i on  in May 1982,  obtained a sub 
c o n t r a c t  from a sub c o n t r a c t o r ,  Spring Va l ley  owned by Chuck Ol iver  
a l s o  of  Petersburg .  To obtain the job the m i l l  employees had 
to  go on Spring V a l l e y ' s  p a y r o l l .  Spring V a l le y  i s  not a member 
o f  ALA. This r e s u l t e d  in the m i l l  dropping out o f  the ALA workmen's 
comp program f o r  the per iod .  In addi t io n  the mi l l  provided hea l t h  
and w e l fa r e  and pension coverage for  t h e i r  employees.  The employees 
l o s t  t h e i r  pension c r e d i t s  and could have l o s t  the c o n t i n u i t y  of  
hea l th  and w e l fa r e  coverage;  however, we e l e c t e d  to  p l ac e  them on 
a s e l f  pay b a s i s  f o r  the per iod.

Se ley ,  I n c . ,  has been a member o f  ALA s i n c e  he went in  b u s i n es s  
a s  Seley Float  Construct ion in 1976.  This year  he obtained a sub 
c o n t r a c t  t o  do some r ight-o f-way  logging on the Tyee Hydro jo b .
At the time he signed the c o n tr a c t ,  he was unable to  obta in any 
proof  o f  insurance so he e le c t ed  to r e t a i n  h i s  coverage through 
Alaska Timber Insurance Exchange. Be paid h i s  premium, we have 
pa id the c la ims which were submitted,  and of  course  plan t o  pay 
any o th ers  which may develop.  He has now contac ted  the ATIE and 
wants a refund o f  h i s  premium on a l a r g e  p a y r o l l .

I t  i s  our opinion,  the Sta te  L e g i s l a t o r s  and the Governor would 
l i k e  to  know how t h i s  happened, how much Corroon Black/Dawson and 
Company, Marsh McLennan and Company, and a l l  the other  companies 
a r e  making on t h i s  S ta te  sponsored program.

In c l o s i n g ,  I am submitt ing a copy o f  a l e t t e r  from the 
Department of Labor which shows the rake f o r  workmen's comp 
insurance  that  the Alaska Power Authority i s  required to ch arge .
This i s  c on s ider ab l y  higher than the r a t e  of  Alaska Timber Insurance



•  •
A la s k a  T im b e r  In s u r a n c e  E x c h a n g e

Senator Robert Z i e g le r  
December 15 ,  1982 
Page 3

Exchange, which was developed by 25 y e a r s  o f  exper ien ce  in the 
l o g g e r ' s  workmen's comp program. How can the Alaska Power Authori ty  
r eq u ir e  our members to pay a higher r a t e  a s  ou t l in e d  in Don Koch's 
l e t t e r  which o u t l i n e s  the e s t a b l i s h e d  r a t e  by the Department o f  
Labor? I f  they a r e  not  paying the e s t a b l i s h e d  r a t e ,  a re  they 
breaking the law?

DAB/mj h
cc :  Governor B i l l  S h e f f i e l d

Senator Richard El ia son  
Representat ive"Terry Martin 
ATIE Board o f  Governors 
ALA D ir ec t o r s  
Mike Thomas 
Dick Mattei

S i n c e r e l y ,

Donald A. B e l l  
Pres ident
ALASKA TIMBER MANAGEMENT CORPORATION
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H r. Donald A. S e l l  
P re s id e n t
Alaska Tim ber Exchange 

Management C o rp o ra t io n  
111 Stedman S t . ,  S t e .  201 
K e tch ik a n ,  A laska 99901

Dear Mr. B e l l :

Thank you f o r  your  l e t t e r  dated November 3, 1982.

So rry  f o r  th e  de lay  i n  response. I have been ou t  o f  th e  o f f i c e  w ith  
t ra v e l  and i l l n e s s .  Vie do not have a d e v ia t i o n  f i l i n g  from  P a c i f i c  
Marine on the  Alaska Power A u th o r i ty  program f o r  the  Tyee  H y d r o e l e c t r i c  
p r o j e c t .  T h is  means th a t  P a c i f i c  Marine must adhere to  the  r u l e s ,  r a te s  
and ra t in g  p lans  o f  th e  National Coun c i l  on Compensation In su ra n ce  
(N C C I ) .

The c u r r e n t  NCCI r a t e  f o r  Code 2702 is  $39.22 p e r  $100.00 o f  p a y r o l l .
A s ide  from the Alaska Timber Exchange, o n ly  two c a r r i e r s  have s p e c i f i c a l l y  
f i l e d  logg ing  d e v ia t i o n s .  Alaska National Insu ran ce  Company has f i l e d  a 
405 r e d u c t io n  and I n d u s t r ia l  Indemnity o f  Alaska has f i l e d  a 23.752 
r e d u c t io n .  The c a r r i e r s  may v iew  these p a r t i c u l a r  f i l i n g s  as o b s o le t e  
in view  o f  the f i l i n g  dates but no withdrawal has been f i l e d .

Three c a r r i e r s  have r e c e n t l y  f i l e d  an a cro ss  th e  board downward r a t e
d e v ia t io n  o f  15? w h ich  w i l l  a lso  apply to  C l a s s i f i c a t i o n  Code 2702 on 
p o l i c i e s  w r i t t e n  a f t e r  the e f f e c t i v e  d a te .  Th is  g iv e s  th e se  companies 
an e f f e c t i v e  ra te  f o r  2702 o f  $33.34 p e r  $100.00 o f  p a y r o l l  a f t e r  the  
e f f e c t i v e  da te  noted below. These  companies a re :

Argonaut In su ran ce  Company, e f f e c t i v e  August 15, 1902.
P a c i f i c  Marine Insurance  Company, e f f e c t i v e  O c to b e r  15, 19P2.
Motor V e h i c le  Insu ran ce  Company, e f f e c t i v e  November 6, 1982.

Tne f a c t  th a t  P a c i f i c  Marine has f i l e d  an a cro ss  the board d e v ia t i o n  
would not im pact the h y d r o e l e c t r i c  p r o j e c t  ra te s  u n t i l  th e  p o l i c i e s  a re  
renewed. They must c o n t in u e  to  use the National C o u n c i l  ra te  on th o se  
p o l i c i e s  is su ed  b e fo r e  the e f f e c t i v e  da te  o f  t h e i r  new d e v i a t i o n .  I f
you have any a d d i t io n a l  q u e s t io n s ,  p lease  l e t  me know.

Re: W orker 's  Compensation -  Tyee 
H y d r o e le c t r i c  P r o je c t

Very t r u l y  you rs*

C h ie f  o f  Market S u r v e i l l a n c e

DPK/wfs 1/13
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^ November 23, 1982

Mr. Donald A. Bell, P resident 
A laska T im ber Insurance Exchange 
111 Stedm an S tree t 
K etchikan, A laska 99901

Re: Tyee H y d roe lec tric  P ro ject
W orkers' Com pensation

D ear Don:

This is in response to  your request of November 19, 1982 regarding 2702 
ra tes .

What Don Koch is saying is tha t Pacific Marine m ust charge a ra te  of 
$39.22 for c lass ifica tio n  2702 on all policies issued prior to  O ctober 15, 
1982, and $33.34 on all policies that are e ither e ffec tiv e  or renew a fte r  
O ctober 15, 1982.

If a  policy was issued prior to  October 15, 1982, the  full NCCI ra te  of 
$39.22 m ust apply until th a t policy 's expiration.

Since P acific  M arine 's  policy for Tyee has an e ffec tiv e  d a te  prior to 
O ctober 15, 1982, they m ust use the ra te  of $39.22 until the policy(ies) 
expire(s).

Also, Pacific M arine m ust charge full ra tes  on all o ther c lass ifica tio n s  on 
th is policy, until i t  renews.

The ATIE's 2702 ra te  for the same period is $20.14 or about 49% off of 
the full ra te  and 15% of* full ra tes  on all other c lass ifica tio n s.

110 C H E R R Y  S T R E E T  • S E A T T L E , W A S H IN G T O N  06104 - (206) 660 -0 99 1  - T E L E X  3 2 -9 6 5 3  A S S U R A N C E  S E A

Regards,

A?o+l

R ichard F- M att

RFM /sek



A l a s k a  T i m b e r  I n s u r a n c e  E x c h a n g e

111 Stedman St., Suite 201 
Ketchikan, Alaska 99901 
(907) 225-9451

February 1 ,  1983

Honorable B i l l  S h e f f i e l d  
Governor State  of Alaska 
Pouch A Sta te  Capitol  Building 
Juneau, Alaska 99811

Dear Governor S h e f f i e l d :

I t  i s  reported that  House B i l l  Number 4,  an a c t  r e l a t i n g  
to insurance requirements in State  cons truct ion p r o j e c t s ,  i s  
approved by the House Labor and Commerce Committee and i s  
expected to pass  the House without much d i f f i c u l t y .

You are requested to  put the Adminis t rat ion' s  stamp of 
approval on t h i s  l e g i s l a t i o n  and to a id in i t s  passage by the 
Alaska State Senate.

This w i l l  take the Divis ion of  Risk Management and Alaska 
Power Authority out of  the p r i v a t e  insurance bus iness .

D A B / m j h
cc :  Directors  of  ALA

Board of  Governors,  ATIE 
Senator Bob Zieg ler  
Senator Dick Eliason 
A1 Anderson

Sincere ly

Donald A. Be. I  
President
ALASKA TIMBER MANAGEMENT CORPORATION
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Mr. Do..aid A. Bell 
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■' .*o Timber Exchange

gement Corporation 
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■kan, Alaska 99901

November 15, 19B2 

c^ D T -

k *.V %

0e" ' Mr. B e ll :

Re:
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Worker’ s Compensation - Tyee / _  .II j  -i .  • n • * ^ OVVMM I S SCI • 't/iHydroelectric Project n /
\ I

Thank you fo r your le t te r  dated November 3, 1982. ’ Q wc ^
*1 i ~t~\

Sorry for the delay in response. I have been out of the o ff ic e  with 
travel and i l ln e s s . We do not have a deviation f i l in g  from P a c ific  
Marine on the Alaska Power >v*jtho rity  program for the Tyer Hydroelectric 
p ro ject. This means that P a 'i f ic  Marine must aJhere to the ru le s , rates 
and rating plans of the National Council on Compensation Insurance 
(NCC1) .

The current NCCI rate for Code 2/02 is 139.22 per 1.100. 00 of p a y ro ll. 
'Aside frcm the Alaska Timber Exchange, only two c a rr ie rs  have s p e c if ic a lly  
f i le d  logging deviations. Alaska National Insurance Company has f ile d  a 
40% reduction and Industria l Indemnity of Alaska has f ile d  a 23.75% 
reduction. The c a rr ie rs  may view these p a rt icu la r f i l in g s  as obsolete 
in view of the f i l in g  dates but no withdrawal has been f i le d .

Three ca rr ie rs  have recently f i le d  an across the hoard downward rate 
deviation of 15% which w ill also apply to C la ss if ic a t io n  Code 2702 on 
p o lic ies w ritten a fte r the e ffe c tive  date. This gives these companies 
an e ffective  rate for 2702 of $.33.34 per i  100.0Q_of_pjyrQl.l a fte r  the 
e ffe c tive  date noted below. These companies a re :

/  <-*'
?<?/*

P 0 . 3 0 /£ . ? V

(s>. C? O G- r  ?

i i . i  *4 9 - 3  f

n . j ? £ / * /

.-n i

H .^ 3 //■ 9
I 3 . ^ V f e . f ' /

v, e ffe c tive  August 15, 1982. 
Company, e ffe c t iv e  October 15, 1982.

Argonaut Insurance C r̂ 
Pacific  Marine Insuran 
Motor Vehicle Insurance Company, e ffe c t iv e  November 6, 1982.

The fact that P a c if ic  Marine has file d  an across tho board deviation 
would not impact the Iyd ro e lectric  pro ject rates u n til the p o lic ie s  are 
renewed. ITiey must continue to use the National Council rate on those 
po lic ies issued befort the e ffe c tive  date of th e ir  new deviation . I f  
you have any additional questions, please le t  me know.

Vyf?) tru ly  yours/ 

uonal d P. Kodh
Chief of Market Surve illance



2ND A N K D A L " W H O’ S K I D D I N G  WHOM" AWA R D

G o o d  a f t e r n o o n  a n d  w e l c o m e  to the second a n n u a l  " W h o ' s  k i d d i n g

w h o m ? "  a w a r d  b a n q u e t .  7 ast y e a r  w h e n  I w a s  privileged to s p e a k  b e f o r e

you, I, in jest, s u g g e s t e d  a c e r t a i n  unit of the D n i v e r s i t y  of A l a s k a  .

s h o u l d  r e c e i v e  a s p e c i a l  a w a r d  for their i m a g i n a t i o n  and i n n o v a t i o n  b y

i n c r e a s i n g  t h e i r  " s t u d e n t  h e a d  count" so as to j u stify l a r g e r  r e q u e s t e d

a p p r o p r i a t i o n s .  A f t e r  s t u d y i n g  the s i t u a t i o n  in more5 detail i t  b e c a m e

o b v i o u s  th a t  th e y  t r u l y  d e s e r v e d  special recognition. • C o n s e q u e n t l y ,  two
• •

n o n t h s  l a t e r  the T a n a n a  V a l l e y  C o a u n i t y  C o l l e g e  b e c a m e  the f i r s t  

r e c i p i e n t  of the " W h o’s K i d d i n g  VTnom?" award. •** •_ •• ■

l ’ •

T h i s  y.ear t h e r e  a r e  many d e s e r v i n g  State Entities. -It i s  r e a l i y
• * i

h a r d  to s i n g l e  one out for the reward that so c a n y  r i g h t l y  d e s e r v e .

D u r i n g  the c u r r e n t  s ession, f r i e n d s  and a c q u a i n t a n c e s  h a v e  s u g g e s t e d

v a r i o u s  g o v e r n m e n t  a g e n c i e s ,  s p e c i a l  interest g r oups and e v e n  p r i v a t e -

e n t i t i e s  that, surely, should, at least, be n o m i n a t e d  for t h i s  c o v e t e d

award. B e f o r e  a n n o u n c i n g  the finalists, it is tty p l e a s u r e  t o  m a k e  a

s p e c i a l  " C h a r l e y  B r o w n  W i s h y - W a s h y  Corraerotive" to the S i l v e r

A n n i v e r s a r y  C o m m i s s i o n  for t h e i r  definite action, r e s c i n d  a c t i o n ,

action, r e s c i n d  action, W h o ’s on first?, h a n d l i n g  of the A l a s k a  1 9 S 4

Contract controversy. _ .
* •

T h e  n o m i n e e s  for t h e  c o v e t e d  and c h e r i s h e d  " W h o’s K i d d i n g  W h o a ? "  

a w a r d  are: (1) T h e  D e p a r t m e n t  of T r a n s p o r t a t i o n  and p u b l i c  F a c i l i t i e s  

for its gre a t  s e n s i t i v i t y ,  c o c o o n  sense, and c o n c e r n  for t h e  n o r a l e  and 

v e i l  b e i n g  of t h e i r  l o y a l  enployc-es b y  d u m p i n g  51 of t h e n  as a p u b l i c i t y  

stu n t  d u r i n g  the b u d g e t  pro c e s s .  (2) The H o u s e  M i n o r i t y  r a n k s  h i g h  for 

t h eir c o n s i s t e n t  and p e r p e t u a l  i n c o n s i s t e n c y . E v e n  t h o u g h  t h e y  w o r k  

d i l i g e n t l y  to s t a l l  a n d  delay every p i ece of l e g i s l a t i o n ,  r h e y  c o n d e m n  * 

the M a j o r i t y  f o r  b o t h  n o t  d o i n g  a n y t h i n g  a n d  for a c t u a l l y  d o i n g  

s o m e t h i n g  over t h e i r  p a r l i a m e n t a r y  tricks.



(3) A n o t h e r  g t o u p  that received a n o m i n a t i o n  are t h ose in d i v i d u a l s  

w h o  m o s t  o f t e n  s e e m  to m i s u s e  the good i n t e n t i o n  of our w o r k e r s  

c o m p e n s a t i o n  p r o g r a m .  T h i s  group is r e c o g n i z a b l e  as b e i n g  m a l e ,  a g e  . 

21-26, l e s s  than 4 m o n t h s  on the job and 44*!! of w h o m  c l a i m  l o w e r  b a c k  

pain. (4) A l a s k a  84 b i r t h d a y  par t y  p l a n n e r s  r a t e  h i g h  for t h i s  award. 

N e e d  I say m o r e ?  A n d  n u m b e r  (5). H o w  a b o u t  L s T o u c h e  I s l a n d  for its 

p r o g r e s s  in m e e x i n g — the b a s i c  n e eds of itr r e s i d e n t s ?

/ / in i s  ycdL( s e c t o r — T H E  RE

T h i s  y e a r ' s  w i n n e r  i s   A surprise ent r y  f r o m  the p r i v a t e

D C A B B A G E  B U N C H  and their front o r g a n i z a t i o n s ,  the Alaska. 

P o w e r  A u t h o r i t y  a n d  the D i v i s i o n  of R i s k  M a n a g e m e n t ,  D e p a r t m e n t  of 

A d m i n i s t r a t i o n ,  S t a t e  of Alaska. Every agency, e n t i t y  or o r g a n i z a t i o n  

s h o u l d -t a k e  n o t e  of them. The Seattle b a s e d  Red C a b b a g e  B u n c h  and their 

a f f i l i a t e d  A l a s k a n  group. The Corsair C o n n e c t i o n ,  h a v e  s e c u r e d  the 

a b s o l u t e  g r e a t e s t ,  m o s t  m a g n i f i c e n t ,  s t u p e n d o u s  s o l e  source, sweeth e a r t  

c o n t r a c t  of all time. A  c o n s e r v a t i v e  e s t i m a t e  o f  the w o r t h  o f  this 

l i t t l - \e s o u r c e  gem is $700,000,000. P e a n u t s ,  y o u  say.. I don't, 

b u t  the R e d  C a b b a g e  B u n c h  does, b e cause t h e i r  p l a n s  for e x p a n d i n g  this
id .  —

small c o n t r a c t  m a k e  tbe $ 7 0 0 , 0 0 0 , 0 0 0  i n s i g n i f i c a n t  w h e n  c o m p a r e d  to what 

they have- p l a n n e d  for additions, m o d i f i c a t i o n s  a n d  e x t e n s i o n s  to their 

little s w e e t h e a r t .

W h e r e ,  I ' m  s u r e  y o u ' r e  wondering, c o u l d  a n y o n e  find $ 7 0 0 , 0 0 0 , 0 0 0  or 

so j u s t  l y i n g  a r o u n d  b e g g i n g  to he w r a p p e d  up i n t o  a n i c e  l i t t l e  sole 

source c o n t r a c t ?  T H A T ' S  IT! W i t h  the t r u e  i n s p i r a t i o n  and f o r e s i g h t  

r e m i n i s c e n t  of t h e  great robber b a rons of y e s t e r y e a r  t h e y  c r e a t e d  a. 

q u a s i - " w r a p  up" i n s u r a n c e  p r o g r a m  for all c o n s t r u c t i o n  •: d m i n i s t e r e d  by 

the A l a s k a  P o w e r  A u t h o r i t y .  Do you h a v e  any id e a  h o w  m u c h  t h e  i n s u r a n c e  

p r e m i u m s  for the C o n t r a c t o r s  b u i l d i n g  t h e  8 billion, or so d o l l a r s  of 

h y d r o - e l e c t r i c  p r o j e c t s  com e s  to? I d o n ' t  know’ f o r  sure, b u t  it is a- 

m e g a b u c k  or two. W o u l d n ' t  you love to h a v e  a mor.opoly w h i c h  w o u l d  

g u a r a n t e e  y o u  e v e r y  cent of those p r e m i u m s ?  I w o u l d ,  but, ala s ,  w e ' r e  

too late. T h e  R e d  C a b b a g e  Bunch gobbled it all up.

So w h a t  if c o n s t r u c t i o n  C o n t r a c t o r s  don ' t  l i k e  it. D o e s  it r e a l l y  

m a t t e r  t h a t  n o  p u b l i c  i n t e r e s t  is b e i n g  s e r v e d  b /  this a l l e g e d  "wr a p
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up."? W h o  c a r e s  if the cost of the electricity goes up s u b s t a n t i a l l y ?

H o w  a b o u t * t h e  i n s u r a n c e  c o m p a n i e s  who w o uld have p rovided r e a l  insurance

at a m u c h  l o w e r  cost? C r y b a b i e s ,  that's all they are. If t h e y  h a d  any
*•

i m a g i n a t i o n  at all t h e y u o u l d  h a v e  joined the bunch, at the Sta t e  of

A l a s k a ' s  e x p e n s e ,- t o  .plan a l l  o f  .this a.t the Red C a b b a g e  P.estuarant,
• •

M a r i o n  at W e s t e r n ,  in d o w n t o w n  Seattle. Incredible?

Y o u  d i s b e l i e v e ?  Let m e  q u o t e  fron an internal d o c u m e n t  of the 

group, d a t e d  D e c e m b e r  1 4 , . 1 9 8 1 ,  so you can unders t a n d  a l i t t l e  of what 

i- g o i n g  on. I w o u l d  a p p r e c i a t e  if all of the p r evious n o m i n e e s  w o u l d  

t a k e  c a r e f u l  n o t e s  if they w i s h  to Dount a serious c h a l l e n g e  i n  t h e  

future. Q U O T E  " L a s t  m o n t h  o u r  b r o k e r a g e  ap p o i n t m e n t  for t h e  S t a t e  of 

A l a s k a  w a s  exte n d e d .  .-. to the A l a s k a  Power Authority. T h i s  n e w l y  forced 

d i v i s i o n  of the s t a t e  is r e s p o n s i b l e  for §8,000,000,000 o f  

h y d r o - e l e c t r i c  c o n s t r u c t i o n  d u r i n g  .the ne x t  ten y e a r s . "  " W e . . . h a v e  be'eh 

n o t i f i e d  that the e x i s t i n g  a r r a n g e m e n t  w i l l  continue f o r . s o m e  time, as 

the state p e r c e i v e s  this a r r a n g e m e n t  as politically, a d v a n t a g e o u s  as veil 

as w o r k a b l e  p r o f e s s i o n a l l y . "  L e w  it starts g e tting i n t e r e s t i n g .  "We 

h a v e  a l r e a d y  s e c u r e d  ^one c o n t r a c t  to revi e w  documents, a n d  a r e  fac e d  

w i t h  the p o s s i b l i t y  of b i l l i n g  a n o t h e r  .§100,000 on a fee b a s i s  for 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 this program."

A n y b o d y  w a n t  to b e t  w h o  t h e y  recommended and w h a t  t h e y  r e c o m m e n d e d  

for a p r o g r a m ?  Q U O T E  " . . . t h e  S t a t e  of A l a s k a  is p a r t i c u l a r l y  s ensitive 

to the i s s u e  of u s i n g  " o u t s i l e  firms." " . . . w e  are s t i l l  v i e w e d ,  or 

sh ould I p e r h a p s  say suspe c t e d ,  as b e i n g  "outsiders.". I n  a r r a n g i n g  this 

c o n s t r u c t i o n  p r o g r a m  the l e g i s l a t u r e  has s p e c i f i c a l l y  i n s t r u c t e d  the 

A l a s k a  P o w e T  A u t h o r i t y  that p r e f e r e n c e  b e  given to A l a s k a n  firms. W e  

h a v e  t h e r e f o r e  b e e n  i n s t r u c t e d  t o  u t i l i z e  A l a s k a n  i n s u r a n c e  c o m p a n i e s  

w i t h  w h o m  w e  h a v e  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 e m e n t  w h i c h  w e  b a c k  b y  

r e i n s u r a n c e . "  T o r  those of y o u  u n f a m i l i a r  w i t h  this type of 

a r r a n g e m e n t ,  it m e r e l y  m e a n s ,  _‘nat you give wi t h  the r i g h t  h a n ’, y o u  

q u i c k l y  ta k e  h a c k  w i t h  the left. To f u r t h e r  quote; "We h a v e  a l s o  b e e n  

a s k e d  to d e v e l o p  a p r e s e n c e  in A l aska u n d e r  the trade s t y l e  of A P C O P ,  an 

a c r o n y m  for the A l a s k a  p o w e r  C o n s t r u c t i o n  Project. T H E  I N T Q s T  O T  THIS 

T R A D E  N A M E  A N D  A L A S K A  P R E S E N C E  IS TO A L L O W  T H E  A L A S K A  P O W E R  A U T H O R I T Y  TO



P R O M O T E  T H E  F ^ R A M  AS AK A L A S K A  VENTURE." S e s n ' c  ir v a r a  t h e  cockles 

of y o u r  h e a r t ' t o  k n o w  the Alaska Power Authority g o e s  to s u c h  g r e a t  

lengths and s u c h  p a i n s  to deceive you while they d i s r e g a r d  t h e  l a w ?

• • 
A ctu a l l y ,  as the truth unfolds and is b e g i n n i n g  t o  b e  k n o w n ,  the

A l a s k a  P o w e r  A u t h o r i t y  is n o t h i n g  tiore than a d u p e  of the R i s k

M a n a g e m e n t  D i v i s i o n  of the D e p a r t m e n t  of A d m i n i s t r a t i o n .  R i s k

M a n a g e m e n t  h a s  a r r a n g e d  for this w o n d e r f u l  scam to b e  f o i s t e d  o n  the

u n s u s p e c t i n g  p u b l i c .  Of course, the publ i c  wou l d  n o t  be d e c e i v e d  by

s u c h  in o b v i o u s  r u s e  and the sheer m a g n i t u d e  of t h e  s c h e m e  w o u l d ,

obviously, b r i n g  t h o s e  stalwart guardians of the p u b l i c ,  our A l a s k a

press corps, to e x p o s e  this w o n d e r f u l  "wrap up" to t h e  f u l l  l i g h t  of

day. T h e y  w o u l d  n e v e r  be taken in by such a c l u m s y  s c h e m e  a n d  o b v i o u s  
• •

" t r a d e  s t yle." ' *

• •

U n f o r t u n a t e l y , they have. A l l o w  me to d i g r e s s  a m o m e n t  f o r  a

special p r e s e n t a t i o n  to the A l a s k a  press 'corps and a l l  of its* *
i n v e s t i g a t i v e  r e p o r t e r s .  For e x c e l l e n c e , p e r s e r v e r e n c e  and i n - d e p t h  

i n v e s t i g a t i v e  reporting,_ the Alaska press corps is h e r e b y  a w a r d e d  tbe 

first a n n u a l  " W e ’v e  B e e n  Ha d "  award. -To d e m o n s t r a t e  h e w  m u c h  t h e y  truly 

d e s e r v e  this a w a r d ,  let me quote a few Headlines a n d  a r t i c l e s .  QUOTE, 

fr o m  The F r o n t i e r s m a n , Wasille, Kov e m b e r  19, 1981; " A L A S K A  F I R M S  TO 

H A N D L E  H Y D R O  P R O J E C T  INSURANCE, RISK SERVICES". T n e  A l a s k a  B u s i n e s s  

N e w s l e t t e r  of N o v e m b e r  20, 1981; "ALASKAN C O M P A N I E S  W I L L  P R O V I D E  KYDP.O 

P R O J E C T ' S  I N S U R A N C E . "  A l a s k a  from the Inside, N o v e m b e r  18, 1 9 8 1 ;  "N E W  

I N S U R A N C E  P R O G R A M  T O  P R O V I D E  IN- S T A T E  SERVICES T O  H Y D R O  P R O J E C T S . "’ N o t  

only does l.he l i s t  go on and on, the articles t h e m s e l v e s  w o u l d  a p p e a r  to 

h a v e  b e e n  w r i t t e n  b y  the P u b l i c  Relations firm h i T e d  b y  " t h e  A l a s k a  

P o w e r  A u t h o r i t y  to p r o m o t e  the p r o g r a m  as an A l a s k a  v e n t u r e . "

In c o n c l u s i o n ,  to say that this group broke a f e w  laws, 

c i r c u m v e n t e d  n u m e r o u s  rules and/or- regulations, c o m p l e t e l y  i g n o r e d  

c o m p e t i t i v e  b i d d i n g  p r o c e d u r e s  would be an u n d e r s t a t e m e n t .  It is a l s o  

a c c u r a t e  to i n c l u d e  the fact that they made a m o c k e r y  o u t  of A l a s k a  h i T e  

a n d  p r e f e r e n c e  l a w s ,  d e s t r o y e d  the ability of Alaskan. C o n t r a c t o r s  to u s e  

t h e i r  g o o d  e x p e r i e n c e  r a t i n g s  in b i d d i n g  on these p r o j e c t s ,  a l m o s t

4



g u a r a n t e e d  that all of the cont r a c t s  w o u l d  be giv e n  to outside' 

c o m p a n i e s ,  w h i c h ,  unfortunately, m e a n s  that v e r y  feu Alaskans u o u l d  ever 

b e  a l l o w e d  to w o r k  on one of the projects. A l l  I can say is that the ■ 

E x e c u t i v e  D i r e c t o r  of Risk- M a n a g e m e n t  and the R e d  Cabbage Bunch of 

S e a t t l e ,  W a s h i n g t o n  have_ really gone- to e x t r e m e s  to u i n  the 2nd annual 

" w h o ' s  K i d d i n g  W h o a "  award. -
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May 4, 1983

Shelia Peterson 
Administrative Aide 
c/o Senator Richard E li son 
Chai rman
Senate Labor & Commerce Cci.mittee 
Pouch V
Juneau, Alaska 99811 

Re: House B i ,1 4

Dear Shelia :

Since I w il l be out of town during the hearings on May 10 on the captioned b i l l ,
I would appreciate your reading th is  le t te r  into the record.

I would lik e  to suggest that the committee delay action on th is b i l l  until the 
next session of the leg is la tu re  since the Tyee Lake Project should be completed 
by then and the f in a l wr^p-up insurance costs can therefore be determined fa ir ly  
accurately. There are not any projects which w ill be commencing during the 
interim that would be logical candidates for a wrap-up insurance program so 
there does not appear to be any urgency for passage of House B i l l  4.

The key question as pertains to House B i l l  4 is  whether or not wrap-up insurance 
programs can in fact provide a savings for the S.ate of Alaska. You w ill probably 
reca ll that my testimony before the comrittee on February 22 indicated that we 
had prepared estimates of "conventional insurance premiums for the Tyee Lake 
Project based on estimated project cost of $100,000,000 and arrived at estimated
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premiums of ju s t  under 7.9 m illion d o lla rs . The "go in" rate on the Tyee Project 
fo r the wrap-up insurance is  4.25% which using the same project cost would develop 
a premium of 4.25 m illion d o lla rs . The project is  now over 50% complete and 
based on losses to date, we are currently projecting . ^at the net ultimate cost 
of insurance on the Tyee Lake wrap-up project w ill be ubstantia lly  less than the 
C.25% go in rate and that a substantial return w ill b> made to the Alaska Power 
Authority. In other words, i t  appears at th is time thc.t in fact the wrap-up 
insurance w ill produce a substantial savings.

I t  therefore seems prudent to delay any decision that would eliminate the States 
option to use wrap-up insurance techniques until the next session when the costs 
of the Tyee Program can be more accurately determined and a factual comparison 
made as to the potential savings which can be obtained from the wrap-up concept.

A lso , as per the e a r l ie r  request of Senator Mulcahy, attached is  a copy of my 
February 22 tc'timony fo r your reference.

Thank you in advance for your consideration of my comments.

S incere ly ,

SHATTUCK & GRUMMETT, INC.

Allen D. Shattuck

ADS/ce



TESTIMONY ON HOUSE B ILL 4 
PRESENTED TO THE SENATE LABOR AND COMMERCE COMMITTEE

FEBRUARY 23, 1983

My name is  A llen Sh .ttuck and I am President of Shattuck & Grummett Insurance 
here in Juneau. On. ~;rm has contracted to serve as local insurance lia iso n  
on the Tyee Lake Hydro Pro ject. Our duties include adm inistrative functions 
and working with the contractors and P a c if ic  Marine Insurance Company on a 
da ily  b as is . One of our functions is  to obtain the payroll reports from the 
contractors which are then forwarded to P a c if ic  Marine Insurance Company fo r 
providing required s ta t is t ic a l  data to the National Council on Compensation 
Insurance.

Unfortunately, House B i l l  4 has become a very emotional issu e . Certain pro­
ponents of the le g is la tio n  have repeated several "myths" on a regular basis to 
the extent that these "myths" are accepted in some c irc le s  as gospel. My purpose 
here today is  to attempt to dispel these myths and provide you with some fa c ts .

Myth ir 1 - V/rap-up insurance does not allow contractors the 
benefit and competitive bidding advantage of experience 
modifications on th e ir workers' compensation coverage which 
has been earned through good safety p ractices . These savings 
would then be passed on to the State .

Fact - Many of the bidders on the major hydrr e le c t r ic  projects 
are newly formed jo in t  ventures. Newly fr \u.d jo in t  ventures do 
not q u a lify  fo r an experience m odificatio and the experience 
modification facto r which is  applied to th e ir  premium is  therefore 
1.00.

Fact - On several of the projects where the low bidder was not a 
jo in t  venture, sp e c if ic a lly  Swan Lake and Green Lake, the low 
bidder has a 1.22 exn«rience m odification. In other words, th e ir  
workers’ compensation premiums are surcharged 22% as a re su lt of 
past adverse loss experience.

Myth //2 - There is  no safety incentive to the contractors when 
wrap-up insurance 1s u tilize d  since losses on the pro ject do not 
a ffe c t th e ir  experience modification.

Fact - The payroll and accident s t a t is t ic s  are being reported 
to the National Council on Compensation Insurance in accordance 
with th e ir  requirements and also as required by the D ivision of 
Insurance. The net re su lt is  that a poor safety  record on the 
Tyee Lake Pro ject w il l  indeed a ffe c t th e ir  future experience 
m odifications.



$
Myth #3 - Wrap-up insurance programs do not provide cost savings.

Fact - We have prepared estimates of "manual" insurance premiums 
fo r the Tyee Lake Pro ject based on estimated pro ject cost of 
$100,000,000 and arrived  at estimated premiums o f ju s t  under 
$7.9 m illio n . The "go in" rate on the Tyee Pro ject is  4.25% 
which using the same project base would develop a premium of 
$4.25 m illio n . With the project approximately 40% complete 
and based on losses to la te , we are now projecting that the 
net ultim ate cost o f iP' trance on the Tyee Lake Pro ject w il l  
be approximately 3% or $3,000,000 again using the $100,000,000 
pro ject base. From the above, you can read ily  see that there 
is  a projected savings of approximately $4.9 m illio n  or nearly 
5% of the to ta l pro ject cost.

In c losing , I  would l ik e  to comment that the le g is la tio n  which you are considering 
today is  a very complex, highly emotional issu e . House B i l l  4 in  i t s  present form 
1s extemely dangerous special in te rest le g is la tio n  since i t  would take away the 
S ta te 's  option to use a proven management tool which can re su lt  in  very substan­
t ia l  savings. You ju s t  heard me mention that projected savings on the Tyee 
Pro ject are approximately 5% of project cost and 1t becomes read ily  apparent 
that on a p ro ject the s ize  of Susitna, we could be ta lk ing  savings of hundreds 
o f m illions of d o lla rs . I t  would therefore <*ppear only prudent that the State 
a t le a s t have the option of considering the use o f wrap-up insurance on future 
p ro jects .
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T i m b e r  I n s u r a n c e  E x c h a n g e

February 16,  1983

Honorable Richard El iason 
Alaska St a t e  Senator 
Pouch V Sta te  Capitol  Building 
Juneau,  Alaska 99811

Dear Senator El ia son:

Thank you f o r  in v i t in g  r e p r e s e n t a t i v e s  of  Alaska Loggers 
A ss oc ia t i on  and Alaska Timber Insurance Exchange to express  th e i r  
opinions  on House B i l l  #4 or s i m i l a r  l e g i s l a t i o n .

Background information on t h i s  s u b j e c t ,  as we understand i t ,  
i s  the Alaska Power Authori ty,  Divis ion of Risk Management, Carroon 
& Black/Dawson and Company, and Marsh McLennan put together  thi^ 
package program repor ted ly  to save the State  money on the hyro power 
p r o j e c t s .  I t  i s  i n t e r e s t i n g  to note that  p r io r  to  t h i s  a l l i a n c e  
the S e a t t l e  newspaper reported that  Carroon & Black/Dawson & Company 
was oeing sued by Marsh & McLennan because they had hi red s e v e ra l  
key employees from Marsh McLennan who in turn brought customer 
informat ion with them. The s u i t  was dropped about the time t h i s  
dea l  was put to get he r .

7n 1980 the Alaska Loggers A sso c i a t i on  s t a r t e d  a r ec ip ro c a l  
insurance company, the Alaska Timber Insurance Exchange. This 
company i s  a workmen's comp c a r r i e r  and insures  only i t s  members 
who are  domici led in Alaska.  I t  i s  t r u l y  an Alaska owned and 
operated company.

In September 1981,  the Tyee Lake Hydro Pro jec t  was awarded.
The co n tr a c t o r  named was Southeast  Harrison Western of  Ketchikan 
and Denver. This was a small  d r i l l i n g  company, Southeast  D r i l l in g ,  
owned by Warren Olson of  Ketchikan, who had f ronted f o r  Harrison 
Western of  Denver and thus obtained the prime c o n t r a c t .  They 
continued t h e i r  membership in ALA, joined our rad io  network, and 
were i n t e r e s t e d  in our workmen's comp program u n t i l  they r e a l i z e d  
they were required to  p a r t i c i p a t e  in the Divis ion of  Risk Management 
Program.
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Erickson Sky Crane, who did the h e l i c o p t e r  logging on the Tyee 
job ,  jo ined  Alaska Loggers Assoc ia t ion  in May 1982. They expressed 
an i n t e r e s t  in the Alaska Timber Insurance Exchange u n t i l  they were 
informed t h e i r  bid included workmen's comp insurance and they were 
required to p a r t i c i p a t e  in the State  program.

An operator  in Petersburg,  Spring V a l l ey ,  obtained a small 
subcontract  on the Tyee p r o j e c t .  He needed employees fo r  t h i s  short  
term job ,  3 months, so he hi red the complete crew of  The Mi l l ,  a 
member of  Alaska Loggers in Petersburg who p a r t i c i p a t e d  in the ALA 
workmen's comp, pension,  a .d  group insurance programs. When The 
Mil l  people went on Spring Val ley  p a y r o l l  they discont inued the i r  
workmen's comp premiums, t h i s  d i s q u a l i f i e d  the e l i g i b l e  employees 
to p a r t i c i p a t e  in the ALA pension,  and hea l th  and wel far e  programs.

Se ley,  I n c . ,  has been a member of  ALA s ince  he went in business  
as  Seley Float  Construct ion in 1976. This year  he obtained a sub­
c on tra c t  to do some r ight-o f -way  logging on the Tyee Hydro job.
At the time he s igned the c o n t r a c t ,  he was unable to obtain any 
proof  of  insurance so he e l e c t e d  to r e t a i n  h i s  coverage through 
Alaska Timber Insurance Exchange. He paid h i s  premium; we have 
paid the c la ims which v/ere submitted,  and of course plan to  pay 
any o thers  which may develop.  He has now contacted the ATIE and 
wants a refund of  h i s  premium on a l a r ge  p a y r o l l .

I t  would be i n t e r e s t i n g  to know how t h i s  happened. How much 
Corroon & Black/Dawson & Company, Marsh McLennan and Company, and 
the other c a r r i e r s  involved in t h i s  program are  making. I t  would 
a l s o  be i n t e r e s t i n g  to know how the insurance c a r r i e r s  involved 
were s e l e c t e d .

We are  informed by Donald P. Koch, Chief  of  Market Survei lance 
fo r  the Sta te  of  Alaska Department of Commerce & Economic 
Development, the current  NCCI r a t e  fo r  Code 2702 (the logging rate)  
i s  $39.22 per hunderd d o l l a r s  of  p a y r o l l .  I t  would seem the 
insurance c a r r i e r s  cover ing these  hydro p r o j e c t s  would be required 
to pay the r a t e  e s t a b l i s h e d  by the governing department.  At the 
same time, Alaska Timber Insurance Exchange, because of  i t s  
a f f i l i a t i o n  with Alaska Loggers Assoc ia t ion  on t h e i r  25 yea rs
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exper ience  with workmen's comp insurance for  lo g g e r s ,  had e s t a b l i s h e d  
a r a t e  of  $20.30.  We wonder what r a t e  i s  a c t u a l l y  being charged 
f o r  coverage in t h i s  Alaska Power Authority and Divis ion of  Risk 
Program.

I t  i s  our opinion the State  of  Alaska should s t ay  out of  the 
p r i v a t e  insurance bus iness .

S incere ly

Donald A. Bel l  \
Pres ident
ALASKA TIMBER MANAGEMENT CORPORATION

D A B / m j h
cc:  Senator Zieg ler
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REPLY TO:

The Honorable Joe L. Hayes, Speaker 
Alaska House of Representatives 
P.O. Bax 1821 
Anchorage, Alaska 99510

RE: Alaska Power Authority
Wrap-up Insurance 
Contract 

Our File: 4306-2

Dear Mr. Speaker:

Our office has completed its review and evaluation of the materials 
furnish-*ed us by the House Labor and Ccrrmerce Cornuttee relating to the 
Alaska Fewer Authority's "wrap-up" insurance contract with Marsh and 
Mclennan-Corroon & Black/Dawson & Co. as insurance brokers for the 
Alaska Fewer Authority and .'Pacific Marine as workers' compensation 
insurers. For reasons more fully explained belcw, it is o u r  belief 
that a legislative lawsuit on the natter does not appear advisable at 
this time, even though one c.’ould argue that several state laws may 
have been violated.

Before explaining the basis of our opinion, a brief description of the 
process through which our analysis evolved is in order. In April of 
last year, we were given an oral briefing by Mr. Jeff Barry, Legisla­
tive Assistant for Representalrive Terry Martin, Chairman of the House, 
Ixibor and C o m e r c e  Caimittee. Mr. Barry brought with him a few basic 
docunents which we reviewed. Legislative subpoenas were then issued 
by you, as Speaker of the House, to Marsh and McLennan-Corroon & 
Black/Dawson & Co. who had contracted to broker the wrap-up insurance 
and provide risk management services for the Alaska Power Authority. 
You also issued a legislative subpoena to Pacific Marine the insurance 
carrier selected by Marsh and Mclennan-Corroon & Black/Dawson & Co. to 
provide workers' compensation insurance for the Alaska Power Authority 
projects. In May, we completed seme basic research in the area of 
public finance, competitive bidding, monopoly and restrain of  trade, 
and the general scope of powers of the Alaska Power Authority. We
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also collected seme backgrou:id information concerning problems encoun­
tered with the Alaska Pipeline wrap-up insurance program.

It was determined that "ve should await receipt of  the subpoenaed 
information before continuing further. This information was brought 
to us on July ify, 1982 by Mr. Barry. It consisted of four large boxes 
of documents which were net organi-ied in any fashion and had not been 
indexed in any way. As a consequence, w e  had bo review, sort and 
index the material and it proved to be very time consuming process. A  
summary or the contents of the boxes and the files in which they are 
now organized is set forth in the attached memorandum of August 26, 
1982 by Mr. Wev Shea of our office together with two related memoranda 
of September 9, 1982. J if ter reviewing the documents and categorizing 
them according to their importance, a brief summary of major documents 
and points was compiled. The legal authority cited by counsel for 
both the Alaska Power Authority and Insurance Brokers was studied and 
analyzed as were the legal briefs and memoranda surrounding the Alaska 
Pipeline decision issued by the Director of Insurance in April 1970. 
A  sunrrary of seme of the select documents and a brief background 
summary was then prepared. A  copy of the memorandum of October 6, 
1982 with exhibits is attached for your perusal. A n  "Indemr ity 
Agreement", Exhibit "F”, to this memorandum is particularly disturbing 
since it appears to require the State of Alaska to indemnify APCOP 
(Marsh and McLennan-Corroon & Black/Dawson & Co.) for its own 
negligence. The problem is compounded since the agreement is unsigned 
and in draft form. It was one of hundreds of documents received 
pursuant to your legislative subpoenas which we examined.

Upon learning that legislative audit had compiled a report addressing 
the Alaska Pcwer Authority wrap-up insurance program, w e  refrained 
from issuing our opinion until a copy of that report could be obtained 
and studied. The report was not delivered to us until November 10, 
1982. After reviewing the report and documents subpoenaed, it would 
appear the problems identified and the questions raised in this matter 
would best be addressed through dealing directly with the executive 
brand* or holding legislative hearings and cidopticn of remedial 
legislation.

This approach is especially applicable in light of the nume-'ous 
factual, legislative and administrative changes since the initial 
wrap-up issue was addressed by us last April. Perhaps most important 
is the decision by the Alaska Pcwer Authority to limit the wrap-up 
insurance brokerage by Marsh and Mclennan-Corroon & Black/Dawson & Co. 
to the Tyee lake construction. Initially Marsh and Mclennan-Corroon & 
Black/Dawson & Co. )iad an open-ended contract with the Alaska Power 
Authority. Secondly, the recent Superior Court ruling in Barnes v. 
Palmer, et a l ., holding that tie legislature and taxpayers lack
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standing to challenge violations of the Alaska ccrrpetitive bidding 
statutes. Thirdly, the revision of the competitive bidding statutes 
by the legislature effective .last July. Finally, the election of Bill 
Sheffield as Gover-ior and your success in dealing with the executive 
branch in Barnes. Axl of the foregoing affected our analysis and 
influenced our conclusion regarding the superiority of  informal 
administrative remedies to judicial alternatives.

In addition to the standing problem in the Barnes ruling, the nebulous 
•complex areas of the law that surround the Alaska Power Authority 
wrap-up insurance program are neither clear-cut nor easily determined. 
They overlap each other in various shades of gray rather than black or 
white definitive areas. Illustrative of this problem is that despite 
the overwhelming volume of material supplied, we find that a few of 
the possible legal violations could not be adequately analyzed due to 
a lack of relevant information; these issues included the questions of 
possible:

1. Fictitious group insurance violations.
2. Worker's Compensation -Insurance violations.
3. Anti-trust violations.,

The key issue of lack of ccrrpetitive bidding in contracting the 
wrap-up insurance brokerage with Marsh and ^JcIennan-Corroon & Black/- 
Dawson & Co. is illustrative of the nyriad of legal arguments which 
can be raised on both sides of this entire matter without arriving at 
a clear cut conclusion. The following analysis of competitive bidding 
is also illustrative of the complexity of the legal issues surrounding 
the Alaska Pcwer Authority wrap-up insurance program.

The contracting previsions of AS 37.05, the Fiscal Procedures Act, 
were until July 22, 1982 applicable to only state agencies and depart­
ments which were defined in A S  37.05.320(2) to mean:

...department, officer, institution, board, 
camiissian, bureau, division, or other admini­
strative unit forming the state government and 
includes the Alaska Pioneer's Hone and the Univer­
sity of Alaska.... (emphasis added)

AS 44.83.020 declares the Alaska Power Authority:

... is a public corporation of the State in the 
Department of Commerce and Economic Development 
but with separate and independent legal existence.
(emphasis added)

>»
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Further insight into the legal significance of the Alaska Power 
Authority is provided by the following citation in AS 44.83.010(3):

...establishing and operating power projects jL.\ 
the state will be accelerated and facilitated by 
the creation of an instrumentality of the stat', 
with pcwer to construct, acquire, finance and 
operate pcwer projects, (emphasis added)

Since the University of Alaska is also a public corporation like the 
Alaska Power Authority with separate and independent legal existence, 
one could argue that the specific listing of the Pioneer's Hare ana 
the University of Alaska in the definition section of AS  37.05.320(2) 
exhibits legislative intent to exclude all other public corporations 
having separate and independent legal existence. This conclusion 
would be based upon the statutory construction doctrine o f  "expressio 
unius est exclusio alterius" (the express non tion of one thing itiplies 
exclusion of all other of similar nature). If the intent had been to 
make the University of Alaska only an example of the type of public 
corporations included within the definition it should have been 
phrased: ''including all statutorially created public corporations
such as the University of Alaska."

Despite the above, one could readily argue an the other hand that by 
being an "instrumentality of the State" the Alaska Power Authority is 
an "administrative unit forming state government". The addition of 
the word "authority" to the definition of a state agency in 
AS 36.98.080(5) effective July 22, 1982, made applicable to Title 37 
by virtue of AS 37.05.230(10), makes a slightly stronger case for the 
applicability of competitive bidding laws to the Alaska Power Author­
ity. However, it certainly does not totally negate the applicability 
of the expressio unius doctrine; mentioned above.

Even if one were to assume the applicability of Title 3 7 to the Alaska 
Pcwer Authority, it does not necessary follow that any provision of 
that title has been violated since there are two very broad exclusions 
to the ccrrpetitive bid requirements, It is provided in 
AS 37.05.230(1) that the ccrrpetitive bids need not be required for 
"professional services" and the department may negotiate directly if 
it finds pursuant to AS 37.66.230(2) that it is in the "best interests 
of the state".

Unfortunately at the time of the brokerage contract between the Alaska 
Power Authority and Marsh and McLennail-Corroon & Black/Dawson & Co. 
when the wrap-up insurance program in question arose, tiie statutes 
were not explicit as to what constituted "professional services". The 
phrase was not defined in Title 37. However, scne insight nay be
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dr. n frcm the definition set forth in the Alaska Corporation Act in
AS 10.45.250(1),  wherein i t  i s  stated that:

'Professional Services' means a type o f highly
sk illed , technical, and specialized personal 
s ' rvice rendered to the public by persons licensed 
b the sta te .

Insurance brokers are required to be licensed by v irtu e  o f
AS 21.27.040. This fa c t , creates an argument that the insurance 
expertise provided by Marsh and Mclennan-Corroon & Black/Dawson & Co., 
f a l l s  into the professional service exclusion o f AS 37.05.230(1) and, 
was not subject to the ocmpetitive bidding requirements u n til the 
enactment o f the "Professional Service Contract" statu tes in T itle  36 
e ifective  July 22, 1982, which provide in AS 36.98.080(2):

'Professional Services' means professional, 
technical, or consultant services that are predom­
inately in tellectu al in character and that

(a) include analysis, evaluation, prediction, 
planning or r  eccrnTcndation; and

(b) resu lt in the production of a report o f the 
ccnpletion o f a task.

AS 36.98.030 e ffec tiv e  July 22, 1982 sp ecifica lly  governs the proce­
dure for "Solicitation o f Proposals". Hcwever, irrespective o f the 
enactment o f Chapter 98 o f T itle 36 governing "Professional .Service 
Contracts", a serious question s t i l l  ex ists as to whether under air/ 
statutory defin ition  o f "professional services", the leg is la tu re  
intended to include t ie  a c t iv it ie s  engaged in by insurance brokers 
Marsh and McLennan-Coj/roan & Black/Dawson & Co. on behali o f  the 
Alaska Pcwer Authority. I t  appears the a c t iv it ie s  in which the 
brokers have engaged are much broader in scope than the mere giving o f 
"analysis and reoaimendations" or the "production o f a report o r task" 
as set forth in AS 36.98.080(2), supra. Tlie insurance brokers have 
entered into contracts fo r  everything frcm public safety  • to  le g a l -v> 
services to  public relations on b ihalf of the Alaska Pcwer Autliority 
project a t  Tyee Take. Thus, while their insurance brokerage serv ices 
to Alaska Pcwer Authority, nay f i t  within the professional serv ices 
exclusion, i t  i s  arguable whether the legislature intended o r  even 
envisioned insurance brokers entering such a broad range o f contracts 
on behalf ot the State.

The intended scope and meaning o f the "best interests" exception o f 
AS 37.05.230(2) adds even greater uncertainty to the competitive bid 
issue. The State has only issued guidelines concerning the use o f
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th is exception and has not transformed these guidelines in to actual 
regulations. The guidelines require:

The Carmissioner o f Administration or his designee 
nay consider waiving the requirement o f issuing 
invitations to bid when i t  can be substantiated by 
the requested department and confirmed by the 
department o f administration that such action 
would be in the best in terest o f the State. To be 
considered, a request for v;aiver must be fu lly  
ju stified  on an individual b as is . A previously 
approved waiver w ill not be ju stifica tio n  fo r  
additional purchases o f the same item. Request 
for waiver nay not be approved, regardless o f the 
situation where i t  i s  apparent that poor or no 
planning was exercised or as a routine expediting 
service. (Emphasis added) (Department of Admin­
istra tion , Purchasing Regulations, Chapter 3, 
Section 6)

As near as we could determine frcm the documents provided us, the 
Alaska Pcwer Authority did not comply with the requirements o f the 
above-cited guidelines. Hcwever, there i s  no ju d ic ia l precedent in 
Alaska for determining whether such fa ilu re  negated the a v a ila b ility  
o f such exemption. While a line o f case authority can be found 
mandating the presentation o f objective c r ite r ia  on which to  base such 
a finding there does appear to  be data o f record frcm which the State 
arguably could con :lude that i t  was in the "best in terests" o f the 
State (Alaska Pewec Authority) to follcw the procedure in question. 
This argument centers around the fac t that Marsh and McTonnan-Corxoon 
& Black/Dawson & Co. have been providing insurance coverage to  the 
State o f  Alaska and that i t  was therefore log ical to  have those 
insurance brokers handle the Alaska Power Authority wrap-up insurance 
program. While we would not reach a sim ilar conclusion, we cannot say 
with any degree o f certainty that a court would concur in our b e lie f .

Given the nature of the argument that can be raised on both sides o f 
the issue and the inordinate amount of time required fo r  ju d ic ia l 
lit ig a tio n , i t  would seem that executive or leg is la tiv e  action wouldh 
be a much speedier remedy. While such remedies nay not change the 
Tyee Lake contract, the av a ila b ility  and p ractica lity  o f  ju d ic ia l 
remedies for the Tyee Lake contract i s  quite questionable. In fa c t , 
given the Superior Court's ruling in the case o f Barnes concerning the 
lack o f leg isla tive  and taxpayer's standing to challenge State v io ­
lation  o f th~' competitive bihding laws, one cannot even be certain  
that a court would decide the issues in question unless they were 
raised by one o f the aggrieved bidders on the Tyee Lake project.

n
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The other issues identified  on page 3 o f th is le t te r , certain ly 
warrant further scrutiny and the involvement o f the Director o f 
Insurance since we have been advised by Mr. Barry that no f il in g s  had 
been made with the Director o f Insurance as required by statu te . The 
report of the leg is la tiv e  audit tends to indicate certain f il in g s  were 
made. Various argumants and issues relevant to the f ic t it io u s  group 
and workers' compensation insurance violations are se t  forth in the 
memorandum o f November 22, 1982 attached hereto. Another memorandum 
relating t.' the issue o f an ti-tru st vio lations dated November 22, 1982 
i s  also attached fo r  your perusal. Both o f these memoranda have been 
syncpsized fo r  purposes o f th is le t te r . While we are inclined to 
think that the likelihood o f vio lations o f the above referenced areas 
are quite possible we fe e l that since a new administration i s  in 
pcwer, i t  would be prudent fo r  discussions to ensue with the Director 
o f Insurance, Department o f Administration, and Department o f Law as 
to each of the various questions.

The Insurance Director's o f f i ce  should be able to handle the insurance 
issues concerning f ic t it io u s  group insurance and worker's compensa­
tion. The Department o f Administration could review the competitive 
bid waiver authorizations and perhaps revoke those which s t i l l  are 
prospective in e ffe c t . The Department o f Law could address the 
"Indemnity Agreement" problem as well as the an ti-tru st issu es. The 
state l ia b il ity  arising from i t s  potential exposure from i t ' s  "Indem­
nity Agreement" with Marsh and licLennan-Corroon & Black/Dawson & Co. 
might very well ju stify  fil in g  a ju d ic ia l action to have the agreement 
declared void on any one or more o f the grounds mentioned in th is 
le tte r  and attached memoranda. On the other hand, the State may 
prefer to wait until actual demand is  node on the State for payment 
under the "Indemnity Agreement" before challenging i t s  leg a lity  so as 
to avoid che expense o f lit ig a tio n  without knowing whether the lo ss 
experienced frcm the Tyee Lake project w ill ever be high enough bo 
bi uvj tne "Indemnity Agreement" into play. I f  more information i s  
needed, or i f  the Legislature i s  desirous o f pursuing i t s  own 
investigation o f these matters i t  could do so through the Legislative 
hearing process. This approach appears more appropriate now that 
Alaska Pcwer Authority has amended i t ' s  brokerage contract with Marsh 
and McLennan-Corroon & Blc.uk/Dawson & Co. so that i t  i s  no longer 
open-ended, but instead i s  restricted  only to the Tyee Lake project.

As you might well appreciate, the .o„ume o f factual data and the 
various nuances o f each major leca l issue i s  quite considerable. 
Thus, not a l l  o f them could be reaoily sunmarized in th is le t te r  when 
combined with the changing fares,  administrations and statutory 
authority. Accordingly., i f  y o u  have any questions, please do not 
hesitate to contact us. This le tte r  and attached memoranda constitute 
work conpleted pursuant to the attom ey-client relationship and

VI
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Alaska Hcuse o f Representatives 
Ref: File No: 4306-2 
January 26, 1983 Page -8-

I #

? 'tomey work—product. Dissemination o f th is  le t te r  and attachments 
nay waive the related priv ileges and we would request that you contact 
us prior to maV'ng the le t te r  and attachments availab le  to  others. In 
the meantime, we w ill await your further instructions as to  whatever 
action, i f  any, you wish us to pursue in th is n a tter .

Please le t  us knew i f  you need the subpoenaed documents we have 
retained. I f  lit ig a tio n  i s  desired we stand ready to undertake i t .  
I f assistance i s  desired for structuring o f le g is la t iv e  hearing 
inquiries or contacts with the various executive branch we w ill be 
happy to a s s is t  you in any ■•tay you see f i t .

SintereJy,

HARTIG, RHODES, NORMAN
MAHONEY & EDWARDS-^

x  A

G. Kent Edwards

GKE:ViWS:ndv

Enclosures
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T y e e  c o s t s  t o  b e c t ”
By MARK BAUMGARTNER * not to buy Tyee pow er a t the price APA, scheduled hearings starting F eb . 24 on the 

Em pire Staff Reporter said it might c o s t  The council said a t the 'S u sitn a  project in relation to w hat has hap-
State Rep. Ron Wendte, D-Ketchikan, rates APA is offering the power, Tyee pcned w ith Tyee, according to  a Fischer- 
this week asked the House Labor and would double Petersburg’s electric rates, .a id e . y <?: ‘ <J • 1 £

Commerce Comm ittee to review actions W endte hopes the com m ittee, chaired W endte said he expects , a t lo n to b e
by the Alaska Pow er Authority to see If it by Rep. W alt Furnace, R-Anchorage, will introduced in fhe Hous/ of Represen- 
can leam  w hat caused huge cost overruns review "how  APA handled its role" as tatives and in the  Senate to  appropriate 

on the Tyee Hydroelectric P roject. developer of the  p ro jec t money to conjplete Tyee. The state has
Three factors went into W endte's deci- Tyee is scheduled to be producing dec- spent $82 million to  date, bu t needs an t  t* 

sion to seek the review, he said Thursday, tricity by early 1984. tim ated $30-50 million before the  p ro jec t’J
His interest in APA's handling of Tyee was W endte said his interest in the  m atter is producing electricity. ' ; ,v£ ;fc . ..<1 - *•> 
kindled a t the first Labor and Com m erce twofold. F irst, the Tyee project is in his APA has recom m ended raising thaf 
C om m ittee hearirg of the session " 'hen district, and the project’s financing affects money through bond sales. If  that’s d o n e ' 
"allegations" of improprieties by APA in the electric bills of ids constituents. consum ers of Tyee’s power will pay off
the award of contracts for the project were ^ e ’s also concerned, he said, of the im- th a t debt through their rates. Based on the; 
made, he said. plications ApA’s m anagem ent of Tyee lias assum ption bonds would be sold to coni;

Later, he heard Sen. Arllss on the proposed Susitna dams. plete the  project APA estim ated it would'<
Sturgulcwskl, R-Anchorage, describe " if  this happens on a $100 million pro- cost Petersburg  and Wrangell utilities^, 
Tyee's financial situation as " o u t of ject I think we ought to  look a t a project about 17.5 cents per kilowatt hour to btij£ 
hand,” because the project is expected to for $4.5 billion, o r w hatever," he said of Tyee power. • ‘ $
cost about three times the original $40 Susitna. . P e tersbu rg ’s utility estim ates another lf&
million estim ate, he sa i^ r  • The Senate is also expected to take a cents per kwh would have to be added tp*

More recently, W endte said, he le a n e d  ci0se look at APA later this month. Sen. that to cover adm inistrative and d is tribo£  
of the Petersburg city council's decision Vic F ischer’s S tate Affairs Comm ittee lias Uori costs. . .  „ '. £

 — ---- —     jl_   -.......................—...........
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T H I S  IS TO I N F O R M  Y O U  C U R  C O R P O R A T I O N  H A S  D E S I G N E D  A N D  M A R K E T E D  
A N  O W N E R  C O N T R O L L E D  W R A P  U P  P R O G R A M  S I N C E  M A Y  OF 197 A. S H O R T L Y  

A F T E R  O U R  1 3 . A B I L L I O N  D O L L A R  P R O J E C T  WAS L A U N C H E D .  WE W I L L  
C O M P L E T E  C O N S T R U C T I O N  IN 1985-

I AM A C T I N G  AS D I R E C T O R  OF R I S K  M A N A G E M E N T  A N D  I N S U R A N C E  S I N C E  
N O V E M B E R  OF 1973 A M D  I A M  V E R Y  S A T I S F I E D  W I T H  T H E  R E S U L T S  1 WE 
A R E  A B L E  TO D I R E C T  T H E  M A R K E T I N G  A N D  T H E  P L A C E M E N T  OF T H E  I N S U R A M C  
F O R  A L L  P A R T I E S  I N V O L V E D .

I S T R O N G L Y  R E C O M M E N D  US OF W R A P  U P S IN S I M I L A R  P R O J E C T S

M A R C  D A R P Y
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4, each with its larj’e forebay.
To  increase I he potential of the La Granite 

River, the. La Grande Complex also involves the di­
version of two other rivers—the Kastmain to the 
south and the Caniapiscau to the east—resulting in 
the formation of two immense reservoirs. However, to 
hold the waters of the forehays anil reservoirs, the 
construction of 203 dikes and eight dams was neces­
sary. The. longest of these structures is nearly 2.5 
miles and the highest is approximately .‘>25 feel. All 
are constructed of natural materials found in the area, 
including moraine, sand, (‘ravel and rockfill.

Hy January 1082, construction was 77 percent 
completed. With its 57 generating units, Phase I of 
the La Grande Complex has an installed capacity ot 
10,282 megawatts, and its annual |>roduclion will 
reach 02 billion kilowatt-hours. The La Gran le Com­
plex will enable the province of Quebec to increase 
its installed capacity by (* 1 percent and its generation 
of electricity by about 70 percent.

Converting Water to Power
Located about 70 miles from the mouth ot the 

La Grande River, LG 2 is the largest of the three 
generating stations of the La Grande Hydroelectric 
Complex Phase I, and, in fact, is the largest under­
ground powerhouse in the world. Its l(> generating 
units, each with a capacity of 535 kilowatts, have 
already been delivered to 1 lydro-Qudbec for opera­
tion. With its total installed capacity of 5,328 mega-

i began in 1071, when a Quebec government 
law created the Societc d'energie de la Maie 

Evt James (SKM.I) and mandated the construction 
_Jk>5L_and exploitation of the hydroelectric resources 
of . h i  immense, nearly inaccessible and practically 
uninhabited territory n northern Quebec. La Grande 
Complex, as it has come to tie known, is almost
110.000 square miles n 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 1078 and 1070,
18.000 workers braved isolation, solitude and ex­
treme cold to double Quebec's hydroelectric power.

Involution 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 lias a drainage 
basin of approximately 55,000 square miles and an 
average flow of 5,500 cubic feet per second. The La 
Grande, the main tributary of James May, flows over 
407 miles, with a drop in elevation of 1,235 feel.

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

Man I hii In/ is director of risk mnnayement and insurance 
(nr La Snciclc il'eneryie tic I.a Iklic James, Montreal. Mr. 
Darby lias serve ‘ as president at llie RIMS Quebec Chapter, 
Inis been a member of tbe Society's board since I!>77 and is 
currently the first vice president of RIMS.
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The LI!reservoir us it 
looks wh •/) it is partially 
filled: //.<? main dam, 
spillw ay and power 
house.

w.ills, LG 2 can generate T'i.K billion Uil<>w;il(-Inmrs 
annually. Thu situ also features an impressive spill­
way where water cascades down wliat looks like a 
gigantic stairway. This structure can discharge up to 
5.i/i 11 cubic feel ol water per second.

LG it is the site o( the longest ilam of the La 
Graiule Complex. Kngineers chose ;i location where 
an island once divided the rivei. This island, because 
of its rock bed, was also chosen to be the seat of the 
spillway that appears to di ide the dam into two sec­
tions. The LG .’I powerhouse was built on the south­
ern bank ol the river in a deep trench excavated just 
below the downstream toe of the dam. It houses 12 
generating units that will generate LLd trillion kilo­
watt-hours annually, and its installed capacity is 

megawatts. The Inst generating unit became 
operative in June, LINT

The LG ■/i powerhouse, which' is planned to be 
commissioned in February, 15)84, is also a surface 
structure. With its installed capacity of II,MO mega­
watts, it will become the second most poweilul power 
station in Quebec after LG 2. Annual uninterruptible 
energy from the nine generating units to lie installed 
there will reach approximately 14.1 bill'an kilowatt- 
hours.

Harnessing River Power

About ‘ Id miles south of the La Grande River, 
the Kaslmain and its tributaries, the Opinava and 
Petite Opinaca, have been diverted into the LG 2 
forebay. T h is  additional inflow increases the 
generating capacity of LG 2 by 25 percent.

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

water How Inwards 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 feel contributes 85 
percent of ail the electricity generated by the three 
powerhouses.

The enerpy transmission system, which brinps 
the electricity to the consumption centers, required 
the construction of five 7.'hr>-kilovolt lines in three 
separate corridors. These lines, 200 miles lonp, re­
quired 11 ,(>50 lowers.

The overall cost of the La Grande Complex, in- 
cludinp the enerpy transmission system and interest, 
will linally be !f>l4.(i billion (Can.).

Infrastruclures and Livinp Conditions

The rivers of the James Bay territory were not 
uncharted. Between l ‘Jl>5 and 15)71, I lydro-Quebec 
had sponsored several exploration campaipns and, 
when it was decided to develop the potential of the 
La Grande River, SKB.I inherited this data. SKM.I 
then conducted further exploration work.

The first task was to build a road to the sites of 
the future hydroelectric projects. In 15)71, an army of 
men and machines went to work to build the road 
linkinp LG 2 and the town of Matapami. This road, 
approximately 450 miles lonp, was built in 450 days 
at a cost of $450 million (Can.). While construction 
ol this north-south road was bcinp completed, SKBJ 
began construction of an east-west axis which led to 
the other job sites of the La Grande Complex. A total 
of 5)112 miles of roads was required to be constructed 
ilurinp this stape of the project. A fleet of planes was 
also acquired. And, when work was at its peak, 
SR B J's  six Convair 580 aircraft transported more



than 100,000 workers annually. Between 1072 ami 
1080, SKB.I used its own Hercules aircraft to trans­
port freight.'

Coinciding wiih road construction activities, 
preparations were made for the arriva l of I In* 
thousands of project workers. This hardy lot would 
he living in isolated and remote areas, far from their 
families, in an inhospitable envirouinenl and harsh 
climate, in order to offer workers as many of the 
comforts ol modern lile as possible, SKB.I resolved !o 
devote special attention to living conditions.

Major resources were invested so that every 
large campsite (a minimum o! 1,000 residents for 
three years or more) could he 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. Kqually significant investments were spent on 
recreation, to provide pleasant forms of relaxation for 
the workers. To direct these activities, SKB.I hired 
recreation and sports specialists, liven 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 I he sites only a lew hours after 
publication.

Obviously, construction of the Ka Grande Com­
plex has been an immense logistical problem. A final, 
example: 11 (),()<)() tons of food will be consumed 
tween l'T/2 and l*)8.r>. In U>78, the 18,000 work, 
breakfasted oil some 80,000 eggs and a ton of bacon!

S K B .I—A Project Management Company

SKB.I acts as the project management company 
on behaif of Hydro-Quebec, Quebec's stale-owned 
monopoly electrical utility. Its role consists of super­
vising all activities, from exploration to the deliveryCM J I
v t - T  «nV":*}. . * ...
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of the powerhouses and supporting structures to 
Hydro-Quebec, and assuring that budgets and 
schedules are respected.

Thu first challenge faced by S E B J 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.

SKB.I 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 I he first phase of the La 
Grande Complex, which is now nearing completion, 
has had a major economic impact. Of the overall cost 
ol $M.ti billion (Can.), actual construction will take 
some $l().7f) billion (Can.), $.‘1.7 billion in wages and 
$7.0 billion lor the purchase of goods and services. 
Since SKB .I 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 to nearly $1.72 billion (Can.).

Phase I of the La Grande Complex is only lire 
first of the hydroelectric projects to be built by S E B J . 
During the next 10 years, whenever requested by 

/dro-Quebec. tbe company will undertake construe- 
n of three other hydroelectric projects; Phase II of 

La Grande Complex, the Grande Baleinc project 
i the Notlaway-Broadback-Rupert (NBR) project. 

These three projects will require investments of at 
least three limes those required to build Phase I.

The Risk Management Program 

The risk management mechanisms that must he 
developed when starting a project of the scope and 
nature of the James Bay project are as varied as they 
are complex. Since SKB.I was ordered to build this 
" megaproject" according to a budget approved in 
I ‘171, 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 S E B J .

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



W r a p p i n g  U p  Big Construction Projects*

Wrap-up insurance, an idea that first was popular in 
the late HMDs and early 1050s, is again proving attrac­
tive to owners of some of today's most imposing con­
struction ventures.

Hospitals, synfuel projects, shopping malls, office 
towers, industrial facilities—oven gambling casinos— 
have all found "wrap-up" ideal tor their purposes.

Wrap-up insurance combines key units of construc­
tion coverage, such as workers compensation, general 
liability and builder's risk, into a single package placed 
and financed by the project owner. The general contrac­
tor and subcontractors are thus relieved ot the necessity 
to buy required insurances (or that particular project.

When first developed, wrap-up insurance appealed to 
owners beer,use they realized they were paying for con­
tractors' coverages in any case (since these costs were 
part of the construction companies' bids). The idea of 
marketing a coordinated program to a single under­
writer made practical sense.

Because of tin larger dollars involved, the owners ob­
tained reduced | remiuin rales and belter coverages and 
Hie underwriter, who got more dollars k> work with, 
could alford to give the owner more services.

Wrap-up insurance hit a lull in .he early 1970s when 
construct ion activity declined and underwriters became 
indiilerent to the coverage due to economic conditions,

In 1974, however, many stales passed enabling legis- 
latino that revitalized the wrap-up concept. These laws 
allowed the combination ot several construction pre­
miums to be viewed as a group premium for discount 
and retrospective rating purposes. Prior to this, each 
premium had been viewed individually.

Ensuing activity in office conslruction, trade enters 
and other large projects caused "wrap-up" to return in 
style. Owners of those projects valued at a construction 
cost ol $2!) million (minimum) in suburban areas, and 
$.ri() million (minimum) in urban centers were the first 
buyers.

The owners achieve live key benefits: 
o ,-t coordinated loss control ar.d claims handling 

Imigrant that applies to all ter a  at the site. 
Each party in tbe construct,on project is 
thoroughly familiarized with the loss control pro­
gram and agrees to support it. With the owner's

'Tins article appeared in Hit- Spring I'.I.-IZ edition ol J 'nettle Opinion, 
published quarterly by Johnson Si I liprjius, and is reprinted with its 
permission.

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

In order lo obtain a versatile "talent” , it was

unqualified support, the single, well-structured 
safety program usually reduces the ultimate pro­
ject cost. The coordinated claims program allows a 
uniform approach to claims handling. This, in turn, 
reduces intercompany insurance disputes and 
costly subrogation, and results in rapid and satis­
factory claim settlements. Uniformity and reduced 
claims costs also contribute to sound relationships 
among all parlies to the project, 

o Concurrent a nd  uniform coverage fur the 
owner, contractor and all subcontractors. The 
greatly reduced administrative requirements of the 
insurance program also cuts costs, 

o Improved public image. The owner, who will be 
identified with the site for many years, is seen by 
the public as the one responsible for prevention of 
serious injury or damages. The contractor or sub­
contractor is less visible. The combination of an 
effective safety program and a responsive claims 
procedure that yields (air and equitable settle­
ments avoids adverse publicity. Centralized com­
munication with media by one insurance company 
in case of an incident avoids tbe proh.em of sev­
eral underwriters '"eking io lay financial responsi­
bility on each oilier. 

o Contractor involvement. Since wrap-up makes 
insurance available lo all approved contractors, 
those who might not otherwise be able to secure 
insurance are covered automatically. This helps 
promote the use of minority contractors on major 
projects.

o Reduced cost. Mass buying from one underwriter 
gives the owner leverage with insurance com­
panies. A combination of safety, claims control 
and mass buying often produces significantly 
lower costs.

Keys to tbe cost efficiency of wrap-up insurance are 
both the safely program and the rating plan developed 
by the insurance broker and accepted by the under­
writer. Because there is a substantial premium to be 
placed with one underwriter, tbe broker can design a 
variety of premium funding mechanisms.

Wrap-up insurance is a lime-tested construction 
coverage concept. It is having a well-deserved revival, 
not only for its convenience and efficiencies, but also for 
its broader advantages—building protection for human 
life and keeping the owner's image at its brightest.

decided lo innovate and, instead of selecting a sing 
broker, a consortium of brokers was formed. In Ma 
1972, the brokerage firms of Dupuis, Parizen 
Tremblay, Inc., Gerard Parizcau Lttfe. and Slew, 
Smidi (Canada) Ltde. were selected to form Le Co

h'isk M tiniiiienwid -  October I!



sortium ties Courtiers d'assurances de la Socidtc 
d'encrgie lie la Baie James. This brokerage group 
became known as the Consortium.

Working in close collaboialion, the Insurance 
Committee arid the Consortium were responsible for: 
o evaluating the potential risks as construction pro­

gressed;
o dralting the texts of insurance policies for builder's 

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

o underwriting and renewing various oilier insurance 
policies necessary (or protection against incipient 
risks.

Meanwhile, a risk management and insurance 
consultant was hired lo evaluate Ihis approach, make 
a risk evaluation of the projected construction ac­
tivities and submit any recommendation to cope with 
the corporation's eventual risk management exposure.

The consultant confirmed that most of risk 
treatment measures, taken lo that point, were satis- 
laclory, and further recommended the appointment 
of an insurance coordinator. The title of Ihis posi­
tion, filled on November S. 1972. has since been 
changed to Director ol Risk Management and Insur­
ance lo more accuialely relied I he department's ac­
tivities.

By the end of 1972, I he lexis of the policies, as 
well as the negotiations willi the numerous insurers, 
were nearing completion. In fad, Hie policies were 
underwritten on Mav I, 1974.

1 ■■w.. •

/t view ot thi1 uiitli'Hiiiiiiiul gini'er Imtiitv in I.C 2.

Underwriting the Builder’s Risk and CGI, Policies

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

In order lo avoid a situation wherein each com­
pany under contract underwrites its own policy, each 
xvilh ils different conditions, and lo prevent the pre­
miums split among many insurers, the two policies 
were designed lo insure each and every company— 
engineers, contractors and suppliers—under contract 
wilh S E B J .

The errors or omissions ol consulting engineers 
or architects entering into contract wilh SEB .I pre­
sented a different and specific pm.'dem. Since most of 
these contracts were long-term, S E B J  wanted to 
avoid that a claim be publicly discussed in a court of 
law. Therefore, the Buildei's Risk policy was drafted 
wilh a section insuring S E B J against damages re­
sulting from the error or omission of an engineer 
without having to prove the legal liability of the en­
gineer or the architect.

Since the Builder's Risk policy insured the pm 
erlies of all those working on Hie project site, H 
Comprehensive General Liability (CGI.) policy w. 
designed to exclude the indemnification <>( damag> 
lo goods or properties owned by any ol the insure 
Thus, a substantial reduction of the CG L preiniu 
was obtained. The CG L was to indemnify only (• 
damages to residents of the territory, lo visitors or, 
case of damages, to any person not in urt-d under II 
Builder's Risk policy.

The two policies contained, amon j others, tl 
following conditions:
o wrap up form, insuring the SEB .I. its constitue 

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

o specific waiver of subrogation by the insure 
against any insured person or legr.i entity; and 

o designation of S E B J as agent of all oilier insur- 
(or any negotiation relative to the policies.

The underwriting of the policies coincided wi 
the star A construction. The policy limits, therefoi

20 I'isk Mutuu/eincnl -  (Mnber I1
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had lo reflect the possible maximum loss lo which 
the properties were lo be exposed over the next two 
or three years. A ll parties concerned were cognizant 
of the fact that a revision ol said limits was possible 
and, in fact, probable.

The Builder’s Risk policy was uiulerwrillen with 
an original limit of $1:1 million (Can.) with a sub-limit 
of $20 million (Can.) for damages caused by an en­
gineer or architect error or omission. Since works 
were lu he performed in a remote area and most of 
the properties were insured by the Builder’s Risk 
policy. I he limit of Ihe CC I. policy was chosen lo he 
$25 million (Can.).

The projected annual investments of Ihe corpo­
ration (approx. $1.25 billion), the premium credits for 
different levels ol deductibles and SKB .I’s capacity lo 
assume losses were some of the considerations that 
led to the selection of a $1 million (Can.) deductible

j i u i n '  ^L i. I.-1 i I L J , : Q . ±  '
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under the Builder’s Risk policy and $100,000 (Can.) 
under the CGL policy.

Disseminating Information to Insureds

Since these policies were underwritten by S EB J 
to its benefit and that of others insured, it became 
necessary to fully inform all other insureds. This was 
accomplished by supplying Ihein wilh excerpts of the 
policies. Since then, extracts of the policies are sup­
plied lo all bidders by means of a section of the call 
for tender document. This insurance section eventu­
ally becomes pari of the contract between S E B J , ils 
engineers, contractors or suppliers. This section also 
describes the obligations of S E B J and that of oilier 
insureds in insurance mailers (quolasharc, loss re­
porting procedures, etc.).

With policy deductible levels loo lngh to he 
fully absorbed by any of Ihe oilier insureds, il became 
necessary to set a lower quota-share fur them. How­
ever, the level of this different deductible had lo be 
high enough lo keep the other insureds aware of the 
necessity lor them to install adequate safety mea­
sures. At the same lime, the deductible had to he at a 
level such that the oilier insureds would not look lo 
insurance lo cover the financial losses and llius defeat 
the advantages of the wrap-up program. The self 
assumed or imposed deductibles lo other insured: 
was set at $5,1)00 (Can.). The hid document imposes 
such obligations on all parlies lo the contract.

On July I, 1977, S EB J underwrote a new CGI 
policy lo replace Ihe one in (one since 1974. Cerlaii 
insurers, experiencing reinsurance difficulties, wilh 
drew. The new policy carried a $1,000,000 (Can.) do 
duct il ile as opposed lo Ihe previous $100,1)00 (Can.).

Major Insurance Revisions in 1981

The aforementioned insurance program re 
i i i . lined in full lone until the end of 1981 when . 
major revision of Ihe loss financing tools was under 
taken.

Dining the course of Ihe pioject, S E B J became . 
wholly owned subsidiary of Hydro-Quebec, and tin 
Grown Corporation was mandated lo generate am 
distribute electricity to Ihe residents of Quebec Brnv 
ince. Furthermore, Ihe approaching completion o 
the first powerhouse (LG  2) and ils  transfer h 
I lydro Quebec was changing Ihe whole context.

Considering Ihe above (■iclors, plus Ihe fact lha 
Ihe loss experience was uniquely good, i! was de 
tilled to;
o terminate the underwriting of the errors or omis 

sions insurance; 
o increase the levels of the self-assumed retention

AVsA- Mtnnit/enu 'U -  Ot'tnlvr IfM
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© look (or increased policy limits commensurate 
wit i the possible maximum loss.

The levels n( deductible nr sell insured retention 
lot damages lo properties muler conslmclion have 
been set al $10 million (Can.) and at $!U) million 
(Can.) lor damages to fully operative completed prop- 
e ilies. The quotations received from the under- 
wiiters, as well as their reaction, seemed satisfactory. 
They were to pailieipale only to losses above Ihe 
levels ol operation type ol losses. At the same lime, 
these sell-assumed levels could he salcly assumed by 
SKB.I and/or Hydro Quebec. A new policy wording, a 
technical report and a projected investment schedule 
were prepared and presented lo dillerent insurers. 
And, much lo SKBJ'.-. salistaction, two policies, one 
primary with a limit of $!H)l) million (Can.) in excess 
ol Ihe sell-assumed lelention, Ihe other wilh a $700 
million (Can.) limit m excess ol the primary, were 
underwritten on January 1. I'JHT In addition, the 
higher sell-assumed retention levels, plus the fact that 
Ihe errors or omissions insurance was not needed 
anymore, considerably reduced Ihe insurance pre­
mium volume.

rims, an additional retention of $(.) million 
(Can.) meant a premium saving of %22X> million 
(Can.) over the next five years. Based on :e same 
investments, the premium for Ihe propram cancelled 
on January I, l ‘J82, would have been $U0/i million 
(Can.) while the projected cost ol the new propram is 
$7.8 million (Can.).

(mod loss experience, ihe safest constructii 
methods selected and the conlidence in the cxperti; 
of Sl-ilU's designers and managers allowed such hi) 
levels of self retention.

Satisfactory l.oss Kxpcrience 
'f'he losses incurred previously, considering tl 

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

As of May I, 1‘ lSii, h .O iiti  incidents have her 
reporleil. They represent all kinds of losses, from c 
accidents to damages to permanent structures; Iro 
tires in dormitory to Ihe cost of forest fire fightii 
expenses. The net total expenditures, plus reserv 
for losses that have not yet been paid for, lot 
$'.),!71,208 (Can.).

In most cases, contractors or suppliers are i 
sponsible for the first $.r>,()0() (Can.) of damag 
caused, and such recoveries are deducted from I 
totals of damages caused. Thus, as mentioned abo> 
there is approximately $‘J million (Can.) left for i 
disbursements.

Wilh that commendable loss experience, c< 
pled wilh the success of the construction project, 
can now be safely said that SKB.I's policy on safety 
bringing its dividends. Kleclricity has been general 
some six months ahead of the original schedule, and 
company now assumes a greater self retention.

The good loss record, as well as insurance cover; 
above a known self-assumed level, provide all St! 
managers their "quiet night’s sleep” . Y i

AVsA- M t in n i /e in e n t  -  Oclnlier I
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W V L P Y T H Z  
T R I  M E T  P T L  
2 / 8 / 0 3
J O H N  H A Y W O O D ,  R I S K  M G R  
S T A T E  OF A L A S K A

T O  C O N F I R M  O U R  T E L E P H O N E  C O N V E R S A T I O N  OF 2 / 7 / 8 3  R E  D E S I R A B I L I T Y  

O F  (WRAP U P  I N S U R A N C E  P R O G R A M S  F O R  L A R G E  C O N S T R U C T I O N  P R O J E C T S •

THE. P U B L I C  I N T E R E S T  IS W E L L  S E R V E D  'iN T H A T  C E N T R A L I Z E D  C L A I M S  
A D M I N I S T R A T I O N  P R O V I D E S  O N E  F A C I L I T Y  TO F I L E  C L A I M S ,  R E D U C I N G  
T H E  F R U S T R A T I O N  O F  T R Y I N G  TO I D E N T I F Y  T H E  P R O P E R  C O N T R A C T O R  O R  

S U B C O N T R A C T O R  W H O  ( - A L L E G E D L Y )  C O V E R E D  T H E  C L A I M S .  P R E M I U M , 7 
S A V I N G S  W I L L  BE R E A L I Z E D  IN A L L  A R E A S  OF I N S U R A N C E  D U E  TO V O L U M E  
D I S C O U N T S .  P R O J E C T I O N  OF A 2 P E R C E N T  S A V I N G S / I N  P R E M I U M  F O R  
P R O J E C T  T E R M  IS N O T  O U T  O F  L I N E .  /

V I R G I L  W E L L B O R N ,  tfGR 

I N S U R A N C E / C L A I M S V ' *  
D E P T  A D M  JNU
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P1MELLAS CCUWTY. FLORIDA

3 1 5  C O U R T  3 T T S H T  

(XSAfTeVATSa FLORIDA 33510

B A F S A P . A  S H E E N  T O C - D .  C H A I R M A N
J C W N  C H £ S N U T .  J R . .  V I C E - C H A I R M A N  _  ,
c a g r i c l  c a z a r e s  F e b r u a r y  / ,  1 9 B J
C K A R L & 5  E .  R A I N E Y  
C R U C E  T Y N C A U .

Hr. John Eaywaxd 

Director of Risk 'Honagejnent 

Scare of Alaska

Dear Mr. Hayward:

Pinellas County, Florida instituted an investigation of a wrap-up 
concept after presentation of a conventional quotation for an $80 4 

million resource recover plant was received at approximately $4.7 
million premium. The original insurer submitted a reviced quotation 

of $2.55 million with the v r G p - u p  being quoted at a> total cost of 

$2.25 million. The following day the original conventional quotation 
vas revised frcm $2.55 million to $1.85 million.

The contractor1s insurance company provided tbe conventional quotes 

and Pinellas County’s agent of record developed the builder’s risk 
quotes.

Sincerely,

U  .
Robert J. Ellis

Risk Manager

3G

RLE ACE AOOfiSSS REPLY TO. 
OFFICE CF RISK MANAGEMENT
5 ? 0  O A K  A V E N U E  
C L E A R W A T E R .  F L O R I D A  3 3 5 1 6
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D E P T  A D M  J N U  
B E 2 - 7 - 8 3  5 : 0 0

F S J A M E S  A G T N

J O H N  H A Y V O O D  
J U N E E A U  A L A S K A  
T E L E X  NO 0 9 9  4 6 - 3 0 8

S T A T E M E N T  OF J A M E S  M MURPHY.* C E O  jL 

O F  W A S H  I N G T O N  D C O F F I C E  OF F R E D  S J A M E S  & CO-  *■   -  ■ « I ,  ,

S I N C E  19 6 4.* F R E D  S J A M E S  A CO H A S  D E S I G N E D  A N D  A D M I N I S T E R E D  

C O O R D I N A T E D  I N S U R A N C E  P R O G R A M S  ( W R A P  U P )  F O R  S I X  OF T H E  E I G H T  
H E A V Y  R A I L  R A P I D  T R A N S I T  C O N S T R U C T I O N  P R O J E C T S  IN T H E  U N I T E D  

S T A T E S :

1. B A R T  - S A M  F R A N C I S C O  C A L I F
2. M A R T A  - A T L A N T A  G E O R G I A

3* M T A  - B A L T I M O R E  M A R Y L A N D
4. M E T R O  D A D E  C O U N T Y  M I A M I  F L A
5. TRI M E T  P O R T L A N D  O R E G O N
6. P A T  T R A N S I T  P I T T S B U R G H  P E N N A

T H E  R E S U L T S  OF T H E  I.'RAP U P  P R O G R A M S  H A V E  R E T U R N E D  S I G N I F I C A N T  
S A V I N G S  TO T H E  O W N E R - S P O N S O R S  OF T H E  R E S P E C T I V E  P R O J E C T S

E X A M P L E S :

M T A  P R O J E C T /  B A L T I M O R E /  M D  - T H E  S T A T E  OF M A R Y L A N D  HAS P A I D  A 

P R E M I U M  F R O M  1 2 / 1 / 7 6  TO 7 / 1 / 8 1  OF $ 2 1 / 0 0 0 / 0 0 0 .  F O R  W O R K E R S  
C O M P E N S A T I O N  A N D  P R I M A R Y  L I A B I L I T Y .  T H E  R E T U R N  DIVI D E N D /  TO T H E  

S T A T E  F O R  F A V O R A B L E  L O S S  E X P E R I E N C E  F O R  T H E  S A M E  p E R 1 0 D H A S  B E E N
IN E X C E S S  OF $4/ 300/ 000. *

■ ' -*•'

T H E  D A D E  C O U N T Y  P R O J E C T  H A S  G E N E R A T E D  A P R E M I U M  L E V E L  OF 
$ 1 / 3 1 2 / 4 1 3  IN A P O L I C Y  P E R I O D  F R O M  9 / 2 1 / 7 9  TO 9 / 2 4 / 8 1  A N D  T H E  
D I V I D E N D  D U E  TO F A V O R A B L E  E X P E R I E N C E  H A S  B E E N  $ 5 6 4 / 4 4 4 .  j

N O T  O N L Y  H A V E  T H E  O W N E R S  A C H I E V E  T H E  E C O N O M I C  B E N E F I T S  OF T H E  
W R A P  U P  C O N C E P T  B U T  T H E  P R O G R A M  HAS R E S P O N D E D  TO T H E  S O C I A L  
R E S P O N S I B I L I T Y  IN C L A I M  A D M I N I S T R A T I O N  fWITHIN T H E  U R P AN E N V I R O N M E N T .

O N E  O F  T H E  M A J O R  C O N S I D E R A T I O N S  OF G O I N G  W R A P  U P  IS S A F E T Y  A N D  
L O S S  C O N T R O L  C A N  BE E A S I L Y  A D M I N I S T E R E D  W H E N  A SINGLE'
P H I L O S O P H Y  IS A D O P T E D  T O W A R D  A C C I D E N T  P R E V E N T I O N  ON M A J O R  
C O N S T R U C T I O N  P R O J E C T S .

\ J M M U R P H Y  )
‘ E X E C T  V I C E  P R E S I D E N T  

I? F S J A M E S  A R L  V A
T E L E X  8 9 9 4 7 3
4-

i’ D E P T  A D M  JNU
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D E P T  ADM. JNU
/ 3 0 8 0  2 - 7 - 8 3  U T I N T E R N A T  AUS 
I NT MR. IRA P E E R  
R I S K  M A N A G E R  

S T A T E  OF A L A S K A

/ R E :  V R A P - U P  I N S U R A N C E

B A S E D  ON D E T A I L E D  R I S K  A N A L Y S I S  OF T H R E E  R A P I D - T R A N S I T  P R O J E C T S  ? 

( B U F F A L O ,  LOS A N G E L E S  A N D  O R A N G E  C O U N T Y  - T O T A L  V A L U E  O V E R  S3 B I L L I O N ) f  
1 B E L I E V E  T H E  O P T I O N  OF U S I N G  V R A P - U P  I N S U R A N C E  IS A B S O L U T E L Y  * 

" N E C E S S A R Y .
V  . 1 1

S U P P O R T :

P R O J E C T  S S A V I N G  F R O M  S A V I N G  AS /

V R A P - U P  f OF C O N S T R U C T I O N

B U F F A L O  6 M I L L I O N * }  f 2 . 0  1

L. A .  6 3 . 5  M I L L I O N  j  If3* 2 3

O R A N G E  C O U N T Y  5 . 3  M I L L I O N ' I  1 . A .A

V O R K E R S '  C O M P E N S A T I O N  S A V I N G S  ON A V E R A G E  A R E  A 3 A OF T O T A L  S A V I N G S -

V O P K E R S  C O M P E N S A T I O N  V A S  58/ (ON A V E R A G E )  OF T O T A L  I N S U R A N C E  C O S T  
( E X C L U D I N G  E N G I N E E R ' S  E 8. 0). '

T H R E E  D E T A I L E D  R E P O R T S  E N R O U T E .  *j

I DAV I D  B. A S H L E Y  
A S S O C I A T E  P R O F E S S O R  
T H E  U N I V E R S I T Y  OF T E X A S  AT A U S T I N  }"• -v e il  ■

9 I 0-874-1305/ / *
D E P T  ADM JNU

U T I N T E R N A T  A U Si  •  *  t  •
• • • • +
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Jhcsc&i Pow er CcfTspony: ^
220 Wes; S«m SVstf. Pest Oft 03 Box 71 \

Tucson Anrcna 85702

February 7* 19&3 a.u9 Cocfe 6 0 2
To'oĉ tonri 622-5S6T

ftr. Jcte Haacodt 
E i s i  E u n a g e r  
State of AXtusm 
Telecopy So. 9^^65-2563

E c :  I n s u r a n c e  G a v i n ^ s  i n  W r a p  “U p  P r o g r a a B

Dear Mr, Btscocfc:

It Is very d ifficu lt to quantify aaviBga attributable to a 
wrap-up vs. -c. convention program, bcwexur, savings of 2$ of to ta l project 
coat ere ccriaiely  within rcacon.

th is Cczrpsuxj presently has two wvap-upe. Gas f i r s t  baa been 
in piece for about two years end tea other Just started. Attacked i s  a. 
irmsrary of trtnndaixi oorfcsra0 cccp^nratioc ana general liab ility  preaiuoa 
of about $13 d l l lo n  through 1907. Kbu.t is  not reflected, io a "manual 
standard prvrsias." Itae to the czsa purchasing puvcr va were able to 
negotiate basic prentivm and loss ccarsurcion factors Bigolficantly Lever 
than Eomal rates.

I t s  h a v e  s u b s t a n t i a l  a d d i t i o n a l  c a v i n g r  i n  t h e  r g y b  f l o w .  Wo 
p a y  *t-0$ o f  s t a n d a r d  p r e s i t n  u a s t i i l y  w i t h  g. 9 0 ~±crj d e l a y ,  a b o u t  $ 5  m i l l i o n  
f o r  t h e  p r o j e c t .  !i!h e  c o n s o l i d a t e d  c i t e  c a f e t y  p r c g r e a  i s  c u r r e n t l y  h o l d i n g  
l e a s e s  t o  1 0 $ .  T b s  c y t i a a t c d  loss r a t i o  f o r  t h e  p r o j e c t  i s  a b o u t  2 0 $  
w h i c h  w i l l  r o o m  a b o u t  n. $ 1  m i l l i o n  r e t r o  r e t u r n  c r  c . n e t  o o e r t  o f  n l l l i o o .

Chin Cerrpany’ n cxparbtz.ee hno dmocjstrated that that maes buyer 
power and tbs ellaintttioo of duplicate services in a cron-up allows tb* 
owner to ttinledge its instance costs in a ssajor project*.

1 ■ - ■ -i- .... /

Very truly ycurn, ^

Robert C. Garin
E L lok  K h X K v p cr

B C G r f c
Eac.



RISK PREPAREDNESS C O N S U L T A N T S
41 OH Monet Atomic
Woodbind 11 ills. California *>|.3(i.|

M c C a r t h y  &  associates, inc.

Daniel R. McCarthy 
President
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Rcr. Wrap-Up Savings

As par\. o f  Corroon & Black s p r o p o s a l  prepara t io ns  for  wrop-up 
programs, we are o f te n  r sked to  qu ant i f y  the a n t i c i p a t e d  s a v i n g s  
a s s o c i a t e d  ifUh the  Implement ot i on of  a wrap-up i n s u r a n c e  
program. Our e x p e r i e n c e  has  shown t h a t  s a v i n g s  have a v er ag ed  
30-50X o f  th< p r o j e c t ’ s normal s tandard insurance premium. This 
conver t s  t o  2- >/> of  the p r o j e c t ' s  co ns t r uc t i on  costs , .

This  e s t i m a t e d  s a v i n g s  i s  c a l c u l a t e d  by f i r s t  determining the * 
r  normal insurance cos t  a s s o c i a t e d  with the p r o j e c t .  For w o r k e r ’ s 

compensation,  the in formation needed i s  the current  premium r o t e s  
per  $100 o f  p a y r o l l  and the  p e r c e n t a g e  o f  the p r o j e c t ’ s c o s t  
which i s  l a b o r / p a y r o l l .

Our e x p e r i e n c e  i n d i c a t e s  t h a t  l a b o r  c o s t s  nor mal ly  r e p r e s e n t  
30-507. of  the p r o j e c t  c o s t s .  With A la sk a ' s  workers compensat ion  
rnteG for  c o n s t r u c t i o n  worker s  rang ing  frcm $10-20 per $100 of  
p a y r o l l ,  workers compensation premiums a l o n e  can r e p r e s e n t  6-71 
of t h e ^ p r o j e c t ' s c o s t s .

S a v i n g s  f r o m  a w r a p - u p  c o m e  f r o m  t h r e e  s o u r c e s :

( 1 )  Reduced A d m i n i s t r a t  iv e  E x p e n s e s . Kconcmics of  s c a l e  
reduce  c e r t a i n  f i x e d  c o s t s  oi insurance ,  i . e . ,  acqui­
s i t i o n  e x p e n s e ,  c l a i m  handl ing, ,  e n g i n e e r i n g ,  nnd 
audit  ing.

(2) Loss E x p e r i en c e  C r e d i t s . Wrap-ups a r e  normal ly  
e ' t r u c i u r e d  r.o ’t h a t  e f f e c t  i vo  Joss  co ntro l  w i l l  r e s u l t  r 
in s u b s t a n t i a l  premium s a v i n g ^  Thin r e t r o s p e c t  i v e l y -  
rnlcd premium approach a l lows  the St a t e  r a t h e r  than the 
c o n t r a c t o r s  t o  r e c e i v e  premium reduct ions for good los s  
e x p e r i e n e e .

(3) Cashf low S a v i n g s . Ry s e l f - i n s u r i n g  or s t r u c t u r i n g  the 
wrap-*up Tn o c a s h f l o w  s e n s i t i v e  manner, the Sta te  can 
r e t a i n  use of  the premium do l la r s ;  o therwise  held by the 
Insurance  c a r r i e r .  Depending on the current  in te r e s t  
r a t e  and the payment schedule of l o s s e s  in the wrap-up, 
c a s h f ) o\f s a v i n g s  con reduce the cost  of  the program by 
15-257.. *

John,  I truGt the  shove  information c l e a r l y  o u t l i n e s  the poten- t
t i a l  sav in gs  to  be r e a l i z e d  by the Sta te  from o wrap-up program. 
Please l e t  me know i f  X can provide any a dd i t io na l  a s s i s t a n c e .

U Kit: kb
•f ' 'j  » r  * »r*«*

c c : J o h n  M c C n d e m  1
I.ynn Burgess

From: D o n  H e i m  ^

1 1  § i
mt i
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A T T N :  IRA P E E R
D E P U T Y  R I S K  M A N A G E R  
S T A T E  OF A L A S K A

IN' R E P L Y  TO Y O U R  I N Q U I R Y ;  T H E  H O L L O W I N G  I N F O R M A T I O N  IS F O R  Y O U R  

U S E :

G U L F  S T A T E S  U T I L I T I E S  E S T I M A T E D  U • J • D L R S  • 7 . 8  M I L L I O N  SAVINGS.! ON
O W N E R - C O N T R O L L E D  C O N S T R U C T I O N  P R O G R A M . /  R A S E D  ON P R O J E C T I O N S  ON

W H A T  I N S U R A N C E  P L A C E D  BY C O N T R A C T O R S  C O U L D  H A V E  C O S T ; G U L F  S T A T E S
E S T I M A T E D  S A V I N G S  OF U . S .  DLRS* 6 M I L L I O N  F R O M  0 / 7 4  - 3 / 8 0  A N D  AN

A D D I T I O N A L  U.S. DLRS. 1*8 M I L L I O N  F R O M  3/8 - 5 / 8 1 .  P V N E R -
C O N T R O L L E D  P R O G R A M  S A V I N G S  W E R E  F R O M  T H R E E  M A J O R  C O N S T R U C T I O N
P R O J E C T S  IN L O U I S I A N A  W O R T H  U.S., D L RS. 3 M I L L I O N .\

N E B R A S K A  P U B L I C  P O W E R  D I S T R I C T  E S T I M A T E D  U-S- DLR S .  2 ; 2 4 9 ; 4 6 5  
F R O M  O W N E R - C O N T R O L L E D  C O N S T R U C T I O N  P R O G R A M .  T H I S  F I G U R E  B R O K E N  
D O W N :

U - S *  DLRS. 1 2 1 ; 3 1 2  P E R F O R M A N C E  B O N D S

U . S .  DLRS* 1 3 9 ; 9 1 3  G E N E R A L  L I A B I L I T Y

U . S .  DLRS* 1 ; 9 8 8 ; 2 4 0  W O R K E R S '  C O M P E N S A T I O N

O W N E R - C O N T R O L L E D  P R O G R A M  S A V I N G S  W E R E  F R O M  C O N S T R U C T I O N  OF G E R O L D  
G E N T L E M E N  G E N E R A T I N G  S T A T I O N  . NO I D E A  OF V A L U E  OF P L A N T ;  PUT 
P A Y R O L L  WAS A P P R O X I M A T E L Y  U.S.' DLRS. 76 M I L L I O N .I

IF I C A N  BE OF F U R T H E R  A S S I S T A N C E ;  P L E A S E  CALL.

R E G A R D S ;
T . ,*;.»! CC IN

W Y I N T S F 6 7 7 035 
♦
D E P T  A D M  JNU 
M M M M M V
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Hr. Ira Peer, Deputy Risk Manager 

State of Alaska 
Dcpc. of Administration 

Division of Rir.k Management 
Juneau, Alaska 99811

Dear Ira:

February A, 1983

Ebasco has been involved ip an advisory capacity with esaoy wrap-up 

programs especially in che utility industry in the construction of large 

power plants. All have produced savings in premiums and large pavings in
n Att* »* rtv-rt am A'mm ' ‘ ‘ --‘“•-j •* •- • -  ' .adxnrlnistrative expenses. V"

There have also been non-utility wrap-ups which are probably more 
meaningful to you. The Port Authority of RY & NJ usee a wrap-up on all 
their large projects and have had dramatic savings.

The Lincoln Tunnel project would have normally cost about $20,000,000 
in premiums. The final wrap-up cost was closer to $13,000,000.’ The Bus 
Terminal Project which is just being completed should save about 2-1/2 '
million dollars on nn estimated standard premium of 8 million.

The World Trade Center itself was under a wrap-up nbd produced savings 
of close to $10,000,000 on an estimated cost of $25,000,000.

. - • \ "tA f.* I ./H *11 r - 4 , I

Ihese savings do not reflect the addition savings that accrue from a 
more efficient and aimplier administration.

Sincerely,

’* '• , t '-d-» L 'rv'
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While ve bflve not based tho covicgu on construction eostr. wir
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F O R  J O H N  H A Y W O O D  
R I S K  M A N A G E R  
S T A T E  O F  A L A S K A

A C K N O W L E D G I N G  Y O U R  P H O N E  C A L L  A N D  I N Q U I R Y  A B O U T  C O N S T R U C T I O N  
P R O J E C T  O W N E R  C O N T R O L L E D  O R  W R A P - U P  P R O G R A M S .  I N  O U R  I N V E S T I G A T I O N  
O F  T H E  L A T E S T  P R O J E C T  WE  A R E  I N V O L V E D  I N ,  A  1 . 2  B I L L I O N ,  8  Y E A R  
C O N S T R U C T I O N  P R O J E C T  C O N S I S T I N G  O F  P H A S E  O N E  O F  F O U R  P H A S E S ,  WE 
F I N D :

1 )  W O R K E R S  C O M P E N S A T I O N  P R E M I U M S  A R E  A P P R O X I M A T E L Y  5 1  P C T .  O F  
T O T A L  P R E M I U M S P M  P O T H E R  S I M I L A R  P R O J E C T S  I N  A T L A N T A  5 6  P C T . ,  
B A L T I M O R E  5 1  P C T . ,  S A N  F R A N C I S C O  4 7  P C T .  A N D  W A S H I N G T O N  D . C .
6 6  P C T .

2 )  I N S U R A N C E  S A V I N G S  I N  H O U S T O N  P R O J E C T  S E E M  TO-  P E  A P P R O X I M A T E L Y  
1 . 9  P C T .  O F  T H E  T O T A L  P R O J E C T  C O S T .  O T H E R  S I M I L A R  P R O J E C T S
W E R E  S T A T E D  A S  A T L A N T A  2 . 8  P C T . ,  B A L T I M O R E  3 - 7 5  P C T . ,  S A N  
F R A N C I S C O  1 . 6  P C T .  A N D  W A S H I N G T O N  D . C .  1 . 0  P C T .

3 )  O V E R A L L  E S T I M A T E D  C O N S T R U C T I O N  C O S T S  A M D  T I M E  P E R I O D S

4 )  I N S U R A N C E  S A V I N G S  O N L Y  S M A L L  P A R T  O F  R E A S O N  F O R  W R A P - U P .  
W E  C O N S I D E R  F O L L O W I N G  E Q U A L L Y  I M P O R T A N T .

A V A I L A B I L I T Y  O F  H I G H  L I M I T S  A N D  C O N S I S T E N T  F O R M S • 
P R O F E S S I O N A L  L I A B I L I T Y  I N S U R A N C E  F I R S T  A N D  T H I R D  P A R T Y .  
E F F E C T I V E  S A F E T Y ,  P R O G R A M  T O  R E D U C E  A C C I D E N T S .
E L I M I N A T E S  D U P L I C A T I O N  O F  I N S U R A N C E  C O S T S .
A V O I D S  I N T E R C O M P A N Y  L I T I G A T I O N  B E T W E E N  I N S U R A N C E  C O M P A N I E S .  

Y O U R  2  P C T .  W O U L D  S E E M  T O  T R A C K .

C .  M .  B U R T O N  
C H A I R M A N
C O R R O O N  A N D  B L A C K ,  H O U S T O N

C C  M R .  J O H N  D R E W  
P R E S I D E N T
C O R R O O N  A N D  B L A C K  H O U S T O N

M R .  T .  V .  M O H L E ,  J R .  
E X E C U T I V E  V I C E  P R E S I D E N T  
C O R R O O N  A N D  B L A C K  H O U S T O N

A T L A N T A  
B A L T I M O R E  
S A N  F R A N C I S C O  
W A S H I N G T O N  
H O U S T O N

7 5 0  M I L L I O N  
5 0 6  M I L L I O N  
9 9 0  M I L L I O N  

4 . 7 6  B I L L I O N  
1 . 2  B I L L I O N

7  Y E A R S  
5  Y E A R S

1 0  Y E A R S
8  Y E / aR S  
8  Y E A R S

C O R R O O N  H O U

♦

D E P T  A D M  J N U
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February 7, 1983

Mr. John Haywood 
Director of Risk Management 
State of Alaska 
Department of Administration 
Division of Risk Management 
Pooch 3C"
Juneau, Alaska 99811

O W M R R - C O H T E O L L K D  WRAP-UP D5SUHAIICE P R O G R A M

Dear Mr. Haywood:

This letter is in response to your Telex of February 4, 1982.

In our opinion your wrap-up insurance cost savings of 1% of construction costs plus 1% in 
dividend* Is conservative. 11k; majority of available titcruturc on the subject quote a 
range of 2%-i% total cost savings. f

Baaed on our considerable pest experience and additional research, we can estimate the 
insurance coats and savings of the wrap-up vs. conventional contractor-supplied 
insurance. The various components of the insurance premium consist of the following 
percentages (approximate) of total insurance cost:

Coverage 

Workers’ Compensation

%  of Total

70%

Comprehensive General Liability 

Bunders’ Risk

20%

1 3 %

100%



Mr. John H a y w o o d - 2 - Fcbruary 7, 1983

The following reductions in p r e m i u m  can be expected utilizing a wrap-up program:

Tfarfcgm* Cor:̂ ygyrctka

Factor
\

Elimination of tbe contractor mark-up 
insurance premiums

Reduction in insurance company expense loading

Reduction in Ices ratio via an improved 
safety program

Total Change

C hange 

- 6 %

- 6 %  

- 1 5 %

-27%

CcaBprcjjgadye Gsacanal L&aMHty %
■ i •••

Foctor

Elimination of the contractor mark-up oa 
insurance premiums

Premium savings arising from the volume 
purchase

Differential effects of market conditions 
on premiums by combining with workers* compensation
Potential effect of safety program on 
premiums and absorbed losses

Reduction in insurance company expense 

Total Change

DriMgrrf Bisfe

Factor

Elimination of tlm contractor mark-up 
on Insurance premiums

Premium savings arising from the volume 
purchase

Differential effects of market conditions 
on premiums by combining with workers' compensation 
and liability

Reduction in insurance company expenses 

Total Change

W a rre n , 62c\fcfcsf> a  £ r2 3 Sa , te c .

Change

- 7%

-15%

-10%

-12%

-10%

-54%

Change

- 5 %



Mr. John Haywood - 3 - Pebraary 7t. 1933

Total Pezise.'e

%  of Total
%  Change 
of Total

T akers’ Compensation 70% -27% -18.9%

Comprehensive General Liability 20% -54% -10.8%

Builders’ Risk 10% -38% - 3.6%

Total Wrap-Up ikiving3 -33.3%

Based on the assumption that a conventional insurance program cost represents 6% of 
total construction cxwts wc can quantify wrap-ip prc^rom savings cm a $100 million 
project as follows:

Coverage

Workers' Com pensa ticm 

Comprehensive General Liability 

Builders’ Risk

Ocnvcstkinal Program

% of Total

70%

2 0 %

10%

100%

Covered

Pi'pRp-Up Program

Conventional 
Program Premium

Workers’ Compensation $4,200,000

Comprehcusive General Liability 1,200,030 

Builders' Risk 600,000

17iup-up 
B&vinffa (%)

17.0%

M . 0 %

56.0%

33.3%

Premium

$4,200,000

1,200,000

600,000

$6,000,000

Dollar
Savings

$1,134,000

648.000

216.000

$1,990,000$6,000,000

The $l.S9fl million savings outlined above compares favorably with the 2% savings you 
have projected. However, it doc3 not include cash-flovr advantages or investment 
income, which will increase the wrap-up savings substantially.

Please call me if you have any questions or if wc can l>e of further service.

a *

L, GrifiUi, 
Senior Consultant

VTesrcn, ffictMsb a CrKJa, toe.



Arizona Public Service Company
D r\ ony Tvr-v/i » cwvrwi'r I n>7rvij i a'/vvcP 0  B O X  • P H O c N I X  A R I Z O N A  &5S36

February 7, 1983

T E L E C 0 P Y

Mr. John Haywood 
Risk Manager 
S ta te  o f  Alaska 
Juneau Alaska

Dear Mr. Haywood:

RE OWNER CONTROLLED INSURANCE PROGRAMS

Arizona P ub lic  S e rv ice  Company has and is using Owner Controlled 
Insurance Programs (0CP) on several major projects over the last ten 
years. The use of wnp-up programs have been exceedingly successful and 
cost beneficial to APS and our customers in reducing the capital cost of 
the project.

An' OOP"requires"^cbrefuT a'cfnihistration' ahd auditing, as we"11‘as 'the" 
control of ti*e overall safety and loss prevention effort for a successful 
construction project. A program properly designed and addressed in the 
contractual agreements will return 30 to 50 percent of the Insurance/ 
premium to the project owner. That return 1n addition to the cash flow 
^benefits available under such a unified insurance approach makes an OCP 
a very viable option on all major construction projects.

Verv t.ml v vnnrc.

I
Manager, Risk 
Management Services

/dd

cc: J, Mullen
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D E P T  A D M J N U .
4 - 0 4 6 7 1 5 S 0 3 8  0 2 / 0 7 / 8 3  '  , .  !
I C S  I P M M T Z Z  C S P  

2 1 5 8 3 6 1 4 0 0  T D M T  P H I L A D E L P H I A  P A  1 7 6  0 2 - 0 7  0 5 3 0 P  E S T  
P M S  S T A T E  O F  A L A S K A *  T L X  0 9 9 4 6 3 0 8  
A T T N  I R A  J  P E E R  
D E P U T Y  R I S K  M A N A G E R  

J U N E A U . . .  A K  ‘ ' .
I N S U R A N C E  P R E M I U M S  A N D  R E L A T E D  M A N A G E M E N T  S E R V I C E S  T Y P I C A L L Y  R U N  3  T O  *> 
1 0  P E R C E N T  O F  T O T A L  C O N S T R U C T I O N  P R O J E C T  C O S T S  I F  C O N V E N T I O N A L  /  
P R O G R A M S  A R E  U S E D .  V R A P  U P  C O S T S  A ^ E  I N  F O U R  T O  S I X  P E R C E N T  R A N G E  ON 
T H E S E  P R O J E C T S .  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  M A K E S  U P  5 0  T O  6 0  P E R C E N T  
O F  T O T A L  P R O G R A M  C O S T .  A S S U M P T I O N  T H A T  N E T  S A V I N G S  B E C A U S E  O F  V R A P  U P  
U S E  W I L L  E Q U A L  T W O  P E R C E N T  O F  O V E R A L L  P R O J E C T  S E E M S  T O  B E  V E R Y  
C O N S E R V A T I V E .  B A L T I M O R E  M T A  S A V I N G  I S  6  P E R C E N T .  }

.................................. • •  ? l  ’* i l  i i i

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  F R O J E C T S  I N V O L V I N G  R O C K  T U N N E L I N G *  
U N D E R W A T E R  W O R K ,  A N D  C O M P R E S S E D  A I R  C O N S T R U C T I O N  C O N D I T I O N S  W I L L  B E  
R A T E D  S A M E  A S  T R A N S I T  P R O J E C T S  E Y  I N S U R A N C E  C O M P A N I E S .  A R G U M E N T  T H A T /  
T H I S  I S  D I F F E R E N T  F R O M  T R A N S I T  I S  N O T  A C C E P T E D  B Y  I N S U R A N C E * " '  '

U N D E R W R I T E R S .  T H E Y  D O N ' T  C A R E  W H E T H E R  T U N N E L  I S ' '  T O  C A R R Y  W A T E R *  
- P O W E R L I N . e s *  S E W E R A G E *  A U T O S  o p  T R A N S I T  C A R S  • I T  I S  T H E  S A M E ' S E T  OF*  

C O N S T R U C T I O N  H A Z A R D S  F O R  A L L .

H E R E  A R E  S P E C I F I C S  O N  F O U R  R E C E N T  M A J O R  P U E L I C  C O N S T R U C T I O N  P R O J E C T S *  
A L L  I N V O L V I N G  H E A V Y  U N D E R G R O U N D  W O R K .

P R O J E C T C O N V E N T ’ L W R A P  U P S A V I N G S  I
S  A N  F R A N C I S C O 4 6 .  3 2 9 . 8 ' 3 5 . 6
W A S H I N G T O N 9 8 .  4 6 2 .  2 6 0 .  0
A T L A N T A 6 1 . 3 3 9 .  9 3 4 .  9
B A L T I M O R E 4 6 .  0 2 7  .  5 4 0 .  2

( S M I L L  I O N S )

J I M  B A R R E T T  
. C R E S H E I M  

P H I L A D E L P H I A

1 7 5 1  E S T

I P M A F U B  A H G

*' 3  0  5  P
A
D E P T  ADM J N U



224 Soulh IO81I1 Avenue 
Poul OMice E1o< 3330
Omaha. NebrasVa 68103 
Telephone (-102) 691-2100

PjpcSaiiic Compan/
N<?w Natural  G a s  (or A m e r ic a

February 10, 1983

Mr. Ira Peer

Deputy Director

Division of Risk Management

Pouch "C" State Office Building

Juno, Alaska 9 9 8 1 J

Dear Ira:

We are telecopying you the information you requested on April 9, 1983. 

Hopefully, it will provide you with enough information that will lie 

helpful in support of the Owner Control led Insurance concept.

I found our conversation to he extremely interesting, and if 1 can 

provide any further assistance, please let me know.

Sinecrcly,

j Dick C. E. Davis, Manager 

\  General services/Insurant
S . /

NORTIIJiRN BORDIiR PIPIil.fNK COMPANY

General 3 c rvi ccs / J. nsu ra n cc Department

hkp

attachment

Norltium Plains Natural Gas Company, Managing Paunnr 
Norlhwcst Border Pipeline Company r  Pan Border Gnu Company 
Ttanr,Canada Bordet PipoLinu » Ui.led Mid-Continent Pipolino Company



. Northern Border Pipeline Company 

Owner Controlled Insurance Program (OCIP) 

Pact Sheet

The Northern Border Pipeline is the eastern U. S. leg of the Alaska Natural Gas Transportation System. 
The 42-inch diameter pipeline was recently completed, extending across five (5) north central states —  

from Port of Morgan, Montana to Ventura, Iowa. One of the largest pipeline construction projects in 
U. S. history is now in operation.

The insurance coverage on the 823-mile, SI.3 billion Northern Border Pipeline included over 5,000 

employees, 40 contractors and subcontractors, nine different construction spreads, three major river 
crossings, and all the related support facilities.

Northern Plains is the managing partner for Northern Border. The Northern Plains Insurance Department 

nas been responsibile for developing and managing the OCIP for the Northern Border construction 

project. Northern Plains lias assembled an insurance staff where present and past experience has been 

involved in the proposal development, broker services, and/or management services ror five major OCIPs 
including po»er plants, pipeline, and building construction. All projects have been financially 

successful to date and represents over 13.5 billion in total project costs. Northern Border results 
are present below:

0 $1.3 billion —  (total project cost)

Pre-construction, construction, and procurement costs are included in the total project cost. 

Specific construction-related costs are not yet available, however, it is estimated that 
construction-related costs arc approximately 25% of the total.

* 10.4 million —  (contractor's insurance cost)

Northern Border provided contract language that. . -nobler! cost anal vs in prior to the awarding of 
contracts.

1 13.4 mi 11 ion -- (Northern Border initial cost)

North Dakota has a state w o r k e r s’ compensation fund which is Included in this initial cost. A 

state fund is a guaranteed insurance cost that dues not allow the owner to p a rt icipate in the 
savings from a safety program.

8 13.8 mil lion —  (Northern Border OCIP cost)

This dollar figure e x c l u d e s  North Dakota premium and represents c maxi mu m  amount that c ould be 

returned to the owner for a good safety program.

4 51.4 million i - (Northern Border safety returns)

Northern Border's pipeline construction had an approximate 30% reduction of the national avc age 

for lost workday cases. The pipeline constri ction (including “water and sewer lines) nvr ge 

incidence rate of list workday cases (frequency) according to the National Safety Counr 1 
statistics in 1901 was 5.61 while Northern Border's is currently 2.93.

Ihe Northern Border OCIP basically provides three types of insurance: Workers' Compensation, which 

provides coverage or medical, temporary and/or permanent disability nnd death benefits to survivors; 

Comprehensive General Liability (CGL), which is protection against third party claims for bodily injury 
and property damage; and Longshoreman's Insurance, which is protection for employees that work on 

navigable waters that are subject to the Longshoreman's Acl (a federal act which provides for worker's 

benefits), the Longshoreman's Insurance is needed during river crossing consLruction.



COMMENTS FROM THE OWNERS AND THEIR INSURANCE COMPANIES RE; ALYESKA P IPELIN E WRAP UP



THE STANDARD OIL C O M P A N Y
MIDLAND BUILDING. CLEVELAND. OHIO A4115

PLEASE TELECOPY THE FOLLOWING

TELEPHONE: (2161 575-4141
TELECOPY NUMBER 907-465-2563

February 9, 1983

Mr. Ira Peer 

Deputy Risk Manager 

State of Alaska 

Juneau, Alaska

Dear Mr. Peer:

This is in response to your request that I submit my comments and opinion 

concerning the use of an Owner Controlled (wrap up) Insurance Program for the 

construction phase of the Trans Alaska Pipeline System (TAPS).

As explained to you, I am firmly convinced that the decision to implement 
an Owner Controlled Insurance Program (O.C.I.P.) for the construction phase of 

the TAPS project was a correct one. The O.C.I.P. involved three types of 

risks - Workers' Compensation, General Liability, and Builders Risk. My 

comments here arc directed to the Workers' Compensation program. The decision 

to control workers' compensation costs through an O.C.I.P. was a sound one for 

the following reasons:

1. All construction contracts were on a "cost plus" basis. If fin O.C.I.P. 

had not been used the thousands of contractors working on the project 

would have had to arrange for their own workers' compensation coverage and 

the TAPS owners through Alyeska would have had to separately monitor and 

audit each contractors' coverage and claims. This would have created a 

completely unmanageable situation.

2. It is extremely doubtful that fill of the individual contractors working on 

the project would have been able to arrange workers' compensation 

insurance because of the high benefits in Alaska and the unwillingness of 

insurers to underwrite guaranteed cost coverage at the then existing 

Alaska manual rates for a project the size of the TAPS project.

3. Although the workers' compensation claims costs generated from the 

construction phase were quite high., T. am satisfied that these costs would

have been dramatically higher if the contractors had arranged their own

insurance (assuming that they would have been able to do so). The retro
plar employed in the O.C.I.P. had a very low basic premium factor to cover

the insurer's expenses and small profit. No individual insurer for a 

contractor would have been willing to offer a comparable plan.
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4. The control of the contractor employees' claims by Alyeska and the single 

insurer was also of critical importance. Had multiple insurers been 

involved in the claims handling, there would have been no continuity in 
the claims handling procedures, and the ultimate costs would have been 

substantially higher.

5. During the course of c.ontruction of TAPS, Alyeska had a number of common 

law suits filed against it by injured contractor's employees. The fact 

that Alyeska was controlling both workers' compensation and the first

$1 million of liability risks for all contractors under an O.C.I.P. was 

significant in minimizing Alyeska's liability claims costs.

In summary, the use of an Owner Controlled Insurance Program for any major 

construction project is essential in order to minimize insurance and claims 

costs, and maximize control of claims and losses.

Very truly your

T. E. Dougl.uifr

Director, Insurance & Risk Management

TED:ams

18151
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D E P T  A  DU J N U

a r c o  p l a z a  l s a

M S G  N B R  0 1 7 0 2 - 1 0 - 8 3 1210 HRS

M R .  I R A  P E E R
D E P U T Y  I N S U R A N C E  M A N A G E R  
S T A T E  C P  A L A S K A  
A N C H O R A G E ,  A L A S K A

C C :  D A V I D  F .  H A R P O U R
G O V E R N M E N T  R E L A T I O N S  
A T L A N T I C  R I C H F I E L D  C O M P A N Y  
A N C H O R A G E ,  A L A S K A  ( A N D - 1 0 0 3 )

I N  C O N F I R M A T I O N  O F  Y E S T E R D A Y ' S  T E L E P H O N E  C O N V E R S A T I O N ,  I W I S H  T O  
A F F I R M  T H A T  A T L A N T I C  R I C H F I E L D  C O M P A N Y  WAS V E R Y  P L E A S E D  W I T H  T H E  
O W N E R  P R O V I D E D  I N S U R A N C E  P R O G R A M  C O V E R I N G  T H E  C O N S T R U C T I O N  O F  
T R A N S  A L A S K A  P I P E L I N E  S Y S T E M .  S O M E  O F  T H E  B U S I N E S S ' S  n E M E F I T S  
A R E  A S  F O L L O W S :

1 .  P R I O R  T O  C O N S T R U C T I O N  T H E R E  W E R E  M A N Y  U N K N O W N S ,  T H E R E F O R E  
L I M I T E D  M A R K E T  C A P A C I T Y .

2 .  WE W E R E  A B L E  T O  C O N T R O L  I N S U R A N C E  C O S T .  I F  E A C H  C O N T R A C T O R  
P R O V I D E D  H I S  OWN I N S U R A N C E ,  WE W O U L D  H A V E  B E E N  S U B J E C T  T O  
R A T E  D E B I T  M O D I F I E R S  E X I S T I N G  A T  T H E  T I M E .  WE  A L S O  H A D  T H E  
B E N E F I T  O F  B U L K  P U R C H A S I N G .

3 -  WE W E R E  A B L E  T O  S T A N D A R D I Z E  T H E  A M O U N T  O F  I N S U R A N C E  I N  F O R C E ,  
O T H E R W I S E  I T  W O U L D  H A V E  B E E N  U N W I E L D Y -

i \.  WE E L I M I N A T E D  C R O S S  L I T I G A T I O N  A M O N G  C O N T R A C T O R S .
5 .  V E  W E R E  A B L E  T O  G E T  I N V O L V E D  I N  T H E  S A F E T Y  P R O G R A M S  O F  T H E



F E B R U A R Y  9, 1983»

T E L E X  TO: IRA P E E R
R I S K  M A N A G E M E N T  DEPT.
S T A T E  OF  A L A S K A
J U N E A U  , A L A S K A  *

R E T E L E C O N  ON W RA P- U P S ,  T H E  IMA G R O U P  OF C O M P A N I E S  F E EL S
• 1 1 *

S T R O N G L Y  TH A T W R A P - U P S  ARE A D E S I R A B L E  C A S U A L T Y  I N S U R A N C E  

O P T I O N  ON M A J O R  M J L T I - C O N T R A C T O R  PROJECTS. TO S U B S T A N T I A T E  

T H A T  PP051TI ON VE C A L L  A T T E N T I O N  TO THE A L E Y E S K A  P R O J E C T  

V R A P - U P  WHICH WAS A V E R Y  E F F E C T I V E  AND E F F I C I E N T  M E A N S  OF 

I N S U R I N G  THAT E X T R E M E L Y  C O M P L I C A T E D  OP ERATION. I AM S U R E  

T H E  JOINT O W N E R S  W O U L D  S U P P O R T  T H A T  POSITION.

J O H N  C. M O R R I S O N  
I NA

I N A C O R P N Y  NYK 
♦ *

D E P T  ADM JNU



D E P T  A D M  JNU

P A P A  M I K E  S E A  
2 - 8 - 8 3  1 0 - 5 0

J O H N  H .  H A L E
P A C I F I C  M A R I N E  I N S U R A N C E  C O M P A N Y  
♦
D E P T  A D M J N U

P A P A  M I K E  S E A  
M

A T T N  J O H N  H A Y W O O D

F R O M  M E M O R Y  T H E R E  W E R E  I N  E X C E S S  O F  1 7 3 0 0  WC C L A I M S  O P E N E D  D U R I N G  
P R O J E C T  L I F E .  A S  O F  D E C .  7 9  O N L Y  A P P R O X  6 0 0  W E R E  S T I I . L  O P E N .  
T H I S  C O U L D  N O T  H A V E  B E E N  A C C O M P L I S H E D  W I T H  M U L T I P L E  E M P L O Y E R  
C O N D I T I O N S .  A L S O  T H E  P R O J E C T  I N C L U D E D  B I / P D  A S  W E L L  A S  WC A N D  
A U T O .  I T  W O U L D  H A V E  B E E N  AN I N D U S T R Y  N I G H T M A R E  O N  C O N V E N T I O N A L



COMPILATION OF 

CONTRACTOR AN!) SAFRTY RNG1NRHR 

STATOMRNTS ON WRAP-UP ADVANTAGES



A p ri l 6, 1982

Mr. J o h n  H a y w o o d  
R i s k  M a n a g e r  - D i v i s i o n  of 

R i s k  M a n a g e m e n t  
S t at e of A l a s k a  
P o u c h  C
Ju n e a u ,  A l a s k a  99811

■ -
Re: T y e e  L a k e  P r o j e c t  - O w n e r  W r a p - U p  / 

I n s u r a n c e  P r o g r a m

D e a r  John:

I ju s t w a n t e d  to w r i t e  yo u  to let y o u  k n o w  that we c o n­
sid e r  the t r a n s i t i o n  to the W r a p - u p  I n s u r a n c e  P r o g r a m  
on the T y e e  Lake P r o j e c t  to have b e e n  a c c o m p l i s h e d  in a 
ve r y p r o f e s s i o n a l  mann er.  As you ar c aware, I e x p r e s s e d  
some c o n c e r n  at m a k i m  this t r a n s i t i o n  at the time it 
was sug ge st ed . M y c o n c e r n s  w i t h  r e s p e c t  to tlie a d e q u a c y   ̂
of c o v e r a g e s  and  o t h e r  p o t e n t i a l  d i f f i c u l t i e s  p r o v e d  to 
be u n f o u n u e d’wh i c h  J. a t t r i b u t e  to the e f f e c t i v e n e s s  of 
y o u r  o f L i c e .

We look forward to w o r k i n g  w i t h  yo u on this p r o j e c t  in 
t lie future and are c e r t a i n  t hat y o u r  d e c i s i o n  to p r o v ide 
the W r a p - u p  I n s u r a n c e  on this p r o j e c t  will  p r o v e  f i n a n c i a l l y  ' 
r e w a r d i n g  for the S t a t e  of Alaska.'

Y o u r s  very truly,

H A R R I S O N  W H S T H R N  C O R P O R A T I O N

. „ Ji dwa rd F . Michal i*k 
V' V i c e  P r e s i d e n t

E F M : c s



metro
Washington Metropoiitan Area Transit Authority

GOO Filth SlfOL’t, N.V/., Washington, D.C. 20001 

(202) 637-1234

A u g u s t  2 8 , 1981

M r .  J o h n  H a y w o o d  
D i v i s i o n  o f  R i s k  M a n a g e m e n t  
D e p o r t m e n t  o f  A d m i n i s t r a t i o n  
S t o t r >  o f  A l a s k a  
P o u c h  C
J u n e a n  , AK 9 9 8 1 1

R e :  S a f e t y  A w a r e n e s s  P r o g r a m

D e a r  M r .  H a y w o o d :

I am e n c l o s i n g  c o p i e s  o l  o u r  " S a f e t y  A w a r e n e s s  P r o g r a m "  a n d  s u p p o r t i v e  
i n f o r m a t i o n  a s  d i s c u s s e d  i n  o u r  t e l e p h o n e  c o n v e r s a t i o n  o f  A u g u s t  2 6 ,  1 9 8 1 .

O u r  i n s u r a n c e  c o v e r a g e  i s  a  l o s s  r e s p o n s i v e  w r a p - u p  p o l l c y ' a n d  w e  a r c  
a b l e  t o  c o n f i r m  t h e  c o n t r a c t o r s  r e p o r t i n g  d o c u m e n t a t i o n  b y  r e v i e w  o f  o u r  
l o s s  r u n s  a t  t h e  c l o s e  o f  t h e  c o n t r a c t .

f o .  t h e  p r o g r a m  t o  h e  e f f e c t i v e  a  b a s e  i n c i d e n c e  r a t e  m u s t  b e  e s t a b l i s h e d  
f o r  e a c h  t y p e  o l  c o n s t r u c t i o n .  T h r u  J u l y  o u r  c o n t r a c t o r s  h a v e  w o r k e d  a  t o t a l  
o f  8 3 , 3 2 9 , 2 9 6  m an  -  h o u r s ,  w e  b r e a k  d o w n  t h e  m an  -  h o u r s  t o  t y p e  o f  c o n s t r u c ­
t i o n  a n d  a c c i d e n t  e x p e r i e n c e ,  t h e n  e s t a b l i s h  a n  i n c i d e n c e  r a t e  f o r  e a c h  n e w  
c o n t r a c t .

T o  d a t e  o u r  p r o g r a m  h a s  a s s i s t e d  w i t h  a  s i z e a b l e  r e d u c t i o n  i n  o u r  l o s t )  
w o r k d a y  c a s  mi a n d  i n s u r a n c e  c o s t s ,  r

* :'.U. '* «vk... . . . - .•>■> 1

I f  I c a n  b e  o f  f u r t h e r  a s s i s t a n c e ,  p l e a s e  c o n t a c t  m e .

S i n e e r e  1y ,

S a f e t y  E n g i n e e r  
O f f i c e  o f  D e s i g n  a n d  C o n s t r u c t i o n "1

A PUBLIC TRANSPORTATION PARTNERS! IIP O f  11 IE DISTRICT OF COLUMBIA. MARYLAND AND VIRGINIA



COMMENTS BY THOMAS J. LASKOWSKI

In coord ina t ed  i nsurance  programs (wrap-ups)  a s a f e t y  program a t t empt s  to 
e s t a b l i s h  a c o n s i s t e n t ^  system-wide approach.  Usual ly  the  c o n s o l i d a t i o n  of  
premium d o l l a r s  in a l a rge  program provides  t he  needed budget  f o r  a broad ,  
e f f e c t i v e  program.

My exper i ence  wi th t h i s  type o f  .program extends  back approximate ly  30 
year s  on many l a r g e ,  m u l t i - m i l l i o n  d o l l a r  p r o j e c t s ,  i . e . ,  New York S t a t e  Power 
Author i ty  Cons t ruc t ion  Program, New York; The Bay Area T r a n s i t  System, C a l i f o rn  
The O r o v i l l e  Dam, C a l i f o r n i a ;  and the  ARMCO Republ ic S t e e l ,  i ron ore  p r o j e c t  
in Minnesota.  Some of  tjjesfc p r o j e c t s  were owner-sponsored;  o t he r s  were prime, 
c o n t r a c t o r - s p o n s o r e d .  'Each p r o j e c t  was s ucces s fu l  from a s a f e t y  s t a n d p o i n t .  
Most f i n i s h e d  ahead of  schedule  and,  f o r  the most p a r t ,  l a b o r  r e l a t i o n s  were 
above par  wi th no work stoppage due to  s a f e t y - o r i e n t e d  problems.

Thomas J .  Laskowski ,  Safe ty  Consul t an t

JH/ je
5/0207-02/RM1



Construction .'lationalSafety Council

' W r a p - U p '  I n s u r a n c e  O f f e r s  A d v a n t a g e s  f o r  C o n s t r u c t i o n

During the  past 20  years, m ost c o n ­
struction insurance has b e e n  purchased  
by  the  owner, to  cover th e  owner, the  
general contractor,"and all su bcon trac ­
tors. This insurance plan assumes that 
the  owner,  m ore  than the  various c o n ­
tractors a n d  subcontractors,  has the  
greatest interest in the  costs of insur­
an ce  premiums, th e  oiderly processing 
of claims, sa le  working conditions an d  
accident prevention, and  public rela­
tions as affected  by claims an d  safety 
on the  project.

Under this plan the  general con trac­
tor an d  all subcontracto rs  are required 
to  b id  •. i thout requirem ents for 
purchasing certain specific insurance 
c o v e ra g e s .  However, the  o w n e r ’s 
safe ty  requirem ents  must be  spelled 
out in the  bidding d o c u m e n ts  so that 
safety com pliance and safety m a n ag e ­
m ent can b e  influenced. Ii)' bringing to 
a single insurance co m pan y  all the 
workers' co m pensa t ion  and  liability 
premiums on a partir ular projer l, the 
purchasing p o w er  of the  ow ner  is 
greatly en h a n c e d

W h en  separa te  insurance policies 
are underw rit ten  by different insurance 
com panies,  the  total premium lor 
higher limits ol liability coverage is Irag- 
m en ted .  W h ere  large limits a ie  re­
quired, combining premiums with on e  
insurance c o m p an y  achieves su bs tan ­
tial reduc.lic >n in premium costs.

An additional ad van tage  is th e ,  
gieater safety services whir h can be  
ob ta ined  from a single insurance 
co m pan y  handling all insurance lor the

Industrial Division 
Sets Meetings
The Industrial Division of the  Na­
tional Safety Council has s c h e d ­
uled tw o  meetings in Chicago 
(or the  ba lance of 19112. The Divi­
sion will m ee t  on  May 11-13 at 
the  Palmer H ouse  Hotel, and  on  
O c to b e r  1G-1R at th e  Conrad 
Hilton Hotel. The 13 standing 
co m m it tees  will m eet at these  
limes.

M em bers of the  Industrial Di­
vision will receive further infor­
mation by  mail. ■

entire project.  W h en  th e  entire project 
is in he  hands  of o n e  insurance c o m ­
pany, a regular claim and  investigation 
p rocedure  can h e  inaugurated at the  
ou tse t  a n d  followed throughout the  
job, with o n e  or tw o  p eop le  becom ing 
familiar with the  work an d  the  claim as­
signments.

The sam e thing is true of safety engi­
neering. In m any instances th e  premi­
um  genera ted  by  som e of the  smaller 
subcontractors  will not b e  sufficient to 
p ro m a te  m uch engineering in terest on 
th e  part of each insurance com pany. 
W h e ie  the insurances are com bined  
with on e  company, the ow ner 's  insur­
an ce  representative can m ake certain 
tha t there is an orderly safety program 
tha t has the  ow ner 's  unqualified su p ­
port, an d  tha t is applicable to  all u'ork 
at  the  site. Under these  circumstances/ 
o n e  safety and  loss engineer w o u ld  be  
assigned to  the  project an d  w ould  he  
required to  give it as m uch time as 
necessary.

The ow ner 's  vital interest in the  
public relations aspects  of job safely is 
perhaps best dram atized  by the  col­
lapse of o n e  of th e  t o r n  role floors at 
New York's Coliseum w h en  it was 
under construction several years ago.

[ve ryon e  rem em bers this ca tas trophe  
at the  Coliseum, yet hardly a n y o n e  can 
rem em b er  th e  nam e of the  contractors.

The insurance an d  safety program 
should  h e  effected  by  the  owner, in 
coopera t ion  with the  general co n trac ­
tor, for the  benefit  of the  o w n er  an d  all 
pe rsonnel engaged  in th e  work.

Although th e  insurance coverage 
piem ium s under  a w rap-up  program 
are paid directly by th e  owner, this in 
no  w ay  relieves a con trac to r  from acci­
d e n t  experience - responsibility. The 
co n trac to r’s accident experience on  
th e  project will still b e  reflected in his 
Experience Modification Factor (EMF) 
for tb e  s ta te  in which the project takes 
place. The EMF will b e  used to  d e te r ­
mine his w orker’s com pen sa t io n  insur­
an ce  prem ium s for that s ta te  on  future 
projects for a period of of three  years. 
Ilis liability accident experience  is also 
rev iew ed by his o w n  insurance c o m p a ­
ny  in de te im inm g future prem ium  
rati-s. It is therefore still in the  co n tra c ­
tor's best interests Ineffective!} con tr i­
b u te  to  an d  co o p e ra te  with the  pro- 
jec t ’s safety  program  efforts..

—Stephen I. Perron 
Johnson a n d  / tiffins 

New York, N. Y.

Safety Cost Problem: W hat's Your Answer?
The president of your com pany, AIM Construe tion Co.. returns you- salelv 
statistics and  asks, "I low d o  our mpiry costs co m pare  with XY1 Construction 
Co. a n d  with th e  OSHA industrial a v e r a g e r  W hat is your an sw erf  

I lere are your data.

(lutes pci 2 0 0 , 0 0 0  Wnrlc H oc u s

U.S.
ADC XYZ A verage

Fatality Cases 03 01 .008
lo s t  Workdays (Away) Cases G.5 .4 3 7
I ost Workdays (Restricted) Cases 1 1 0 3
More Than first Aid Cases 9 1 5.0 4.7

Total Recordable) C ases 15.7 G.4 8.7
Number of Lost Workdays (Away) 1 10 15 5G
Number of l ost W orkdays (Restricted) 5 40 9

Your answers should cover th e  costs of injuries as a p ercen tage of the  U.S.
average for b o th  AfJC Co. an d  XY7, Co., assuming the  U.S. average is 100%. You 
should also indicate the  total cost of injuries, expressed  as a dollar figure per 
2 0 0 ,0 0 0  work hours.

Send your answers to  th e  new slet ter  ed itor at the  address in th e  box on 
page  2. W e will publish your answers and  credit the  sourc e  as you  wish,

—G eorge Yousko 
Newsletter [Jitor

0 Printed in U.S.A. Stock No. 112.03-08



M I L L I O N  DOLLAR C H E C K — L c l a n d  J. H o a g l a n d ,  i n s u r a n c e  d i r e c t o r  f o r  T r an s i t  I n s u r ­
a n c e  A dm i n i s t r a t o r s ;  W i l l i a m  M .  Re ed y ,  v i c e  p r e s i d e n t  o f  BART; a n d  T h o m a s  J. 
l a s k n o w s k i ,  s a f e l y  a n d  c l a i m s  s u p e r v i s o r  f or  T IA  a s s e m b l e  (left l o  r i gh t )  fo r  the p r e ­
s e n t a t i o n  o f  a $1,302,120 che ck p r e s e n t e d  r e c e n t l y  l o  BART b y  F i r em a n ' s  F u n d  
A m e r i c a n  I n s u r a n c e  C o m p a n i e s  a n d  A rg o t  n u t  I n s u r a n c e  C o m p a n y .  IT o I d i n g; tho 
c h e ck  a r e  Lynn  B ro u ca r e l ,  l ef t ,  of  F i r ema n ' s  F u n d ,  a n d  C a r o l  B u r k c l  o f  BART .  T r a n ­
si t I n s u r a n c e  A dm i n i s t r a t o r s  m a n a g e s  BAFT's i n s u r a n c e  a n d  s a f e l y  p r o g r a m s .
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ANSWER:

QUESTION:

ANSWER:

QUESTION:

ANSWER:

QUESTION:

ANSWER:

QUESTION: Why did the State prov ide  i n su ran ce for both the State and the 

contractoi'S on the Tyee Lake H yd ro e l e c t r i c  Project?

The main reason was the savings to the State in a period of time 

in w hi c h  de c r e a s ed  revenue pro jec tio ns and i n c r eas ed costs of 

running g o v e r n m e n t  are bec o m i ng  a g r e at er  problem. The Tyee 

In surance P ro g r a m  cost 4.25 perc ent  of c o n s t r uc ti on  costs and 

if the losses are m a n ag ed  pr ope rl y will return a portion of  that 

to the State a ft er the com pl et i o n  of  construction.

Who has the g r ea t e s t  interest in the pro jec t?

The o wne r ra th e r  than the various cont rac tor s has the greates t 

interest in costs; safe w o r k i n g  conditions; cla ims  processing; 

c er tai nty  and u n i f or m i t y  of  i nsurance p ro t e c t io n to c over  in­

herent hazards o f  the project; and adverse p ubl ic  relations from 

poor claims and safe ty services.

Are these o w n e r  c on t r o l l e d  pr ograms legal?

Insurance o w n e r  c o n tr o l l e d  p rog ram s are ap pro ved  in 46 states, 

including D.C., and onl y four states mak e a d i s t i n c ti on  betwee n 

public and p ri vat e owners. T her e have been no successful legal 

challenges to an o w n e r  p r o v i d i n g i n s u ran ce for both the, ow ner  and 

c ontr act or h o w e v e r  t he re hav e been some states that have  passed 

p r o h ibi tiv e le g i s la ti o n  such as the State of Wa shi ngt on.  Some of 

tie problems of the W a s h i n g t o n  Public P ow er Supply S y s te m in 

c o n t rac tin g w i t h i n  budget s could be traced to the ina bil ity  to 

w r i t e  an o wn er  c o n t r o l l e d  program.

If the State w er e  p roh i b i t ed  from w r i t i n g  insurance to prot ect  both 

itself and the c on t rac tor s on these very large projects who w o ul d  

I) ?nef i t?

There w ould  be a b s o l u t e l y  no be ne f i t  to the State as its costs 

w o u l d  increase by two to three p er cen t ov e r  that nee ded  to p r o p e r l y  

prot ect  the project. Most of the Ala ska  agents and b r oke rs and 

m em ber s of the Ala sk a General Cont rac tor s w o u l d  also de riv e no 

be nefi t since the large c on tr a c t or  or joint vent ure  w o u l d  p r ovi de 

th eir  own c o n t r a c t o r  c ont r o ll ed  insurance. The only  clear be nefits 

w o u l d  be to the Board of Directors of the six or e igh t large out 

side co nst r u c ti on  compa nie s w h o  w ou ld  be the general c on tra cto rs 

and also provid e the insurance.
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QUESTION: D o e s n ' t  t h e  owner  c o n t r o l l e d  program expos e  t h e  S t a t e  t o  more 
l i a b i l i t i e s  t ha n  i f  t h e  c o n t r a c t o r  c a r r i e d  i n s u r a n c e ?

No. The p r o j e c t s  t h e m s e l v e s  c r e a t e  t h e  l i a b i l i t y  e x p o s u r e .
The S a t e  and Al a s ka  Power A u t h o r i t y  a r e  b e s t  p r o t e c t e d  by 
p r o v i d i n g  a Ri sk  Management  program whi ch  g u a r a n t e e s  t h a t  t h e  
i n s u r a n c e  c ov e r a g e  i s  s u f f i c i e n t  t o  p r o t e c t  t h e  owner  and 
c o n t r a c t o r s .

How does t h e  S t a t e  s a ve  money?

1. Lower i n s u r a n c e  premiums
2. Reduced l e g a l  e x p e n s e s
3. Ea r n i ngs  on r e s e r v e  funds
4.  Reduced a c c i d e n t s  t h r o u g h  c e n t r a l  s a f e t y  programs
5.  Reduced c o s t  o f  change  o r d e r s

I s n ' t  i t  unusua l  f o r  t h e  owner  t o  p r o v i d e  i n s u r a n c e  t o  p r o t e c t
t h e  owner  and t h e  c o n t r a c t o r ?

No. S i n c e  World War I I  most  o f  t h e  l a r g e  ( o v e r  50 m i l l i o n )  
c o n s t r u c t i o n  p r o j e c t s  have  been h a n d l e d  by owner  c o n t r o l l e d  
p r o g r a m s .

Why do owner  c o n t r o l l e d  programs  g i v e  b e t t e r  p r o t e c t i o n ?

One i n s u r a n c e  p rogram p r o v i d e s  b l a n k e t  c o v e r a g e  f o r  l o s s e s  
w h e t h e r  c a us e d  by t h e  a r c h i t e c t ,  t h e  e n g i n e e r ,  t he  c o n t r a c t o r ,  
o r  t h e  o w n e r ' s  r e p r e s e n t a t i v e .  There  i s  no r e q u i r e m e n t  t o  sue 
t h e  o t h e r  p a r t y  t o  o b t a i n  i n s u r a n c e  c o v e r a g e .

Why d o n ' t  you have  tho c o n t r a c t o r  p r o v i d e  i n s u r a n c e  c o v e r a g e ?

The owner  c a n n o t  g u a r a n t e e  t h a t  t h e  p r o p e r  c o v e r a g e  i s  m a i n t a i n e d  
w i t h  f i n a n c i a l l y  r e s p o n s i b l e  i n s u r e r s  d u r i n g  t h e  c o n s t r u c t i o n  
p e r i o d .  I f  a l o s s  o c c u r s  2,  3,  o r  5 y e a r s  a f t e r  c o n s t r u c t i o n ,  
t he  owner  has  no way t o  make s u r e  c o n t r a c t o r  c o mp l e t e d  o p e r a t i o n s  
c o v e r a g e  i s  i n  p l a c e .  To make t h i n g s  more d i f f i c u l t ,  n e i t h e r  
t h e  c o n t r a c t o r  o r  h i s  i n s u r a n c e  company has  any i n c e n t i v e  t o  
r e s o l v e  t h e  l o s s .

Won' t  t h e  Al aska  c o n t r a c t o r  be p e n a l i z e d  f o r  h a v i n g  a good 
s a f e t y  r e c o r d ?

No. The c e n t r a l i z e d  s a f e t y  pr ogram s h o u l d  r ed u c e  l e s t - t i m e  
a c c i d e n t s  which would enha nce  t h e  c o n t r a c t o r ' s  e x p e r i e n c e  
m o d i f i c a t i o n  f o r  a l l  j o b s .

D o e s n ' t  t h i s  p rogram d i s c r i m i n a t e  a g a i n s t  t h e  Al aska  c o n t r a c t o r ?

Not a t  a l l .  Many s m a l l e r  Al a s ka  c o n t r a c t o r s  s i m p l y  c o u l d  n o t  
o b t a i n  t ho  b r oad  c o v e r a g e  and h i gh  l i m i t s  r e q u i r e d .  Thi s  
program p e r m i t s  them t o  p a r t i c i p a t e .



QUESTION: Have there been any studies of the benefits of owner controlled
insurance and why i t  works?

ANSWER: The Federal Government in a report for the U.S. Department of
Transportation in June, 1979 studied four major transit authority 
owner controlled programs. They referred to the programs as 
coordinated insurance programs or CIP. The following statements 
are from that report:

^Projects larger than the f i f ty  to sixty million dollar range 
should be handled through CIP because of the human and financial 
cost savings.

*In considering savings with one CIP about 60 percent was due 
to purchasing power and 40 percent to eliminating tiers of 
acquisition expense (commissions) and administrative 
costs.

*0wners interviewed noted that with conventional insurance, 
contractors put the estimated premium into their bid price 
and then mark it  up 20 percent.

*In comparing claims handling the quick comparative answer 
on conventional versus CIP programs is that CIP's are better.

*The main distinction from conventional insurance is cost. 
Dramatic cost savings have been achieved and are anticiuated 
by use of CIP.

*The numbers toll a very convincing story. For large trans­
portation construction projects, coordinated insurance programs 
are the way to go.



Wrapping Up B ig Construction Projects*
Wrap-up insurance, an idea that first was popular in 

the late 1940s and early 1950s, is again proving attrac­
tive to owners of some of today's most imposing con­
struction ventures.
Hospitals, svnfuel projects, shopping malls, office 

towers, industrial facilities— even gambling casinos—  
have all found "wrap-up" ideal for their purposes.
Wrap-up insurance combines key units of construc­

tion coverage, such as workers’ compensation, genera! 
liability and builder’s risk, into a single package placed 
and financed by the project owner. The general contrac­
tor and subcontractors are thus relieved of the necessity 
to buy required insurances for that particular project.
When first developed, wrap-up i ranee-appealed to

owners because they realized they were paying for con­
tractors’ coverages in any case (since these -costs were 
part of the construction companies' bids). The idea of 
marketing a coordinated program to a single under­
writer made practical sense.

Because of the larger dollars involved, the owners ob­
tained reduced premium rates and better co 'erages and 
the underwriter, who got more dollars to work with, 
could afford to give the owrar more services.

Wrap-up insurance hit a lull in the'early u)?0s when 
construction activity declined and underwriters became 
indifferent to Ihe coverage due to economic conditions.

In 1974, however, many states passed enabling legis­
lation that revitalized the wrap-up concept. These laws 
allowed IJie combination of several construction pre­
miums to be viewed as a group premium for discount 
and retrospective raling purposes. Prior to this, each 
premium had been viewed individually.

Knsuing activity in office construction, trade centers 
and other large projects caused "wrap-up" to return in 
style. Owners of those projects valued at a construction 
cost of $25 million (minimum) in suburban areas, and 
$50 million (minimum) in urban centers were tire first 
buyers.
The owners achieve five key benefits:
• A  coordinated loss control and claims handling 
program that applies to all uiork at the site. 
Each party in the construction project is 
thoroughly familiarized with the loss control pro­
gram and agrees to support it. With the owner's

* I his .illicit! iippo. red in the Sprmi; I vsC edi t ion o'. Pri \iW Opinion, 
p.itilbtu-J gu-Wiily t>> Jotlinsi.it X  Higgins. v J  Li rip mic-t >.;th it.;

unqualified support, the single, well-structured 
safety program usually reduces the ultimate pro­
ject cost. The coordinated claims program allows a 
uniform approach to claims handling. This, in turn, 
reduces intercompany insurance disputes and 
cuslly subrogation, and results in rapid and satis­
factory claim settlements. Uniformity and reduced 
claims costs also contribute to sound relationships 
among all parties lo the project, 

o Concurrent and uniform coverage for the 
owner, contractor and all subcontractors. The 
greatly reduced administrative requirements of the 
insurance program also cuts costs, 

o Improved public image. The owner, who will-be 
identified with the site for many years, is seen by 
the public as the one responsible lot prevention of 
serious injury or damages. The contractor or sub­
contractor is less visible. The combination of an 
effective safety program and a responsive claims 
procedure that yields fair and equitable settle­
ments avoids adverse publicity. Centralized com­
munication with media by one insurance company 
in case of an incident avoids tbe problem of sev­
eral underwriters seeking to lay financial responsi- 

. bility on each other.
o Contractor involvement, oince wrap-up makes 

insurance available to all approved contractors, 
those who might not otherwise be able to secure 
insurance are covered automatically. This helps 
promote Lhe use ot minority contractors on major 
projects.

o Reduced cost. Mass buying from one underwriter 
gives the owner leverage with insurance com­
panies. A combination of safety, claims control 
and mass buying often produces significantly 
lower costs.

Keys to the cost efficiency of wrap-up insurance are 
both the safety program and the rating plan developed 
by the insurance broker and accepted by the under­
writer, Because there is a substantial premium to be 
plated with one underwriter, the broker can design a 
variety of premium tunning mechanisms.

Wrap-up insurance is a time-tested construction 
covcrag ■ concept. It is having a well-deserved revival, 
not only for its convenience and efficiencies, but also tor 
its >ader advantages— building protection lot human



EXTRACTS FROM 1972 ADDRESS TO ATLANTA TRANSIT AUTHORITY BOARD 
PURSUANT TO DECISION TO WRAP-UP PROJECT

ADVANTAGES OF WRAP-UP INSURANCE

Wrap-up insurance produces lesser premium costs than traditional insurance. 
Savings of 50% or more can be realized. There are many reasons why wrap-up 
produces lower cost. Let me enumerate a few, and not necessarily in the order 
oi importance.

1. Fewer accidents and safer place to work from one central program and 
one insurance company.

2. More realis tic  claims awards from prompt investigation and payment.

3. Elimination of coverage disputes which reduces litigation between
parties.

4. Broader coverage and uniform protection of all parties.

5. Catastrophe limits to protect both owner and contractor.

6. Lower insurar-.e costs from pooling of buying power.

7. Reduced administrative costs from one negotiated fee fo r  central
program.

8. Financial stability of insurers by owner selection.

DISADVANTAGES OF WRAP-UP INSURANCE

When discussing disadvantages, in fact you are talking about objections 
to wrap-up. Over the years, objections have been voiced primarily by the 
construction and the insurance industry.

1. Insurance brokers object because they are deprived of some of their 
income from their clients who are involved in wr. -up.

2. The contractor objects principally because dividends and refunds on 
the insurance redound to the benefit of the owner.

3. A contractor will contend that he has a lesser interest in safety; 
exactly the opposite has proven to be true. A soundly-conceived 
safety program under a wrap-up plan will minimize the number and 
severity of accidents.

4. The contractor will object because he will lose the benefit of his 
good experience. In fact, a safe job should improve his workmens' 
compensation experience, which would apply to other work as wMl.



j . The contractor will contend that he loses his right to select his 
own insurer. This is not peculiar to wrap-ups. Owners usually 
specify the forms and amount of insurance and reserve the right to 
approve the insurance company.

Leland Hoagland, Insurance Director 
BART
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14 Manchester Road 
Winchester, MA Ul890 
February 5, 1982

Mr. Richard Gallagher 
Manager/Chief Engineer 
Metro Rail Project 
6th Floor
Southern California Rapid 

Transit D is tr ic t  
42b South Main Street 
Los Angleles, CA 90013

Dear Mr. Gallagher:

It is a pleasure to provide you with the final report, insur­
ance Alternatives Analysis for Southern California Rapid Transit 
D istr ic t 's  Metro Rail Project Construction," as the deliverable 
under your audit number 2349. I have incorporated comments from 
you, your staff, Mr. Pollack and Dr. Dyer.

I believe that the value and applicability of this analysis 
has been greatly enhanced by your contributions and interaction.
1 thank you for the opportunity of preparing this insurance study; 
i t  has been my pleasure to consult for tl.o Metro Rail Project.

Sincerely yours,

David B. Ashley
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