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APPENDIX C

4.n
Before commencing work under this agreement, the Consultant and
any subcontractors emplcyeed by it must submit evidence
acceptable to the Authority that they have provided and shall
maintain insurance for the duration of the agreement as required
by law, including a provision for a thirty-day advance
notification to the Authority in the event of cancellation or any
material change in the coverage of the insurance. The coverage
shall in no case be less than the following limits:
Required Coverages:
I. Workers®™ Compensation Insurance
a. Statutory coverage for states in which employees are
engaging iIn work.
b. Employers liability protection 1in the amount of
$10,000,000 per person/$10,000,000 per occurrence.
c. Broad Form All States Endorsement.
d. U.S.L. & I Endorsement. (U.S. Longshoremen & Harbor

Workers).

Il. Comprehensive General Liability Coverage Limits
($10,000,000 per occurrence).
a. Premises Operations.

b. Independent Contractors.



c. Products/Completed Operations.
d. Blanket Contractual.
e. Broad Form Property Damage.

f. Personal Injury.

Proiessional Liability Limits ($10,000,000 per occurrence)
a. Coverage for all errors or omissions which the
contractor, employees, or the subcontractors may make

which produce financial loss to the State of Alaska.

Comprehensive Automobile Liability Limits ($10,000,000 per
occurrence).

a. All Owned Vehicles.

b. All Hired Vehicles.

c. All Non-owned Vehicles



e, L

APPENDIX C
ARTICLE 4

CONSIDERATION

Insurance premiums or payments for services provided under this

contract shall be specified in written exhibits attached to and

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

this contract. Exhibit A (attached) represents consideration for

services associated with the major civil construction contract,

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

southeast-Harrison Western. Subsequent exhibits will be appended

to this contract from time to time as required for services

provided under this contract associated with subsequent

construction contracts and/or projects.



exhibit a to appendix c
ARTICLE 4

CONSIDERATION

The - .ate ohall pay the Contractor premium in the amount of
$1,790,000.00. Said premium payment shall constitute full

satisfaction and payment for all services performed pursuant

to this contract.

Schedule of Premium Payments:
October 1, 1981 - $640,000.00

$580,000.00

August 1, 1982

February 1, 1983

$570,000.0u

$1 ,790, 000.00

Wher billing Alaska Power Authority, the Contractor shall
refer to the Contract Number and send the billing to:

Mr. Terry J. McGuire

Director of Finance

Alaska Power Authority



APPENDIX D
PROFESSIONAL SERVICES CONTRACT

ALASKA POWER AUTHORITY

ARTICLE 5. ADDITIONAL CONTRACT PROVISIONS.

Appendix D attached hereto and made a part hereof, sets

forth additional general contract provisions of this contract.

ARTICLE 6. CHANGES.

Appendix E and Appendix F attached hereto and made a part
hereof, sets forth any changes or additions that were made in
tliis contract prior to its execution. (If Appendix E and F are

not attached hereto, there have been no such changes or



APPENDIX E

Marsh # McLennan, Incorporated and Corroon and Black/Dawson &
Co., Inc. have been appointed Broker of Record for the Alaska
Power Authority Construction Program known as (APCOP) on the

following areas of insurance effective October 1, 1981:

A. Pei.M™mal Injury Liability, Property Damge Liability,
Errors and Omissions and Workers®™ Compensation,
including Air Workers®™ Compensation.

B. Non-Owned Marine Hull and Liabilities

C. Multi-Line Excess of Aggregate Insurance

D. Transit and Marine Cargo Insurance

E. Non-Owned Aviation Insurance

F. Property including Builders®™ Risk Insurance



January 11, 1983

SAFETY STATUS REPORT TYEE LAKE HYDROELECTRIC PROJECT

The following provides a general overview of the status of the project
safety programs, and a review of the efforts of the contractors in providing
and ensuring a safe and healthy work environment,

Safety on any construction job is _a highly emotional subject about which
there are many strong opinions. The _dag to day pressure to maintain Produc-
tion, hold down costS and run a safe job, is horne largely by contractor
project people. Most established contractors make a genuine effort to run
safe jobs. Good safety can and does produce positive, tangible results.

PHASE | TUNNEL & POWERHOUSE

During the course of driving the tunnel, the safety was above average with
mflnlmﬁl da?mdent frequency.” Tunnel operations were, in most cases, ahead
of schedule.

On April 9, 1982, the State of Alaska Department of Labor, Division of
Occupational Safety and Health conducted an inspection of the project and
issued 5 citations of a minor nature T(no fines). The overall report was
complimentary to the safety efforts of all concerned.

In mid summer of 1982, the Safety coordinator was promoted ot a superintendent
position anu the coordination of" the safety program was divided between two
project engineers. This developed into a letdown in safety oriented activities.
Working with the project management, i.e., the contractor,” the Engineer and

the Power Authority, ‘we were able to work out the problems and assist the two
Safety Coorainators to get the program back on tract.

During our last visit to the project, 12/2-3/82, we noted continued interest

In the program, however, there i$ increase of injuries coming from the power-
house construction, due primarily to increase iri"employees, manhours and

the weather. Tunnel safety appeared to be an orderly, ‘professionalized process
with every employee taking” an active part. It should be noted that the con-
tractor has corrected all deficiencies brought to his attention. As of 12 '82,
the accident rate for the project FPhase 1)"is 60 incidents, 16 lost time, .46
lost days, 43 medical cases and 1 fatality. This compares favorably with other
states and national averages.

On 10/27/82, an explosion took i)lace at the project. AL 5:45 AM, four
magazines holding about 70,000 Ihs. of explosivés blew up causing the death
the powder man. The cause of the blast is_under investigation at the
resent time. The DePartmen_t of Labor, Division of Occupational Safety and
ealth, investigated the accident and issued no citations to the contractor.



This project (Phase 1) overall, has tracked well with the concept of owner
controlled programs.

Cooi)eration has been above average, though the pro{ect is far from finished.
We look to continued contractor cooperation and Interest in safety. We will

continue to visit the project based on need and the time and action calendar
developed.

PHASE I11° TRANSMISSION LINES

Cooperation with construction management has heen above averaye. It is
apparent that they will continue to provide the n_ecessar%/ leadership to en-
sure that all areas of operation are safe places in which to work.

Since the RijeCt started, clearlngl, Iogqlng, footing installations, etc.,
accidents nave been minimal. Regular satety megetingS have been held, and
helicopter operations are above average. Care is taken to assure that each
employee is aware of the danger involved in the operations. Floating and
base camps are _kept in a clean and orderly manner. To date there have been
15 incidents, 7 lost time, the rest medical.

The project (Phase I11) is compatible with the concept of the Alaska Power
Construction "Program.

(NOTE:  Phase Il - The Sub-Marine Cable - is not yet under construction)

Thomas J. Laskowski, P.E.
Safety Manalgement_ConsuItant
Scott” Wetzel" Services, Inc.



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

47 STANDARD AGREEMENT FORM
FOR PROFESSIONAL SERVICES CONTRACT gf~gS/<

—Cl OS m22e?

This contract. WI/C/i IT effective only it it isapproved by the Department of Administration, is hittween the State of Alaska,

JIUJl lull’lll oi

Commerce ft Economic Development - Alaska Power Authority hematwr, The State, and
Conffuctoi
Marsh ft McLennan, Inc. and Corroon and Black/Dawson ft Co., inc. hcreaiter, the Contractor
vliiluty Auilruii Strum or P. O. Go* State . Z<f oC qejc
Seattle, Washington
o liuiw-L-vi Utimse Number intern;il Revenue Service Number

177T)57230Tt')(c7(v. r

Thisis acontract for professional services. AS _authomcs the State to make this contract. The parties to the contract
atjrCC as follows:
ARTICLE 1. Appendices. Appendices referred to in this contract and attached to it arc considered part of it.
ARTICLE 2. P:uri;. li'mi.Le oi Services.
2.1 Appendix A. Articles 1through 1G, governs the performance of services under this contract.
2.2 Appendix B sets forth the services to lie performed by the contractor.
ARTICLE 3. °eriod of Performance. The period of performance under this contract begins October 1 19 31,
and ends Until cancelled ,19_ Performance may he extended for additional periods by the written
agreement of the parties.

ARTICLE 4. Consideration.
L1 In loll consideration of the Contractor's performance under this contract, the State shall pay the Contractor in

accordance with the provisions of Appendix C.
4.2 When billing the State, the Contractor shall refer to the State Contract Number and send the billing to:

Di'lXH IfMItMI Ot

3 'fes"tu*4th Avenue, Suite 31, Anchorage, Alaska 99501

C ONTRACTOR STATE '
uMru f:.... |<| v-sh n McLennan, Inc. oobartmont or Ayonry N105Ka power Authority, DEPt, r
£ Corropji and Black/Dawson ft Co., Inc.  Commerce « Economic Development
Xiyiner/edI™/riiy*/ntjiivo .d - Si()iCihffe of Corl'fv»»V| f)tt«ci*
- R — \Y; v ,0 J LX
'Tv.W *" f*r»mo<) Nfluio of Authortlall Rvp"ffontmtve 1vi)arU or Hrimwl Name of Corm
David D. Carlson Vynn Burgess ¥fic P you o
T.uoVice President \ ice President tiio _ , y o-* o
Marsh ft McLennan \ Corroon ft Black/Dawson Executive Director Deputy Commission!

APPROVAL OY THE DEPARTMENT OF ADMINISTRATION
NoTIcE1 This contract has no effect except as an offer by the Contractor until it is approved >y the Department of Administration.
Digrtaiura rt Authorised O ltiiyil y| iho Oooariruurit >1 Aii.aiimtrni.oji
s um QEC 22 1931

Tfired or l'uniurt Jotnu ol Authiiriri'vrrTRiciaF ! rvnFlnrh_l_eliéeE eC»é>’<| ACT REVlEW COMM'TTEE

APPENDIX A

AAgan), e itos
A in mis comma and nppunoicus. Cvrtitymo Otluior" menus the person who siQnr. litts contract on tjonnll ol iho Drtp.virrmni and mr.iuoe, a succossoi or m/ihonrod
luhii‘'sunlalive
12 'Department" means lhe agency lor which Hus contract .r. to bo pulloimml nr.d loi whirlt tno Certilymg Qllicw OCtoiJ m Signmg this contract
Aitkin 2. Inspection and Reports.

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

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

I"KE-I0CtVXHINXXAOCNIIX XItWHEXJtV gV cVAU'OjKIjUMFIXKclefWiK iiWtChIHMmiXjtuW X IrcriiiaiX IyXt vtV 0.0iX vv) rivliaiKecifraitaririeTivCrTV-fiv..

V}%VWytfo | é?(/soeg’(XX)é er 'JOOOIXMXOg Sr.'i<I>:N/(ivtCliXW>a>imiVWWSU<ullir, }. I><WHii<iO4HNKICIt \WIfIMWMWATiVIp>i.. ifM Y Hiiiiii OpfHyjityyrCnlighOviiwywO i
w ki ». X«

(OVER)
X wjiym



ArtICI* 1. Cl’épuUt. , . =

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

4 2 Tresdisputes artido ccos r.ot crcciuce consider.itronot questions oMaw m connect cn with dccsions r'ovided for snp.i/agrapn 4 t above Hpwnvuf, this article coos not
rnjhe tne decision ol any aununtstialive official representative or hoard on a quor.hon ol ‘aw t<nal U cor.elusive

Aitide i. Equal Employment Opportunity.

S.t. The Contractor may not discriminate agnmst am; employee* of applicant for employment because oi r ,ce religion. color, ruittongi origin, or hecauso ol «ge. physical han-
dicap. 01 manlal st.iius. cfiynge ®fmarital status pregnancy ci parenthood when the reasonable demands ol the position do not require distinction on tne bas>s ot age. physical
handicap, sc*, or marital status. cnr-nQes in marital status pregnancy, or parenthood The Comraclor shall take affirmative action toinsure trial ttiu uupticonts are employed and Ihai
employees are Scaled du»mq einooyment without regard to the* race, color, religion, national cnr/*n. ancestry, aye so*, cr martini status This act-on must include, but needed be
muied to ihe loiK-wuig t-mpio-, nent. upgrading, demotion Iransle:. recruitment or rccru.tment advertising, Inyoll or term nation, rates of pay or other forms of ccmpensauon. and

selection lor traininginduing apprenticeship The Contractor shall post m cohlpicuous places avafabie to employees and applicants for employment, nonces selling out the pro-
vi-*ons of tins paragraon

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

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

5.4. The Contractor snail mctuo-j the provisions rl this article in every confmct and snail requite the inclusion ol inese provisions in every comract entered into Dy any of its
snbconii actors. so that mosu provisions wil be binding upon each subcontractor Tor the piroose ot including those provisions in any construction, maintenance, or service con-

tract or suDContiuct. as required by this conlracl. contractor’ and subcontractor ' may bo changed lo reflect appropriately the name cr designation of lhe pa/tios of lho contract
o< subcontract

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

5.6. rtilcooperation in paragraph 6 5 includes, but3 not limited fo. being awi' icss in nny proceeding involving questions of unlawful discnm.nntion if trial is requested by any
utl'Ciai or agency ol the State ot Alaska, permitting employees ol Hie Contractor to bu witnesses or complainants m any prjctrQOmq .nvoDmg questions of unlawful dischmmaiicn. it
tnnt »s lequLSlod by any oHicuii cr agency of the State ol Alaska: participating in mootings, submitting periodic reports 011 the equal emptoymoni asoects ol present and luturo
.miHoymeni assisting ir. inspection ol Ihe Contractor s facilities, and orompliy coir.pl/mp with ail state directives conr.iaered essential liy any cilice or agency ol the Stale ol Alaska
to msure compliance w.lh all tuderai and stale laws, regulations, and policies pertaining to me prllvimtmn of discriminatory employment practices

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

Article 6. Termination. \

Tin* Certifying Officer by written notice may terminate Hus contract «1whole or in pint when :tisin me best interest of Hut State Thu Stala is liable only lor payment in accor-
dance wir» me payment provisions ot this contract lor se*vices tendered Ontom the effective dale ot termination/

Article 7. N)Assignment or Oologallan *

Tins connacl is personal and the Coniractor may nol assign or delegate Hus contract or nny pari ol 3t or any right tn nny ol the money to be paid under it, u«ccpt with the writ-
ten consent ol the Certifying OlliCtr

Article U.  No Additional Work or Malarial

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

Article 9  tndapondnnl Conircctor.

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

Article TO I'aymanl of Ta*as.

A .1 conamon of performance o' this connacl the Contractor shall pay all fcdeK.i state .mo local la*oa incurred by the Contractor and Mull rtruuiro their i».iymont by any sub-
coniractor cr any other persons »n the portormanco of mis contract DalnildCtory certnnnarico oi this paragraph Na condition pmcedrnt to poymunt by me State under this con
tract

Article It  Workmen') Cuinpena»‘ion Insurance.

Durmg th siiiin ot Hus contract, mo Contiac*ur snail provide and maintain tor an employees of ifso Cunirncfor engaged >n wo»k unuor mis contract workmn. (VOOmpenitaIien in
ur*nco us ri'dufwd by ALJ23 30 Tno Coniractor shnii require any suUCOnH tcioi ‘o piovidn .vt mamtan for ts employees workmen * romponsntion insurance as required by AS
23 30 Thai coverage must rem.un m lorce trom the day services DogtM under Ihij konir.n;i and Muil prpyide lor whiten notice to the Certifying Officer al 'east 30 days before
cancellation or non renewal f .viu/u to furnish saiislaciory evidoncc of »nsur,»nca or t.ipsu ot the poi*cy is .| material breach and grounds lor formmafion of m» Coniractor 2 services
Before pi-ricrmmo under this contract me Contractor sn*n furnish mo Certifying Officer with certificate* of inMjrancn as proof ol compliance with this article Iho certificates of in-
surance must include an All Males broad »orrn Enricrsernunl

Avrticle t2. Inauranco.

Ueioru Hus contract may bu approved. The Contim;lot shall lume.n n certificatn ol luhilnv msutanco evidencing coverago satisteciory to me Risk Manager of me Department ol
Administration

AiMdo 13. Ownauhlp of Documents.

Ail (lumgns, drawings specifications, notes, .vut omul wrak ilevnlOOud 10 Ihe portOrmOru_<€nt ties agrtM mrnt am andremam the soio propn'rtv of Hie Mate <» Alaska and may bo
used by Hiu State lor any otfier p.eposo wiihoul additional compiinsaeon lo Hid Contractor |he ConHactor agrees not lo assort any rwitils and era lo uMibfiJTh .my claim under lhu
desuijii patent or copyright ‘aws The Contractor, lor a ponod ol Ifireo years offer final payment under this contract. .v;rue*» to lurnisn and provide access to ml m»ta ned materials a!
me request ol the Certifying Ollicer Unless otherwise directed by the Cnri»lye>d Officer the Contractor may retain cop'es of all Hie materials

Artir.it 14. Govtrmng Law. <%/».'
this contract rs governed Oy the Liw5 ol the Mate ot Alaska

Article 15. Olflcialk not lu Uontilll.*

No member of or dek'gale 1CCongress. United Mates Commissioner, m officiate of iho SIntn or lerfer.." government may be admitted to any Mum or furl =t Hus conlracl or to
<y tmnolii to ansa thuruliom

Article 16. Covonont Against Con.mganl foci
The Contractor warrants that no person or agency hits been employed nr retained m uniir.it or secure nmws contract upon an agm -mom > 4k»-landing for a commission,
puici-niago contingent le<*. or brckciagce except empioyucs or agencies maintained by the Conthe.'tor lor the (iur|in%o ol surer mg htifUMn*} F»r the breach or vioiAlion of Hus war-

unity iito $ialv may terminate Ifus r.oetract wrihuut liability ;r m ns discretion doduc: t'oin the contract price or consideration the full amount it trie commission percentage,
iniiki-t.ige. nr contingent lot*

o Aitov* 1* unit Ifh wv 10 hgelnj wwiv « trr yiftlun">n>ii Aviv-o-d funtiaci « loiiuuiiiy tumtnil



APPENDIX A

State Saved Harmless

Ihe Contractor shall indemnify a ind save the State,
its officers, agents and employee ss from liability
o. any nature or kind, including t d expenses, foror

on account Q. any and all legal oetior;_or claims of anv
character whatsoever resulting from injuries or damages
sustained by any person or persons or property arising from

its performance of this contract in any way whatsoever.



APPENDIX D

SCOPE OF SERVICES

The Alaska Pov;er Authority acting as owner, sponsor and
general contractor for major hydro-electric projects is
responsible for managing the projects iIn a cost effective manner.
As part of this responsibility, it is necessary to provide a safe
and secure work environment at the job sites to control the
magnitude and frequency of injuries and resulting claims and to

»cure broad catastrophic 1insurance coverage to provide

protection for both the state and its prime contractors.

The Alaska Power Authority (APA) will use the State Risk
Management Division as a consultant for Risk Management Services
which will meet its objectives. Risk Management has assisted in
the selection of the contractors to administer the Alaska Power

Construction Program (APCOP):

The contractor shall provide the following services by
project which may be subcontracted as needed to carry out the

provisions of this contract:

1. Provide Risk Management and insurance programs for the Alaska

Power Authority and prime contractors.

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

based iInsurance contractors and companies.



Provide a companion program which will permit local Alaska
construction companies and their 1Insurance brokers the

opportunity to participate in the APCOP program.

Provide administration of Alaska Power Construction Program

(APCOP) .

Will cooperate and coordinate with State Division of Risk
Management and its brokers to properly integrate Alaska Power

Construction Program with the State Risk Management Program.

Will use the combined purchasing power of the State and the
prime contractors to maximize cost effectiveness of the

program.

Will provide to Alaska Power Authority and prime contractors

a cost of Risk Management by project.

Will provide Alaska Power Authority and prime contractors

with complete premium and loss summaries on a quarterly

basis.

Will provide Alaska Power Authority a d the prime contractors
with safety me mtive formula prior to contract inception and
an estimate of the amount of the safety dividend due the
prime contractor at contract expiration with a final

adjustment six months after contract expiration.



Monitor all 1insurance as respects cost, coverage and

financial integrity.

Furnish other special services as may be periodically
required by Alaska Power Authority or State Division of Risk

Management, subject to agreement by all parties.

Provide Alaska Power Authority a certificate of professional
liability 1insurance prior to any service pursuant to
agreement on behalf of the State.

See that qualified individuals are available for consultation

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

agreement.
Be responsible for continuing risk identification and
analysis and make appropriate recommendations to the Alaska

Power Authority.

May subcontract for services which 1include but are not

limited to:

a. Claims Adjusting.

b. Loss Control Engineering.

c. Claims Audit.



d. Premium Audit.

e. Actuarial Services.

f. Financial Audit.

g- Insurance Marketing.

h. Computer Services.

i. Legal Services.

Jj- Other insurance company services as required.

Special projects which are outside the scope of this

agreement will be submitted to Alaska Power Authority for

approval prior to incurring costs on behlaf of the State.

Alaska Power Authority (APA) shall:

1. Receive State appropriations to cover APCOP Risk

Management costs.

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

3. Maintain required funds within Alaska Power Authority

appropriations to pay APCOP costs.



4. Cooperate and exchange required information with

contractors administering AFCOP.

The contract may be cancelled by either party at any time
upon 90 days advance, written notice delivered or mailed tc
the other party. If the contract 1is cancelled, the

contractor shall be entitled to pro rata allocation of the
annual fee. This provision shall be operative in lieu of

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



APPENDIX C

4.0
Before commencing work under this agreement, the Consultant and
any subcontractors empioyeed by it must submit evidence
acceptable to the Authority that they have provided and shall
maintain insurance for the duration of the agreement as required
by law, 1including a provision for a thirty-day advance
notification to the Authority in the event of cancellation or any
material charge iIn the coverage of the insurance. The raverage
shall iIn no case be less than the following limits:
Required Coverages:
I. Workers®™ Compensation Insurance
a. Statutory coverage for states iIn which employees are
engaging in work.
b. Employers Iliability protection in the amount of
$10,000,000 per person/?10,000,000 per occurrence.
c. Broad Form All States Endorsement.

d. U.S.L. £ I. Endorsement. (U.S. Longshoremen £ Harbor

Workers).

Il. Comprehensive General Liability Coverage Limits
(510,000,000 per occurrence).
a. Premises Operations.

b. Independent Contractors.

%



Iv.

Cc. Products/Completed Operations.
d. Blanket Contractual.
e. Broad Form Property Damage.

f. Personal Injury.

Professional Liability Limits ($10,000,000 per occurrence),
a. Coverage for all errors or omissions which the
contractor, employees, or the subcontractors may make

which produce financial loss to the State of Alaska.

Comprehensive Automobile Liability Limits ($10,000,000 per
occurrence) .

a. All Owned Vehicles.

b. All Hired Vehicles.

c. All Non-owned Vehicles



APPENDIX C
ARTICLE 4

CONSIDERATION

Insurance premiums or payments for services provided under this
contract shall be specified In written exhibits attached to and
made a part of this contract upon agreement of all parties to
this contract. Exhibit A (attached) represents consideration for
services associated with the major civil construction contract,
for the Lake Tyee project, between the Alaska Power Authority and
Southeast-Harrison Western. Subsequent exhibits will be appended
to this contract from time to time as required for services
provided under this contract associated with subsequent

construction contracts and/or projects.



EXHIBIT A TO APPENDIX C
ARTICLE 4

CONSIDERATION

The State shall pay the Contractor premium in the amount of
$1,790,000.00. Said premium payment shall constitute full
satisfaction and payment for all services performed pursuant

to this contract.

Schedule of Premium Payments:

October 1, 1981 $640,000.00

August 1, 1982 $580,000/00

February 1, 1983 $570,000.00

$1,790,000.00

When billing Alaska Power Authority, the Contractor shall
refer to the Contract Number and send the billing to:

Mr. Terry J. McGuire

Director of Finance

Alaska Power Authority

333 West 4th Avenue, Suite 31



APPENDIX D
PROFESSIONAL SERVICED CONTRACT

ALASKA POWER AUTHORITY

ARTICLE 5. ADDITIONAL CONTRACT PROVISIONS.

Appendix D attached hereto and made a part hereof, sets

forth additional general contract provisions of this contract.

ARTICLE 6. CHANGES.

Appendix E and Appendix F attached hereto and made a part
hereof, sets forth any changes or additions that were made 1in
this contract prior to its execution. (If Appendix E and F are
not attached hereto, there have been no such changes or

additions.)



APPENDIX E

Marsh & McLennan, Incorporated and Corroon and Black/Dawson &
Co. , Inc. have been appointed Broker of Record for the Alaska
Power Authority Construction Program known as (APCOP) on the

following areas of insurance effective October 1, 1981:

A. Personal Injury Liability, Property Damge Liability,
Errors and Omissions and Workers®™ Compensation,

including Air Workers®™ Compensation.

U. Non-Owned Marine Hull and Liabilities

C. Multi-Line Excess of Aggregate Insurance
D. Transit and Marine Cargo Insurance

E. Non-Owned Aviation Insurance

F. Property including Builders®™ Risk Insurance
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INSURPJ"JCE PREMIUMS AND RELATED MANAGEMENT SERVICES TYPICALLY RUN 8 TO
10 PERCENT OF TOTAL CONSTRUCTION PROJECT COSTS |IF CONVENTIONAL
PROGRAMS ARE USED. WRAP UP COSTS ARE IN FOUR TO SIX PERCENT RANGE ON
THESE PROJECTS. WORKER COMPENSATION USUALLY MAKES UP 50 TO 63 PERCENT
OF TOTAL PROGRAM COST. ASSUMPTION THAT NE* SAVINGS BECAUSE OF WRAP UP
USE WILL EQUAL TWwWO PERCENT OF OVERALL PROJECT SEEMS TO BE VERY
CONSERVATIVE. BALTIMORE MTA SAVING IS 6 PERCENT.

PROPOSED ALASKIAN HYDRO-ELECTRIC PROJECTS INVOLVING ROCK TUNNELING.
UNDERWATER WORK. AND COMPRESSED AIR CONSTRUCTION CONDITIONS WILL PE
RATED SAME AS TRANSIT PROJECTS BY INSURANCE COMPANIES = ARGUMENT THAT
THIS IS DIFFERENT FROM TRANSIT IS NOT ACCEPTED FY INSURANCE
UNDERWRITERS. THEY DON’T CARE WHETHER TUNNEL- IS TO CARRY WATER.
POVERLINES. SEWERAGE. AUTOS OR TRANSIT CARS. IT IS 1*HE SAME SET OF
CONSTRUCTION HAZARDS FOR ALL.

HERE ARE SPECIFICS ON FOUR RECENT MAJOR PUBLIC CONSTRUCTION PROJECTS.
ALL [INVOLVING HEAVY UNDERGROUND WORK.

PROJECT CONVENT"L WRAP UP  SAVINGS 0/0
SAN FRANCISCO 46*3 29. 8 35.6
WASHINGTON Q0 .4 62.2 60.0
ATLANTA 61.3 39.9 34.9
Baltimore 40 =9 27 .5 40. 2

[ SMILL I0ONS)

JIM BARRETT
CRESHEIM
PHILADELPHIA

1751 EST

IPMAFUR AHG
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¢
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James E. Barrett

A career consultant since 1962, and president of
Cresheim Company since 1963, he has worked with
more than 140 corporate, public and private clients in
North America, Europe, Latin America and the Far
East. Some client relationships extend for fifteen
years.

MANAGEMENT CONSULTING. Projects involve
guesnons of organizad Dn, business strategy, corporate
development and plan.- ing for manufacturers, process
industry firms, and service businesses.

MANAGEMENT DEVELOPMENT. Widely known in
executive and management development circles, he
conducts workshops in business negotiating, problem-
solving and decision-making, market planning, and
individual productivity for corporations, public
agencies and trade associations.

VENTURE MANAGEMENT. He participates in
Creshelnva voniurc 'voik, managing service industry
PrOJeCtS, and is a veteran of 26 startups. These range
rom computers to early learning, food distribution,”
Insurance, microfilm, optical scanning, printing, retail
distribution, training and wine making.

CLOSELY HELD CORPORATIONS. Mr. Barrett also Is
well known in the independent business sector of the
Unitod Statos and Canada lor his work o~ family
business continuity, development of young executives
In Independent firms, ai>J organlzatmn and ownership
problems ol partnerships and private frm3.

MARKETING CONSULTING. Projocts Invclvo market
plans, implementation of now approaches, salos force
size and productivity, customer services, salos
systems, markot a=wo pricing, competition, and
growth options.

DEALERS, DISTRIBUTORS AND AGENTS. A hy-
Froduct of his management dovolopment work, and
ong oxperionco with Indopondont businesses has
boon roquest3 by major corporations to holp In
development ol their dealers, distributors and agonts.
Somo ol this work Involves workshops; somo Is
consulting.

INTERNATIONAL WORK. Projects with multinational
corporarlons made him a frequent world traveler In tho
lata Sixtlos and ho continues this work with several
oversoas trip3 each year. His oxperionco includes
eriods ol oxtonded resldenco In England and
ormany while managing startups In'1966 and 1967.

SPONSORED RESEARCH. A continuing activity Is
management of multidisciplinary research projects of a
predominantly oconomlic nature. Recent examples
which led io publicly avallablo results Include, In 1976,
Tunneling; Tho Stale ol the Industry (Wlth R.S. Mayo
and R.J. Jenny) and. In 1977, insurance lor Urban
Transportation Construction.

PRIVATE RESEARCH AND WRITING. Current research
Interests are |njO_Int ventures, continuing de\(elopment
for senior executives, and advanced negotiating
tactics. Mr. Barrett's published papers have appeared
In thO AMA Management Review, American Archivist,
Boardroom Reports, Business Horizons, Creshelm
Comment, Sales Management, and Training. Ho is the
author of three books; Managing Problems (1970),
Improving Negotiating SKkills (1971), and Managing
Action (1972, co-authored).

CMC DESIGNATION. Ho 1?a Certified Management
Consultant, having mot the demanding requirements of
tho Instltuto o! Management Consultants, the
profession’s certifying body

UNIVERSITY FACULTY AFFILIATIONS. Ho wa3 an
assistant professor at Harvard College and a visiting
locturor at tho State Unlvorslty of lowa; tho University
of Michigan; and the Air Command and Staff College.

EARLY EXPERIENCE. From 1951, he served In tho

United Statos and Koroa with tho Air Force; taught at
Harvard College (1954-58); was a sy3tem3 analyst,

rocords management specialist and systoms and

procedures manager lor Raytheon Company; and

gonoral manager of a boverago wholesaling firm,
oforo entering consulting.

VOLUNTEER ACTIVITIES, Active In alumni, community
and professional affairs, ho serves as prosldont of tho
WYndmoor Community Association, as president of lho
*hiladolphla Chapter of tho American Association of
Small Research Companlos, and on AASRC’3
commlttoe for tho 1980 White House Conforonco on
Small Businoss.

PERSONAL BACKGROUND. He and his wifo, Dorothy,
havo four children. Both Now Englandors, they have
livod In Philadelphia since 1968. Ho was bom in
Docombor, 1929, In Lowoll, Massachusetts, graduated
from Harvard In economics, from the USAF's
Command and Staff _Colllege, and did graduate work at
Washington University in St. Louis.

+ 1408 E. Mermaid Lano, Philadelphia, Pa. 19118 « 215-836-1400



tesS CONTROL OUAFiTERLY REPORT ALASKA POWER . PARE
AS OF1 12/31/S2 50
1.0 TRENO ANALYSIS OF CLAIMS

FYS2 --FYS3 TO 12/31-
NUMBER AHIIUM r  NUMBER AMFIION r

*#Hxxx 1.1 TREND ANALYSIS HY COVFRARE  ***x*x*

WORKERS COMF*ENSATI ON 24 264 416 64 245.867
STATE PROPERTY i 43i500 1 115.000
TOTAL Lg 307iVI* 65 360.86/
wxxxk 1D IKKHIE ANALYSTS HY NEXT OPHiAKT ZATKINAL L1E.AI V

UNKNOWN APA
MISC KNOWN APA

ADMINISTRATION _

TR PROJECT 25 307»V16 Wo  360.N.-.v

TOTAI 25 7.07 </ 16 - 65 360»867

m** i.s irriit ANALYSIS TIY C th"CIIMSTANCE RELEVANT ID PREVI

PALI S 2 SLIFS 1 71138b 9 41.24S
HANh TOOLS 4 448 g 25.535
MANUAL MATERIAL HDLG 3 520 @ 48.793
ttOTOK VEHICLE i 7 «040

=IRF OR EXPLOSION 1 115.000
ILLNESS 1 9. I'it 1 6.893
OTHt-R 15 230 =025 4 123.348
TOTAL 25 707.91/ 65 360.867

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

Therefore, these losses will increase when the trending analysis is performed.
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EOSS CONTROL QUARTERLY REPORT ALASKA POUER PAGE 154
AS 0OK! 12/31/82 90

3.0 LISTING GE CLAIMS

CLAIMANT ACC DATE TOTAI. INCURRED STATUS ORGANIZATION
CI.AIM NUMBER description OF THE CLAIM-

*x%k*x L ISTING OK CLAIMS BY COVERAGE - REPORTED IN THE PERIOD Octobor-Occeaber  *****

* Kk Kk k) *khkkk*k

WORKERS COMPENSATION

BASKET!
P0319.323

JAMES 12/05/92

MECHANIC BRAOFtELD CANA

BENOIT GREG C
P0319320

11/30/82
TUNNEL M INER/BRADFIELD

BOON DANIEL R
P0318312

10/28/82
IKON UORKER/BRADKIELO C

BROOKS TOM E 11/23/82

P0319316 TUNNEL MECHANIC/BRADP IE
CZARNECKI CLYDF A 11/26/82
P0318315 CIVIL 1.A80RER/BRADF IELII

DAIITNHAUER MICHAEL L 11/719/82

P03018309 CHASER/TYEE TRANSM ISSI0
DE GRANi: ALONSO 11/18/82
P0318319 SERVICE O (I1.EiWBRADFIEL.D

HIGGLES LEONARD C
P031S317

11/19/82
TUNNEL MIHER-BRADFIFLII

11/03/32
CIVIL tNBINEER/BRADFIFL

duck: jonhie r

P03018306

DUKES ARDITH ANNE
P0303024 0

12712782
COOK/PRADFIELD CANAL AL

HERRERA EFRAIN R 10/11/02

Fr0303513 RIGGER/1 Yt.E TRANSMISSIO
HURD BEN 07/21/82
P0303370 MINER/BRADFIEI.H CANAL

HURD BENNY H
P0303398

09/12/82
MINER/BRADFIELD CANAL

HURD BENNY NI
P9303512

10/20/32
HINEK7BKADFIELD CANAL

JONES GERAI D E 07/28/82

P0303377 ELECTRIC] AN/BRAD!- IEL.S C
KIEOROUSKI DONALD C 10/77/82
Fr0"303514 POUDERNAN

19104 JAN 27. 19S3

3C0.00 OPEN TYEE PROJECT
FEU. FROM LADDER GM CRANE/L-SHPf"LDER CONTUSION

650.00 OPEN TYEE PROJECT
STRUCK BY FALLING RUCK/RI/Z/EAR LACERATION

6»791.00 OPEN TYEE PROJECT
OPRTN8 AIR DR IL.L-i.EP T CARPAL TUNNEL SYNDROME

TYEE PROJECT
IRON-HUSCLE STRAIN

672.00 OPEN TYEE PROJECT
STRUCK BY CHA IM-I_.ACERATIOM-R/ INDEX FINGER

400.00 OPEN
I.IFTNG 8 "LENGTHS OF ANGLE

4.891.00 OPEN TYEE PROJECT
SIPO/KEU.-ICE COVERED RD/I../EYE LACERATION

450.00 OPEN
UNPLGMG CEMENT AUGER UHN CEMENT FI.EU

TYEE PROJECT
IN".0 L/EYE

500.00 OPEN TYEE PROJECT
SLIPPED/KELL UH11E LOADING STEEL-L/KNEE SPRAIN

350.00 OPEN TYEE PROJECT
JUMPED OFF OF RAMP/I 1JMBAR STRAIN

70.950.00 OPEN TYEE PROJECT
SI1.PD-UET SPOT-FI.R/FFLL-TORE LIGAMENTS R/KNFE

130.00 CLOSED TYEE PROJECT
BUMPED BY SAW BAR/FOREHEAD LACERATION

98.07 CLOSED TYEE PROJECT
DROPPED TOW LIN*.--L/EOQ) I CONTUSION

37.135.00 OPEN TYEE PROJECT
STRUCK BY FALLING ROCK-SEVERE LAKERATION-L/HANP

500.00 OPEN TYEE PROJECT
JUMPED OFF MUCKER/BANGED KNEF/CONTUSION-1. /KNEE

301.92 CLOSED
PINNED BY RR TIES/COMPRESSION

TYEE PROJECT
INJURY R/LEG

21,000.00 OPEN
EXPLOSICIN/FATALI®1Y RESULTED

TYEE PROJECT



£0SS CONTROL QUARTERLY REPORT

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

CLAIMANT
CLAIM NUMBER

ACC HATE

*hkkk*k

LISTING OK CLAIMS BY COVERAGE

11/15/82
SHOP FOREMAM/BRADFIELD

KUEPPER RICHARD J
P031S314

rtACI.AY PHILLIP
P0303385

07/30/82
ELECTRIC IAN/BRADFIEL.O C

09/25/82
CHAIN SAW OPERATOR TYEE

MARQUETTE LEE A
P03018305

MASSIE CLYDE A
P0501H303

10/30/82
MECHANIC/TYPE TRANSHISS

MC DONALD GREG H
P0319322

10/27/87
CIVIL LABORER/BRADFI ELD

MC LFAN LEROY
P0303386

08/02/82
MECHANIC/BRADFI ELD CANA

OCHNF.R FRED 3
P031H310

11/25/82
IRON UURKER/RRADFIELD C

OCHSNER FRED S 10/26/82

P0303523 IRON WORKER/BRADFIELO C
PARR HUNT 03/01/82
P0303384 GENERAL LABORER/TYPE LA
PAKR HUNT 11/17/82
P03.1331S GENERAL LABORER/BRADFIL

10/71/82
CARPFNTER/BRADEIELD fAN

PETERS JON S
F"0303522

11711732
CARPENTER/BRADFIELD CAN

PETERS JOIl S
P031S313

PETTICREU ETIiAN
P03033S2

09/02/82
TUNNEL LARORER/PRADFIEL

READ KENNETH E 08/03/82

P0303391 SAUYER/TYEE LAKE PRQJKC
SHERMAN HARK S i0/26/82
P0303521 APPRENTICE 1.1INEMAN/TYEE
SIli GSTAD I.EIF G 11/70/82

PCI 1831: CAMP MAINTENANCE/BRADFI
WHITE TIM M 07/28/32
P0303375 AIR TRACK DR] I.LER/TYEE
19:04 JAN 27, 1993

ALASKA POWER

TOTAL

- REPORTED

PAGE 155
80

INCURRED STATUS ORGANIZATION
DESCRIPTION OF THE CLAIM--mmmmmmmmm oo

*hkkk*k

IN THE PERIOD Octoberr-Dccomber

50C.00 OPEN
S. 1*PPEO/KELI. WHILE CARRYING

tyee: PROJECT
IRON/LUMBAR STRAIN

65.21 CLOSED
FOREIGN BODY R EYE

TYEE PROJECT

200.00 OPEN TYEE PROJECT

STRUCK IN EYE WITH STICK WHILE CLEARING BRUSH

900.00 OPEN TYEE PROJECT
GAS FUMES EXP1MED WHL SIDRUG RATRY TERMINALS

500.00 OPEN TYET PROJECT
STRUCK BY BROKEN JACK LEG-L/WRIST CONTUSION

238.65 CLOSED
HIT BY ROCK/SCALP LACERATION

TYEE PROJECT

TYEE PROJECT
IS"-FRAC TIJRFD RIBS

12,802.00 OPEN
FELL FROM REBAR-APPROX

250.00 OPEN TYEE PROJECT
POKED BY TIE U[RE/LACERAT ION R/ASW1

25.15 CLOSED TYEE PROJECT
SWUNG SPIKE HAMMER TO HARD/UPPER BACK STRAIN

1,632.00 OPEN TYEE PROJECT
TUSHIE NECK WHL UL.KNG UP KTEPS/CERV1CAt. STRAIN

101.90 CLOSED TYEE PROJECT
KNFELING UN CONCRETE/FOLLICULITIS OF THE KNFFS

CLOSED TYKE PROJECT
INTO EYE/FOREIGN BODY R/EYE

170.50
WATER DRIPPED

179,90 CLOSED TYEE PROJECT
STRUCK BY RtICK/RCAI.P IACERATION

CLOSED TYEE PROJECT
TREE/RIGHT HIi* CONTUSION

88.25
BUCK]NCI

680.00 CLOSED TYEE PROJECT
USING BI.CW PIPE/FOREIGN BODY R/EYE

800.00 OPEN
SLIPPED FROM LADDER/GRADF 11

TYEE PROJECT
I./ANKLE SPRAIN

41,750.00 OPEN TYEE PROJECT
TUSTJ.1 BACK WHILE LIFTNO KR T]E/AEUTE BACK

INJURY
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ALASKA POMER AUTHORITY
ALASKA POAER CONSTRUCTION PROGRAM (APCP)
MARKETING CONCEPTS

Use State forms with separate Alaska fronting company and
reinsurance with State's current underwriters. $10,000,000

lim it with a $5,000 deductible on front-policy. Current'
State S.lI.R.'s.

Paid Loss Retro on Workers' Compensation portion fronted by
a seperete Alaska company.

Seperate combined Workers' Compensation and Casualty place-
ment scheduled under State excess of $10,000,0CO.

S 1,800,000 backed out "Premium" - Deposit premium = $1,200,000.
- Including SIR loss fund
- Including safety incentive program

- Excess premiums
- Fronting fees

Look fcr loss control and claims handling incentives, etc.
Cut construction contract amendment.

Letter to Harrison-Western witn wrap-up (APCP) specs.

Cut Broker of Record letter.



pSfol ennan |
Daig; December 14, 1S31

Fra-n: Lawrence L. Drake

To: John C. Day

Alaska Power Authority - APCOP

Last month our brokerage appointment for the State of Alaska
was extended along with Corroon » Black to the Alaska Power
Authorlti/). This newly formed division of the state is

responsible for $8,000,000, of hydro-elect.ic construction
during the next ten years.

As you know, we have jointly brokered the State of Alaska
business for the past nine years with Corroon o Black,

and have been notified that the existing arrangement will
continue for some time, as the state perceives this arrange-

ment as politically advantageous as well as workable
professionally. .

We have frrcpo&ed. initially to extend the state programs to
the Alaska Power Authority, using them to back up a series

of owners wrapup projects. As we are responsible for the
marine transit, liability and workers compensation, the
majority of the fee billings will accrue to our benefit. We
estimate that the total brokerage income over the ten year
period will exceed $5,000,000, and therefore this represents
a major prospect for us. We have already secured one contract
to review documents, and are faced with the possibility of

biIIinP another $100,000 on a fee basis for a preliminary
consultation on this program.

While there is nothin% unusual in working on a co-hrokerage
basis with Corroon o Black, the $t;te of Alaska is ﬁartwularly
sensitive the issue of using "outside firms." The Corroon
b Black operation has over ninety people in Alaska and I
perceived as being located in the state, while we are still
viewed, or should | perhaps say suspected, as being "outsio’rs."
In arranging this construction program the legislature has
specifically instructed the Alaska Power Authority that
Breference be given to Alaskan firms. We have therefore

een instructed to utilize Alaskan insurance comﬁanles with
whom we have negotiated a fronting arrangement which we back



Marsh & McLennan, Incorporaied

Page ¢
John C. Day
December 14, 1981

by reinsurance. Vie have also been asked to develop a
presence in Alaska under the trade style of APCOP, a
msynoayer for the Alaska Power Construction Project. The
intent of this trade name and Alaska presence is to allow '

the Alaska rowr * Authority to promote the program as an
Alaska venture.

| ha''e contacted Barry Furst and provided him with preliminary
documents as to how we can utilize this trade style while at
the same time malntamlngB an existing conventional joint
broktrage arrangement. Barry and | are working on the actual' e*
details of this, as well as considering specialproduction
Decause of the natureof the worklngI relationship with f
Cnrro* & Black®jTForone instance 1 believe it advisable

c: Ul to secure an errors and omissions policy for this
particular project,simply because of its nature and the

trade Sthlle of APCOP increasing the possibility cf-.a

Karsh & McLennai errors and omissions claim, wnick could be
triggered by Corroon & Black.

While this prog’ect poses substantial revenue potential at e
favorable profit marFins, | felt that its nature required
ycur specific approval. W have already signed the aforementioned
contract for contract revjevLvntn the state and will have an
opportunity to execut*wev*raibother larger contracts in the near
future. The peculiar nature of the relationship with Corroon

1 Black suggests that we have an aFreement spelling out the

duties and responsibilities as well as having a mutual hold
harmless.

lhe actual biIIin’\%s of the st2te will go under the name of
APCOP - Marsh & McLennan, as we must use that trade style to
establish the necessary Alaskan identity. From my inifial,
conversations with Barry Furst, and the primary research we '
have done, we can work out this agreement and protect Marsh &
McLennan while com_pl,yln? with the instructions to use the trade
style and to work jointly with Corroon & Black.

LLD/ps



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

J
The response to this assignment follows; however, what is not
contained in the PROS and CONS of such a program are other matters

which 1 perceive to be of utmost importance before a discussion of
the assignment is undertaken. These are:

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

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

3.- A project insurance and safety manual is a necessity. The
contractors should know what 1is expected of them in terms of
life safety and property loss control including their participa—
tion in a fire brigade. This manual should contain a require—
ment for on-site verification of certified payroll, claims
procedures and the method by which safety matters will be commu—
nicated. *

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

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

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



IK'S

PROS

D

2)

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

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

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

of the size of the program. These areas are discussed separately
in this report.

Likely reduction of premiums because of large size of project.

A major advantage of the owner controlled insurance is the
opportunity to reduce construction insurance premiums. This 1is
simply a result of the competition that is generated for a project
with high premium volume for Casualty Insurance. A large number
of smaller individual contractors and subcontractors policies do
not have the attraction of those with premiums in the millions of
dollars.

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

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



Potential for saving money as a result of controlled administrative
costs.

Consolidation of Project"s insurance coverage can result in savings
in administrative costs because paperwork is reduced. The owner

does not have to renew all the contractors and subcontractors insur—
ance programs to assure their compliance limits, in coverage, choice
of insurers, etc. There can be a reduction of files, correspondence
and meetings concerning renewals and cancellation of contractors
insurance programs. The owner-controlled program can avoid

expensive and time-consuming delays and shutdowns that can result
from non-bcading or non-compliance to standards of insurance by
contractors.

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

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

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

The owner of the program receives any dividends from favorable
Workers Compensation experience. Effective loss control and safety
engineering programs can result in this direct saving.



5

6)

Reduction of litigation izi claims from accidents that involve
questions of liability because of unity of insurance interests.

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

It eliminates the need for subrogation by insurers of each party

in disputes involving liability for accidents and thus saves money
and time required for litigation. There is also less litigation
over grey areas of coverage or questions of which carrier is liable
or which subcontractor is responsible.

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

Standardization of claims settlements because of centralized loss
control.

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

Safeguard of good public relations with community.

A project requiring a wrap-up plan of insurance will be a large one
which will require several years to complete, and once completed,

the owner will probably be associated with the location for a

longer period. For this reason, public relations are important on
large projects and an owner-controlled insurance plan will allow the
owner to conduct his project to result in the best possible relations
with the community.

Any large construction project will be met with a certain amount of
resistance from the area because of inconvenience, but if a project
involves relocation of peoples homes, hazardous materials, explosives,
or other especially sensitive issues it behooves the owner to plan

a careful campaign of public relations to make the community aware
that the owner is doing everything possible to minimize accidents,
eliminate health hazards and protect the environment.



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

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

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

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

There has been some discussion that the OCIP restrains trade by
placing the contractors and subcontractors insurance with unknown
carriers without giving them any choice or input. Agents of
contractors may feel that the wrap-up program takes their business
unfairly. The size of the wrap-up program gives the owner an
unfair advantage by giving "group"l rates when the risk is the

same but would cost more to individual parties. These criticisms
are not really disadvantages to the owner, but are brought out

in the literature and could become important.

The major disadvantage to the owner is the opposition of contrac—
tors and subcontractors to OCIP programs. Some of tneir criti—
cisms include the interference of the wrap-up in their regular insur—
ance programs, the addi_ion of administrative expenses for which
they are not compensated, the lack of individual consideration
which could result in coverage that is not really appropriate for
a specific party involved, and the possible deterioration of a
contractor®s experience modification because of the carelessness
of oth"ers in the program. For these and other reasons, many con—
tractors do not favor OCIPs, ind this may cause conflict with the
owner that would be to the owner’s disadvantage.



Cost Comparison for OCIPs

Although other savings may accrue through use of an OCIP, the basis
for adecision on whether or not to use such a program isa comparison of
estimated premiums for all parties insured individually versus those of the

OCIP.
A formula to assist in this comparison 1is:

n n

( pv °f Bi mY L pv °Ff b "i ) > ( pv °f pw - pv °Ff p0) 1
i-1 i-1

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

B*~ 1is the amount bid on construction contract i by the contractor(s)
who wins the job when insurance is paidfor by the owner.

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

of contractor A + bid of contractor B, etc.

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

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

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

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

use of such a plan.

Hfhitfcrd, George W. "Wrap-Up of Insurance Programs," Issues in
Insurance Vol. 1l1. (Malvern, Pa. : American Institute for Property and

Liability Underwriters, 1978), p. 315.



BIBLIOGRAPHY

Becker, Ralph E. and Denenberg, Herbert S., "The Wrap-Up of Wrap-Up,"
CPCU Annals, Vol. 20 (September 1967), pp. 197-217.

Foulton, Ray R. "Disadvantages of Wrap-Up Plans,” CPCU Annals, Vol. 18
(Winter 1965), pp. 339-345.

Walther, Douglas E., "Wrap-Up Insurance: Does it Unfairly Discriminate
or Restrain Trade?" Federation of Insurance Counsel Quarterly,
Vol. 32 (Winter 1982), pp. 147-164.

Westran, Roy A., "Advantages of Wrap-Up Plans,” CPCU Annals, Vol. 18
(Winter 1965), pp. 317-338.

Whitford, George V., "Wrap-Up of Insurance Programs,” Issues in Insurance,
Vol. Il. Malvern, Pa. : American Institute for Property and
Liability Underwriters, 1978, pp. 267-370.



The James Bay Project:
A Symbol of Engineering and

Risk Management Expertise
by Marc Darby

= thegan in 1971, when a Quebec government
Be law created the Socidtd d C+ergie de la Baie
James (SEBJ) and mandated the construction
-Jfial_and exploitation of the hydroelectric resources
of an immense, nearly inaccessible and practically
uninhabited tarritory in northem Quebec. La Grande-
Complex, as it has come to be known, s almost
110.000 square miles in area, 450 miles from esst to
west and 400 from north to south. It forms an enor—
mous jigsaw puzzle— the pieces of which are all es—
satial. When work was at mtspeak in 1978 and 1979,
18.000 workers braved isolation, solitude and ex—
treme cold to double Quebec s hydroelectric power .

Evolution of the La Grande Complex

The La Grande Complex is being constructed
around the La Grande River, which isQuebec’ third
largest major watercourse. The river has a drainege-
besin of approximately 55,000 sguare miles and an
average flow of 5,500 cubic feel per second. The La
Grande, the main tributary of .laves Bay, flows over
497 miles, with a drop inelevation of 1,235 fect.

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

Marc Darby is director of risk management and insurance
for Im Soclete d'cnergie de La liaie "James. Montreal. Mr.
Darby has served as president of the DIMS Quebec_Chapter,
has been a member ofthe Society's board since 1977 and Is
currently the first vice president oTRIMS.
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4, each with its large forebay.

To incresse the potential of the La Grande
River, the La Grande Complex also inwolwes the di—
version of two oilier rivers- the Eastmain t the
south and the Caniapiscau lo the east— resulting in
the formation of two immense resenoirs. However, to
hold the waters of the forebays and resenoirs, the
construction of 203 dikes and eight dams was neces—
@Y. The logest of these structures Is rearly 2.5
miies and the highest is approximately 525 fe=l. All
arc constructed of natural materials found In the area,
including moraire, sand, grael and rod<ll.

By Jauary 1982, construction was 7/ percent
completed. With its 37 gererating units. Phase 1of
the La Grande Complex has an installed capacity of
10,282 megawatts, and s annual production will
reach 62 billion kiloaatt-hours. The La Grande Com —
plex will enable the province of (Juebec to Increase
its irstalled capacity by 61 percent and its generation
of electricrty by about 70 percent.

Converting Water to Power

Located about 70 miles from the mouth of the
La Grande River, LC. 2 s the largest of tire three
gererating stations of the La Grande Hydroelectric
Complex Phase 1, ad, in fat, s the largest under—
ground powerhouse In the world. Hs 16 gererating
units, each with a capacity of 333 kilonatts, have
already been delivered t Hydro-Qudbec for opera—
. With its total installed capacity of 5,328 mega—

Risk Mananement - Or/nls-< IPS'’



watts, LG 2 can gererate 35.8 billion kilosatt-hours

anelly. The site also features an inpressive ill—

way where water cascades down what looks like a
gigantic staimay. This structure can discharge up t
53,411 cubic fest of water per second.

LG 3 is the site of the logest dam of the La
Grande Complex. Engineers chose a location where
an island once divided the rer. This islad, because
of its rockbed, was also chosen to be the seat of the

water flowv tonards La Grande river resulting in the
formation of a reserwoir more than 2,485 square
miles, the largest surface of water in Quebec. Msus—
able storage of 124 billin cubic fest contributes 35
percent of al the electric ty generated by the three
powerhouses.

The energy transmission system, which brings
the electricity t the consumption centers, required
the construction of fne 7H-kilowlt lires in three

spilivay that appears to divide the dam Into two sec—
tias. The LG 3 powerhouse was huilt on the south—
em bank of the river Ina deep trench excavated just
below the downstream toe of the dam. It houses 12
gererating units that will generate 12.3 billin kilo—

Separate corridors. These lires, 3,200 miles lag, re—
quired 11,950 toers.

The owerall cost of the La Grande Complex, in—
cluding the energy transmission system and interest,
will firelly be $14.6 billion C.).

watt-hours amually, and its installed capacity is
2,304 megawatts. The farst generating unit became
operative in Jure, 1932.

The LG 4 powerhouse, which is planned to be
commissioned in February, 1934, s also a surface

structure. With 1ts installed capecity of 2,650 mega—

wetts, itwill become the second most powerful power
station in Quebec after LG 2. Annual wninterryptible
energy from the nine generating wnits to be installed
there will read” approximately 14.1 billin kiloatt-
hours.

Harmessing River Power

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

Located at the northeast end of the territory, the
Caniapiscau River used to flov north into Ungava
Bay. Engineers, however, cut itoff and directed the
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Infrastructures and Living Conditions

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

The first task was to build a road to the sites of
the future hydroelectric projects. In 1971, an army of
men and machines went to work to huild the road
lirking LG 2 and the town of Matagami. This roed,
approximately 450 miles log, was kuilt in 450 days
at a oost of $450 million (Cn.). While construction
of this north-south road was being completed, SEBJ
began construction of an east-west axis which led to
the other job sites of the Li Grande Complex. A total
of 932 miles of roads was required to be constructed
during this stage of the project. A flleet of planes was
also acquired. And, when work was at its peak,
SEBJ"s six Convair 580 airoraft transported more
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than 100,000 workers amually. Between 1972 and

1980, SEBJ used its own Hercules airaraft to trass—

port freigt.”

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

Major resources were invested so that every
large campsite (@ minimum of 1,000 residents for
three years or more) could be favorably compared to
an average toan. Besides municipal services, a whole
range of community services, including a hospital,

laundry, adninistrative center and dgpel, were pro—

vided. Equally sighificant investments were spent on
recreation, to provide pleasant fonns of relaxation for
the workers. To direct these activities, SEBJ hired
recreation and sports gecialists. Even in the early

years, a satellite and microwave communications sys—

tem was in place, so that workers could receive radio
and television programs and communicate with their
families by telephore. Major daily newspapers are
also available on die sites only a few hours after
publication.

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

The farst challenge faced by SEBJ in building
the La Grande Complex was the formation of an
appropriate administrative structure. This structure

had to be flexible and dynamic, because of the lim—

rted duration of the construction and the fluctuations
in the size of the work force.

SEBJ decided to fll 1ts manpower needs with
available Hydro-Quebec resources and two outside
fims: Lalonce, Valois, Lamarre, Valois et Associds,
Inc. and Bechitel Quebec Ltd.

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

Phase 1 of the La Grande Complex isonly the

1

first of the hydroelectric projects lo be burkt by SEBJ.
During the next 10 years, whenever requested by
Hydro-Quebec, the company will undertake construc—

Ooviously, construction of the La Grande Com —
plex has been an immense lagistical problem. A firel
example: 110,000 tons of food will be consumed be—

tween 1972 and 1985. In 1978. the 18,000 workers
breskfasted on some 80,000 eggs and a ton of bacon!

SEBJ- A Project Management Company

SEBJ acts as the project management company
on behalf of Hydro-Quebec, Quebec®s state-oaned

monopoly electrical uality. Hs role consists of super—

vising all acivities, from exploration to the celiver)’

= kn*
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overview of project's various construction sites.

tion of three other hydroelectric projects: Phase 11 of
the La Grande Complex, the Grande Baleire project
and the Nottaway-Broadback-Rupert (NBR) project.
These three projects will require investments of at
lesst three times those required to build Phase 1

The Risk Management Program

The risk management mechanisms that must be
developed when starting a project of the scope and
nature of the James Bay project are as varied as they
are complex. Since SEBJ was ordered to build this
“megaproject” according lo a budget approved in
1971, twas essetial to cushion the finacial lossss a
disaster might entail, in order to minimize the nds
of exceeding this budget’s paraneters. It was decided
that insurance would be one of the major firacial
tools. Thus, the mechanisms to cover potential risks
were progressively instituted shortly after the crea—
tion of SEBJ.

In early 1972, an Insurance Committee was
formed and given the mandate to take the steps
necessary to protect the company against riss re—
sukting from expanding activities. The committee’

Trtoo



Wrapping Up Big Construction Projects™

WWrap-1ip insurance, an icea that frst was popullar in
tire late 19D5and early 19505, isagain proving attrec-
». the 1o omners of some of todays most Imposing con-
siructin \entures.
¥ Hospitals. syniTiel projects, shopping malls, orfice
tiv's.-iridstoatyediilies- even garbling casinos-
have alt found “Wrap-up' ical ﬁrﬂeirmpro%es.
iWrap”up insurance conbines key wunits of aostrie-
i coverage! such as workers” coinjrensatich, gereral
&= licbiltyjeol buildcfs risk, intoa sirgle placed
and financed by “tre project oarer. The anbec-
; Ter and suboontractors are thus reliesd of the necessity”
o buy recuired insurances for that particularproject
When farst develgped, Insurance "gopealed-to
T owers because Urey realizad they werre paying Jfarcon-
tractors’ coverages I any case {sine the re
part of the aonstruction compenies™ (). mfteTdea of
marketing a coordinated program to a single uder-
witermade 1l . v
Because of ihe larger dollars inohved, Uk2ovrasob
lained xadiiood premium rates and hatter and
k: (the Udenwriter, who got more .cillas, to N0Lh With,

%iﬁed sport, T T sirgle, vell-structured
progran wselly reduces the ultinate pro- “
Jectcost The coordinated claims programalloss a
uniform gooreecti to clains hedling. This, intum,
reduces ntercompany insurance disputes and
Sbrogation, and results™in rapid and satis-
mymsdy claim ssttlerents. miformirg/)and reduced
claims oosts also"aontribute to,sound relatioships
among all parties lo tre project
* Concurrent and uniform coverage for the
owner, contractor end altsubcontractors. The
recuced adninistrative requirements of the
Insurance program also auts asts.
= Improvedpublic image. The oaer, who Wil be
Idntafied with the site for many years, isseen by
the public as Uie one responsible for prevention of
serias injury or damages. The aontractor or Sb-
aontractor 15 less visile. The conbination of an
-effective safelyprogram anda responsive-claims
- procedure that yields fair and equitable settie
merits awids adverse pobiidly. Centralized con*
municalon with merdia by one insurance corpatiy

could afford togive threowner moreservices/wBs”V-in case of af, incicet aoids the problem o s+~

"Wra/z-p insurance hita Ul in tre early 1970swhen
oot yruction activity declined and underwrrters became
Wdifereut to the coverage due to ecohmhiic condilons.
ﬂ_h,_l%?;lt, ra/nalrzagln%ng %?&

i i Wrap-up conoept. as
allored tre corbination ot several ‘tcorstruction pre;
miums-to be viewed as a group premium for discout
and retrogpective rating purposes. Prior to this, each
premium had been viened IrdivicLally. Jr

Ensuing activity in office corstruction, trace canters
and other large projects caused "Wrap-up” 0. retum in
styfe. Owners of those projects valued at a "construction
oost of $25 milllion (minimum) i suburben aress, and
$50 million {minimum) in urban canters vere_the firt

IS’
buzFhe oaners achieve fnekey taefits:

@®A tz"drdimled loss control and claims handling
program that applies to all work at the site.
Each party in the construction project is
thoroughly Tamiliartzsd with the Joss control “pro-
gram and agrees to sypport it With the owners

IniiioSpringv d 1 t 1 n o

EIBE AT xming 1V, ai & npmehit i

first task was to arrange for the selection of the
broker(s) best able to provide adeguate services lo
Insure property under construction. The insurance of
other riss was relegated to relatively minor statis.

In order t© dbtain a ersatile “talent”, it was

end underwriters seeking to lay firecial resposi-
billtyon each otter. T,

0 Contractor iiiualuemeni Since wrap-up makes
insurance available To all approved ontractors,
those who mightt not otherwise be able to secure
insurance are covered autoretically. This helps
promote tire use of, minority contrectors on major
protects, - - ) ]

=Reduced axst. Mes:, buying fram one uderwriter
gives the owner | , with Insurance com-
penics. A combination of safety, claims control
and mass buying often produces significaitly
loser asts,

Keys 1o tire asst efficiey of wrap-up Insurance are

both the safety program and the ratirg plan Jevel
by the insurance broker and acoepted by the -
witer. Because there is a Susstantial premium . be
placed with one ucerwriter, the broker can design a
\eriety-ofpremium “furdirg mechenisrs, )
Wrap-up insurance is a timelestnd construction
coverage conopt. it s having a well-desened reml,
t olyfr ilsoomenierbﬁel?jﬁ efficieTies, %th ﬁlsofa’
«* broeder advartages— building protection uman
Iileami keeping theowrer™s irrege a shngtest.

decided t Innovate and, instead ot selecting a single
broker, a consortium ot brokers was formed. In May,
1972, the brokerage firms of Dupuis, Parizenu,
Tremblay, Irc., Gerard Parizeau Ltoc. and Stewart
Snitli (Canada) Ltde. were selected to form Le Con-



sortium des Courtiers d"assurances de la Soci6t6
dtrergie de la Baie James. Tliis brokerage group
became known as the Consortium.
Working in close oollaoration, the Insurance
Committee and the Consortium were responsible fa:
= evaluating the potential risks as construction pro—
gressed;

= drafting the texts of insurance policies for builders
riss and public lighility that were adapted to the
project; and

= underwriting and renewing various other insurance
policies necessary for protection against Incipient
rids.

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

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

By lireend of 1973, the texts of the policies, as
vell as the negotiations with the numerous Insurers,
were nearing completion In fact, the policies were
underwritten on May 1,1974.

Underwriting the Builder™s Risk and CGL Policies

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

In order to avoid a situation wherein each com—
pany under contract underwrites its own policy, each
witdi 1ts different conditions, and lo prevent the pre—
miums plit among many insurers, the two policies
were designed to insure each and every company—
engineers, contractors and suppliers- under contract
with SEBJ.

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

Since the Builders Risk policy insured the prop—
erties of aill those working on the project site, the
Comprehensive General Licbility (CGL) policy was
designed lo exclude the indemification of damages
1o goods or properties owned by any of the insured.
Thus, a substantial reduction of lhe CGL premium
was obtained. The CGL was lo indemify only for
damages to residents of the tenilory, to visitorsar. in
case of damages, to any person not insured under the
Builder*s Risk policy.
The two policies contained, among others, the
folloving conditions:
= wrap-up form, insuring the SEBJ, 1is constituent
corporations and any engineer archltect contractor
or supplier to perform on the tenrtory;

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

= designation of SEBJ as agent of all other insured
far any negotiation relative lo the policies.

The underwriting of the policies coincided with
the start of construction. The policy limits, therefore,
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had to reflect the possible maximum lass to which
the properties were to be exposed over the next two
or three years. All parties concermed were cognizant
of the fact that a revision of said limits was possible
and, infact, proeble.

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

The projected annual investments of the corpo—
ration (gyro;:. $1.25 hillia), the premium credits for
different lewels of deductibles and SEBJ s capecity to
assume losses were some of the considerations that
led to the selection of a $1 million (Can.) deductible

The underground power house in LG " isshown wilh ispar-
tiallyassembled wit in the foreground.

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

Disseminating Information to Insureds

Since these policies were underwritten by SEBJ
1o i1ts berefit and that of others insured, it became
necessary to fully inform all other insureds. This was
accomplished by supplying them with excerpts of the
policies. Since then, extracts of the policies are sup—
plied to all bidders by means of a section of the cll
for tender document. This insurance section eventu—
ally becomes part of the contract between SEBJ, its
engineers, contractors or supliers. This section also
describes the dbligations of SEBJ and that of other
insureds In insurance matters (quotashare, loss re—
porting procedures, ec.).

With policy deductible lewels too high to be
fully absorbed by any of the other Insureds, it became
necessary to st a loner quota-share for them. How —
ewr, the leel of this different deductible had to be
high enough to keep the other insureds aware of the
necessity for them to irstall adequate safety mea—
aures. At the same time, the deductible had tobe ata
leel such that the other insureds would not look
insurance to cover the firacial losses and thus defeat
the advantages of the wrap-up progran. The sH—
assumed or imposed deductibles to other insureds
was st at $5,000 (Gin ). The bid document imposes
such obligations on al parties to the contract.

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

Major Insurance Revisions in 1981

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

During the course of the project, SEBJ became a
wholly owned subsidiary of Hydro-Quebec, and the
Crown Corporation was mandated to generate and
distritute electricity to the residents of Quebec Prov—
ine. Furthermore, the approaching completion of
the first powerhouse (LG 2) and 1ts transfer to
Hydro-Quebec was changing the whole context.

Considering the above fectors, plus the fect that
the loss experience was uniquely good, It was de—
cided to:

0 temminate the underwriting of the errors or omis—
SIonS Insurance:
= increese the leels of the self-assured retention;



An aerial view ofthe LG 4 main dam.

= Jook for increased policy limits commensurate
with the possible maximum loss.

The lewels of deductible or seH-insured retention
for damages to properties under construction have
been set at $10 million (Can.) and at $30 million
(Can.) for damages to fully operative completed prop—
erties. The quotations received from the under—
wrters, as vell as treir resction, seemed satisfectory.
They were to participate only t losses above the
lewels of operation type of losses. At the same tine,
these self-assumed lewels could be safely assumed by
SEBJ and/or Hydro-Quebec. A new policy wording, a
tedmical report and a projected investment schedule
were prepared and presented to differet insurers.
And, much to SEBJ% stisfaction, tv® policies, one
primary with a limit of $300 million (Can.) in excess
of the self-assumed retention, the other with a $700
million (Gan.) limit in excess of the primary, were
underwritten on January 1, 192. In addition, the
higher self-assumed retention leels, plus the fact thet
the errors or omissions insurance was not needed
anymore, considerably reduced the insurance pre—
mium volume.

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

isin the center, with

Good loss experience, the safest construction
methods selected and the cothidance.- In the expertise
of SEBJ s desigrers and manage.1 allowed such high
leels of sl retention.

Satisfactory Loss Experience

The losses incurred previossly, considering the
scope of the works and related activities, are most
s .

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

In most cases, contractors or suppliers are re—
sponsible for the first $5,000 (Can.) of damages
caused, and such recoeries are deducted from the
totals of damages caused. Thus, as mentioned abowve,
there s approximately $9 million (Can) Kt for net
disbursarents.

With that commendable loss experience, cou—
pled with the success of the construction project, it
can now be safely said that SEBJ % policy on safety 5
bringing IS dividends. Electricity has been generated
some s’X months ahead of the origirel schedule, and the
company '*ow assumes a greater sif retention.

The good lossrecord, aswell as insurance coverage
above a known self-assumed leel, provide all SEBJ
managers their “quiet nights sleep”. rm
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INSURANCE PREMIUMS AND RELATED MANAGEMENT SERVICES TYPICALLY RUN 8 TO
10 PERCENT OF TOTAL CONSTRUCTION PROJECT COSTS IF CONVENTIONAL
PROGRAMS ARE USED. WRAP UP COSTS ARE IN FOUR TO SIX PERCENT RANGE ON
THESE PROJECTS. WORKER COMPENSATION USUALLY MAKES UP 50 TO 60 PERCENT
OF TOTAL PROGRAM COST. ASSUMPTION THAT NET SAVINGS BECAUSE OF WRAP UP
USE WILL EQUAL TWO PERCENT OF OVERALL PROJECT SEEMS TO BE VERY
CONSERVATIVE. BALTIMORE MTA SAVING IS 6 PERCENT.

PROPOSED ALASKIAN HYDRO-ELECTRIC PROJECTS INVOLVING ROCK TUNNELING.*
UNDERWATER WORK. AND COMPRESSED AIR CONSTRUCTION CONDITIONS WILL PE
RATED SAME AS TRANSIT PROJECTS BY INSURANCE COMPANIES. ARGUMENT THAT
THIS IS DIFFERENT FROM TRANSIT IS NOT ACCEPTED BY INSURANCE
UNDERWRITERS. THEY DON’T CARE WHETHER TUNNEL IS TO CARRY WATER*
POVERLINES.* SEWERAGE* AUTOS OR TRANSIT CARS. IT IS THE SAME SET OF
CONSTRUCTION HAZARDS FOR ALL.

HERE ARE SPECIFICS ON FOUR RECENT MAJOR PUBLIC CONSTRUCTION PROJECTS *
ALL INVOLVING HEAVY UNDERGROUND WORK.

PROJECT CONVENT’ L WRAD UP SAVINGS

SAN FRANCISCO 40-0 29.8 35.6
Washington Q0 .4 62. 2 60.0
ATLANTA. 61-3 39.9 34.9
BALTIMORE 46 *0 27 .5 40. 2

(SMILLI CMS )
JIM BARRETT
CRESHELM
PHILADELPHIA
1751 EST

IPMAFUR AHG

»305P
L 2
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James E. Barrett

A career consultant since 1962, and president of
Cresheim Company since 1968, he has worked with
more than 140 corporate, public and private clients in
North America, Europe, Latin America and the Far
East. Some client relationships extend for fifteen
years.

MANAGEMENT CONSULTING. Projects involve
questions of organization, business strategy, corporate
development and planning for manufacturers, process
industry firms, and service businesses.

MANAGEMENT DEVELOPMENT. Widely known in
executive and management development circles, he
conducts workshops In business negotiating, problem—
solving and decision-making, market planning, and
individual productivity for corporations, public

agencies and trade associations.

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

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

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

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

INTERNATIONAL WORK. Projects with multinational
corporations mado him a froquent world traveler In tho
late Sixties and he continues (his work with several
overseas trips each year. His experience Includes
periods ot extended residence 'n England and
Germany while managing starlups In 1966 end 1967.

SPONSORED RESEARCH. A continuing activity lo
management ot multidisciplinary research projects ol a
predominantly economic naturo. Recent examples
which led to publicly available results include, in 1976,
Tunneling; The Slate ol the Industry (with R.S. Mayo
and R.J. Jonny) and, in 1977, Insurance lor Urban
Transportation Construction.

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

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

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

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

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

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

/\resnelm Oompany e 1408 E. Mermaid Lane. Philadelohla. Pa. 19118 = 215-836-1400
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March 15- 1982

John Haywood, Director
Division of Risk Management
Department of Administration
State of Alaska

Pouch C

Juneau, Alaska 99811

Dear John:

OWNER-CONTROLLED INSURANCE PROGRAMS

During my experience of approximately 10 years as a Risk Management Consultant
and several years prior to that as a Safety Engineer witli a major Insurance

company,
insurance programs on various construction projects.

I have been familiar with a number of owner-controlled (wrap up)
In all of these cases, the

programs have been successful in terms of meeting the two basic objectives of this
type of program. These arc:

L

2.

To reduce the pain and suffering ns a result of injuries to workers and

members of the general public.

To reduce tho cost of the project.

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

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

L

First, the owner receives the direct monetary benefit of dividends and return
premiums ns a result of the low-loss ratics.



2.  The general contractor and the subcontractors obtain a lower experience
modification factor for their workers® compensation programs as a result of
the improved loss ratios and these lower modification factors can then be
utilized by them in offering lower bids on future projects.

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

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

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

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

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

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

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

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

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

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



10.

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

Possible tax advantages iIn that premiums may be treated as an expe .
rather than a port of a capital value.

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

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

1

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

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

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

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

All premium discounts and dividends are returned to the owner.

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

Comment: This lime and expense is relatively insignificant compared to the
potential savings under the wrap-up program.

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

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



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

Respectfully submitted,

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

RRH:cf

THE wYH ja lt. COMPANY



Warren, McVeigh & Griffin, Inc.

Risk Managemem Consultants

March 15, 1982

Mr. John Haywood

Director of Risk Management
State of Alaska

Department of Administration
Division of Risk Management

Pouch "C"

Juneau, Alaska 99811

OWNER-CONTROLLED WRAP-UP INSURANCE PROGRAM

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

A. TELEPHONE CONTACT

The following quotations were received from interviewed parties:

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

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

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

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

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

2. Norman Cocanour — Arizona Public Service.
"Fantastic way to involve an owner iIn the safety, claims axi cost control
aspects of tho project. From a quality control standpoint, (a wrap-up) not only
helps assure a safe jobsite but also u safe operating facility after construction.

"... Ican document premium savings of 30% to 50%."

M 20 Onaial Strum North. Newport Unacli. California 92600 <« (7M1 752 1G58
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3. William Hughes — Southern California Edison.

"l can demonstrate savings of 30% on workers®™ compensation premium equating
to several million dollars annually. General ligbility rates are running 25%
below the market rates — even considering the present soft market.

"Much easier coordination of safety at the jobsite, comprehensive safety
engineering provided by the wrap-up insurer. Safety record among the best for
utility construction projects in the U.S.

"From the risk manager-"s viewpoint, much better to have wrap-up, because you
know all contractors are properly insured once they arrive at the jobsite.”

4. William P. Noone — Pacific Gas & Electric.

"We have used wrap-ups on every major construction project for over 20 years.
We"re completely satisfied with the results and will continue to use wrap-ups in
the future.”

5. Marc Darby — Director, Risk Management & Insurance Societe d"energie de la
Baie James, Montreal, Quebec.

"Our wrap-up program has served us very well. We have saved many millions of
dollars in premiums while running a very safe jobsite.

"I have recently reinarketed my insurance coverage resulting in an additional
$22 million in prem®um savings to the project."

6. David Ashbey — Department of Civil Engineering, Massachusetts Institute of
Technology -

"l have been a consultant to the Department of Transportation ns well as a
number of other clients . . . convinced that a wrap-up insurance program ma’es
sense for any major construction project.”

7. Russell McFarland — Southern California Rapid Transit District, Los Angeles,
Califomia.

"While I was nt the DOT in Washington, D.C., I had the opportunity to see a
number of wrap-up insurance programs in operation Hr various projects which
involved DOT funds. Without exception these programs saved the taxpayers
millions of dollars.

"The Southern California Rapid Transit System contemplates using n wrap-up
Insurance program on our major construction projects."

B. WRITTEN COMMENTS
Written comments include tho following:

1. Roy A. Wcstrnm, "Advantages of Wrap-Up Plans" The Annals of Chartered
Property and Casualty Underwriters, Vol. 18, No. 4 (Winter, 1965) pp. 317-338.

Warren, McVeigh & Griffin, Inc.
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"Why are owners® representatives and managers of insurance for large
construction companies becoming increasingly intereAed iIn the wrap-up
approach to construction insurance and construction contracts? The survey
indicated that possibly the major reasons, in addition to savings, for this trend
result from (1) the concern for good relations with the public residing in the
immediate area of the project and (2) their responsibilities to employees as well
as those of all contractors on the project. The advantages of wrap-up coverage
from the viewpoint of production of the corporate image produce both direct
and indirect benefits."

2. Ralph E. Becker and Herbert S. Denenberg, "Wrap-Up of the Wrap-Up"™ The

Annals of the Society of Chartered Property and Casualty Underwriters, No. 3
(September, 1967), pp. 197-217.

"The authors conducted a survey among owners who had used the wrap-up and
found that all but one of sixteen contacted endorsed the wrap-up approach
enthusiastically . .. The group generally was convinced that most of the
claimed advantages of the wrap-up were realized. Further, those that were
engaged in continuous building programs stayed with the wrap-up, and their
enthusiasm waxed rather than waned over time .. .nn intelligently designed
wrap-up can do the job which its proponents claim. In a nutshell, that job is the
best insurance at the lowest price."

3. Long & Gregg, "Property & Liability Insurance Handbook," p. 505.

"Mixed and sometimes quite strong viewpoints both pro and con exist within the
insurance community as to the propriety, or even legality, of combining under
one set of policies protection for the diverse interests of a project owner, the
general contractor, and various subcontractors. However, the weight of logic
seems clearly to rest with those supporting the wrap-up concept."

4. Charles F. Levinson, Business Insurance, .Tune 28, 1968, p. 20.

"At the (New York) Port Authority wo arc fimmly convinced that on a large
project a considerable savings can be made for the owner. In addition, it
simplifies tho insurance certificate lu idling procedures, eliminating tho need
for checking into the insurance program of each contractor before they are
allowed to start work on your behalf. Idoubt that it would be possible for any
contractor to buy, individually, as broad a coverage as the property owner could
purchase by putting all his eggs into one basket."

5. Robert N. Self, The National Insurance Buyer, November, 1966, p. 26.

"It goes almost without saying that there are mixed and sometimes quite strong
viewpoints on the pros and cons of a "Wrap-Up" both within the confines of the
Insurance community and within the construction industry. It is also evident,
however, that the plan does work to the benefit of the owner when properly
established. If these were not so, the whole concept would disnppc Ir from the
Insurance scene."

Warren, McVeigh & Griffin, Inc.



Washington Metropolitan Area Transit Authority
metro

600 Filth Street. N.W., Washington. D.C. 20001

(202) 637-1234

August 28, 1981

Mr. John Haywood

Division of Risk Management
Department of Administration
State of Alaska

Pouch C

Junean , AK 9981l

Re: Safety Awareness Program

Dear Mr. Haywood:

I am enclosing copies of our "Safety Awareness Program”™ and supportive
information as discusscJ in our telephone conversation of August 26, 198I.

Our 1insurance coverage 1is a loss responsive wrap-up policy and we are
able to cor®, irm the contractors reporting documentation by review of our
loss runs at the close of the contract.

For the program to be effective a base incidence rate must be established
for each type of construction. Thru July our contractors have worked a total

of 83,329,296 man - hours, we break down the man - hours to type of construc—

tion and accident exper;_nce, then establish an incidence rate for each new
con tract.

To date our program has assisted with a sizeable reduction in our lost
workday cases and insurance costs.

If 1 can be of further assistance, please contact me.

Sincerely,

Safety Engineer
Office of Design and Construction

A PUBLIC TRANSPORTATION PAR INERSI IIP Ol 11IL DISIhICT OF COLUMBIA. MARYLAND AND VIRGINIA



LESS CONTROL CUASVKRI.Y REPORT

ALASKA POWER . PARE

AS OF: 12/31/82 SO
1.0 TREND ANALYSIS OF CLAIMS

FY82 — rY83 TO 12/31-

MUMPER AMOUNT  NUMBER AMFUIN F

i __
*x%%% 1 1 TREND ANALYSIS HY COVFRAHE **%%=
WORKERS COMPENSATION 24 264,416 64 245,867
STATE PROFERTY i «13.500 1 115,000
TOTAL A 307.916 65 .160»867
*kkkxk 19 IkKNI'i ANALYSIS BY NEXT ORUANTZATI (IMAL LEVE L ***x*

UNKNOWN APA
MI SC KNOWN APA
ADMINISTRATION
TIFF PROJECT

TOTAL

*kk*k*k

1.3 1RFI1) ANALYSIS
PALIS 1 SLIFS

HAND TOOLS

MANUAL MATERIAL HDLG

MOTOR VEHICLE

FIRF OR EXPLOSION

ILI MESS

OTHFR

TO1 AL

25 30l,vi6 L3 36.0, UV
25 707-916 65 360,867
BY i [kciimh tamce REI.EVAN r ID PREVi-N I I(IN
I 71. 7,K5 ? 41,348
4 «148 3 25,435
3 570 Q 18,793
I 7,040
i 115,000
; . =129 6,803
15 230,025 oii 123,348
25 707.917 65 360,867

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

Therefore, these losses will increase when the trending analysis is performed.



toss CONTROL QUARTERLY REPORT
AS IJF5 12/31/82
3.0 LISTING OR CLAIMS

ALASKA F"OUER

PAGE 154
90

CLAIMANT ACC DATE TOTAL.  INCURRED STATUS ORGANIZATION
CLAIM NUMBER DESCRIPTION OF IHE OLA IN-
***k%% LISTING OF CLAIMS BY COVERAGE - REPORTED IN THE PERIOD Oetobor-0Oecenhop *****

*kkkk *khkkhkk

UORKERS COMPENSATION

BASKETT JAMES
P0318323

12/05/82
MECHANIC BRADFIELD CANA

BENOIT GREG C
P0318320

11/30/82

riJNNEI. H INER/BRADFIELD

BOON DANIEL R
P0318312

10/28/82
IKON UORKER/BRADFIEL.O C

BROOKS TOM E 11/23/82

P0318316 TUNNEL MECHANIC/BRADFIE
CZAKNECKI CLYDF A 11/26/82
POT 13315 CIVIL ILASB8ORER/BRADFI ELU

DAUENHAUER MICHAEL L 11/19/82
PO3wW18309 CHASER/TYEE TRAMSMISS10

DE GRANDE ALONSO
P0318319

11/18/82
SERVICE O0CI.ER/BRADFIEL.D

DIDDLES LEONARD G
P0O31 8317

11/19/82
TUNNEL MINER-BRADFIFLII

nilCIC JONHIE R
P03018306

11705732
CIVIL ENDINEER/EIRADFIEL

DUKES ARDITH ( "NE
P0303024 0

12/12/82
COOK/BRADFIELD CANAL AL

HERRFRA EFRAIM R 10/11 "82

P0303513 RIGGER/TYKE TRANSMISSIO
HURD BEN 07/21/82
P0303370 MINER/BRADFIFLU CANAL

HURD BENNY H 0L/ 12/82

P0303398 MINER/BRADFIELD CANAL
HURD BENNY NI 10/20/82
Fr0303512 MINER/BRADFIELD CANAL

JONES GERAI D E 07/28/82

P0303377 ELECTRIC]JAN/BRADFIEI.S C
KIKQROUSKX DONALD C 10/27/82
P0303514 POWDLRMAN

19104 JAN 27. 1933

300.00 OPEN TYEE PROJECT
FELL FROM LADDER ON CRANE/L-SHOULDER CONTUSION

650.00 OPEN TYEE PROJECT
STRUCK BY FALLING RUCK/RI7EAR LACERATION

6.791.00 OPEN TYEE PROJECT
OPRTNG AIR DRILL-LEFT CARPAL TUNNEL SYNDROME

400.00 OPEN
I. IfTUG 8 "LENGTHS Of ANGLE

TYEE PROJECT
IRON-MUSCLE STRAIN

672.00 OPEN TYEE PROJECT
STRUCK BY CKAIN-LACERATION-R/ INDEX FINGER

4_.8H1.00 OPEN TTEE PROJECT
SLPD/FELI.-1CG COVERED RD/L/EYE LACERATION

450.00 OPEN TYEE PROJECT
UMPI.GNG CEMENT AUGER UHN CEMENT FLEU INTO L/EYE

500.00 OPEN TYEE PROJECT
SLIPPED/FELL UHILF LOADING STEEL-L/KNEF SPRAIN

350.00 OPEN TYEE PROJECT
JUMPED OFF OF RAMP/LUMBAR S IRAIN

70.950,00 OPEN TYEE PROJECT
SI.PD-UET SPOT-FI.R/FFLL-TORE LIGAMENTS R/KNFE

130.00 CLOSED TYEE PROJECT
BUMPED BY SAW BAR/FOREHEAD LACERATION

90.07 CLOSED TYEE PROJECT
DROPPED TCHJ LINE-L/F GD) I CONIIJSION

"37.135.00 OPEN TYEE PROJECT
STRUCK HY FALLING ROCK-SEVERE” 1.ACERATION-L/HAND

300.00 OPEN TYEE PROJECT
JUMPED OFF" MUCKER/BANDED K*NEF/CONTUSION-1/KNEE

301.92 CLOSED TYPE PROJECT
PINNED BY RR ITI1EH/COMPRESSION INJURY R/LEG
21.000.00 OPEN TYPE PROJECT

EXPLOSION/FATALIIY RESULTED



toss CONTROL QUARTERLY REPORT

AS Of: 12/31/82

3.0 LISTING OF CLAIMS

CLAIMANT
CLA1.: HUMBER

*hkKkKk*k

KUEPPER RICHARD J

P0.313314

HACI_AY PHILLIP
P0303385

MARQUETTE LEE A
F0.5013305

MASSIE CLYDE A
P03010303

MC DONALD GREG H
P0318322

MC I.FAN LEROY
P0303386

I1CHNF.R FRED 5
P031S310

OCHSNER FRED S
P0303523

PARK HUNT
F0303384

PARR HUNT
F03.183.13

PETERS JON S
P0303522

PETERS Jill' S
P0318313

PETTI CREW ETHAN
P0303382

READ KENNETH E
P0303391

SHERMAN MARK S
P0303521

SINGS TAB LEIF G
PC318311

WHITE TIM M
P0303375

19104 JAN 27.

LISTING OP CLAIMS BY COVERAGE

ACC HATE

11/15/62
SHOP FOREMAN/BRADFIELD

07/30/S2
ELECrRICIAM/8RADFIELO C

09/25/32
CHAIN SAW OPERATOR TYEE

10/30/82
MECHANVC/TYEE TRANSHISS

10/27/8?

CIVIL I1.ABORER/BRADF IELD
08/02/82

MECHANIC/BRADFIELD CANA

11/23/82
IRON WORKER/BRADF)EL 1L C

10/26/82
IRON WORKER/BRADFIELD C

09/01/82
GENERAL LAHORFR/TYTE LA

11/17/82
GENERAL LABORER/BRADFIE

10/31/82
CARPFN TER/BRADFIELD CAN

11/14/82
CARPENTER/DRADFIELD CAN

08/02/82
TUNNEL LABORER/BRADFIEL

08/03/82
SAUYER/TYEE LAKE PROJEC

10/76/82
APPRENTICE 1.1NEMAN/TYEF

11/70/82
CAMP MAINTENANCE/ERADFI

0772b/82
AIR TRACK DP] I.LER/TYEE

1993

ALASKA POWER

TOTAL
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INCURRED STATUS
DESCRIPTION OF THE CLAI*M-

ORGANIZAT]ON

EE

IN THE PERIOD Octnbcr-Dccnmber

TYEE PROJECT
IRON/LUMBAR STRAIN

500.00 OPEN
SLIPPED/FELL WHILE CARRYING

63.21 CLOSED
FOREIGN BODY R EYE

TYEE PROJECT

200.00 OPEN TYEE PROJECT

STRUCK IN EYE WITH STICK WHILE CLEARING BRUSH

900.00 OPEN TYEE PROJECT
OAS FUMES EXPI.DED WHL SIDRUG RATRY TERMINALS

500.00 OPEN TYEE PROJECT
STRUCK BY BROKEN JACK LEG-1./WRIST CONTUSION

238.65 CLOSED
HIT BY ROCK/SCALP LACERATION

TYEE PROJECT

12.802.00 OPEN TYEE PROJECT

FELL FROM RE"/.. -APPROX 15"-FRACTURED RIBS

250.00 OPEN TYEE PROJECT
POKED BY TIE WIRE/LACERATION R/AW1

28.15 CLOSED TYEE PROJECT
SLUING SPIKE HAMMER TO HARII/IJPPER BACK STRAIM
1.632.00 OPEN TYEE PROJECT
TUSIH NECK WHL I1J1.KMG UP STEPS/CERV]DAI. STRAIN

101.90 CLOSED TYEE PROJECT

KNEELING ON CONCRETE/FOLLICULITIS OF THE KNEES

1/0.50
WATER DRIPPED

CLOSED TYEE PROJECT
INTO EYE/FOREION BODY R/EYE

1/9.50 CLOSED TYEE PROJECT
STRUCK BY RUCK/SCALP LACERATION

88.25 CLOSED TYEE PROJECT
BUCKINO TREE/RIGHT HIP CONTUSION

680.00 CLOSED TYEE PROJECT
USING BI.OW PIPE/FOREIGN BODY R/EYE

TYEE PROJECT
I./ANKLE SPRAIN

800.00 OPEN
SLIPPED FROM LAUDER/UKADE 11

41.750.00 OPEN TYEE PROJECT

TWSTIJ BACK WHILE LIFT TG RR T] E/AEUTE BACK INJURY
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process -of Raying Anchorage
lawyer Bill'Cook’about $2U
000 to conduct on “intensive
investigation of «Gorsuc

Asked his reaction to thi

Dam Insuranee'costs
called questionable

By RICHARD CINEBERG

Daily News correspondent

JUNEAU — A controver-
sial method of providing in-
surance coverage for the $125
million Tyee Lake hydroelec-
tric project may have resulted
in unnecessary expense to the
state, an Alaska Power Au-
thority consultant says in a
draft report. 4v

A legislative audit conduct-
ed last year and the study in
progress by power authority I
consultant Dan McCarthy of
Los Angeles question the way
in which the state put togeth-
er the $3.8 million insurance .
package for the project.

However, the company that
took the lead in arranging th
insurance program, Marsh &
McLennan of Seattle, called
McCarthy's draft report "to-'
tally erroneous:” * i

The hydropower project is
under construction in South*;;
.east Alaska near Petersburg.

McCarthy says his on-going

review of’documents related
to the insurance plan does not
give him a clear understand-
ing of all expenditures in the
complicated, insurance pack-/
age. f.

Among the arrangements
McCarthy questioned are two;
$20,000 payments of invest-j

"ment income and $78,000 des-
,ignated for a safety program. -«

McCarthy’s draft report
does not make It clear whe
er he believes the funds were m
mismanaged, or simply bur—
|?d in art1) urp(nkecessarll %om—

icated boo eepli em.
Ele is still studying I%esys

The Tyee insurance, pack-,
age uses a form of coverage
called wrap-up insurance. Un-:
der a. wrap-up, the owner.-'
acquires the insurance. 'On e
other construction projects,;
contractors provide their own
insurance.

Using the. ,wrap-up insur-‘
ance method » can save the

-, Sue Page B-2, INSURANCE

Insurance package for Southeastern

Continued from Page B-1

owner millions of dollars on
large projects, says John Hay-
wood. director of the state’s
Risk Management Division.

On a wrap-up, Haywood
says, the state can use the
leverage gained by the large
size of the insurance package
to secure a custom-designed
program, and thereby save
money.

Haywood recommended the
wrap-up program for Tyee
and helped the Alaska Power
Authority put it together. He
is convinced the stale will
save at least $3 million on
Tyee insurance costs, and that
Tyee will have a safety pro-
gram as good — or better —
than standard insurance
would provide.

"The final chapter on Tyee
is going to be there for every-
body to see,” he says.

But the advantages of
wrap-up insurance coverage
are not.universally accepted.

Wrap-up insurance is op-
posed by some segments of
the insurance industry, un-
ions and general,contractors
because it interferes with

their norpiai; business prac-
tices. Last year the legislature
passed a bill prohibiting
wrap-ups, but the governor
vetoed the measure.

For the Tyee wrap-up, Mc-
Carthy, the power authority's
California-based insurance
consultant, is having difficul-
ty tracing expenditures for
the $3.8 million msurance pro-
gram.

In November, McCarthy
met with Haywood and repre-
sentatives of the primary
ssurance companies hand i‘lﬁg
the Tyee program for the
state — Marsh & McLennan,
Corroon-Black/Dawson land.
Pacific Marine. Insurance.’
Then he examined, documents
on the complex insurance pro-
gram. |

"Based on my meager un-
derstanding of this program,”
McCarthy wrote in a Jan. 3
draft report to the power au-
thority, there exists the
possibility that APA may
have overpaid . premiums
and expenses.

"The Tyee package,'lL Me-
Carthy*wrote is "very cum-
bersome difficult to un-
derstand and in some cases

hydroelect nc project

Iw.Vitk*

guestioned by

State

duplicative." When- he wrote.,
his .report, McCarthy noted,/
he still lacked important iii*
formation. He received some
of that information late last
week ,at his home in Califor-
nia, but he has not yet had
time to evaluate it.

"There are still unan-
swered questions that require
further analysis,” McCarthy
said Monday. "I'm not sure
whether it’s impropriety, or
the rather unusual structure
of the program and its cum-
ibersome reporting system."

Wrap-up programs typical-
ly involve many layers of
insurance with separate insur-
ance policies.

i. The finance director of the
power authority, Ray Benish,
says he is troubled by the
lack of clear accounting for
‘insurance expenditures on
Tyee to date. In view of past
investigations of the program,
he said, it is particularly sur-
prising that the documenta-
tion for the Tyee insurance
contracts still raises ques*

[ C
tyf- “‘If We spent X dollars, we

""should be able to account for

them all," Benish says. At the
jmoment, power authority con-

sultant McCarthy is telling
*Benish he still can't do that,
['MMcCarthy’s questions have
‘drawn an angry response
".from Marsh & McLennan vice
president David Carlson, who
wrote McCarthy .March 2 that
he,has .provided all of the
{information McCarthy re-
quested and stands ready to
provide more. ,



"Your "dralt report maxes
implications and. innuendoes
that are totally erroneous and
based apparently (to quote
«from your report) ‘on your
meager understanding of this
program,’” Carlson wrote.

McCarthy was in Juneau
Monday to look through four
"boxes of documents the House
eLabor and Commerce Com-
mittee obtained last year
from the insurance companies

‘and the Risk Management
Division.
The industry' documents’

were obtained through a rare
use of a legislative subpeona,
issued by the House Labor
and Commerce Committee.

Billy Berrier, director of
legal services for the legisla-
ture, says subpoenas are
drafted from time to time at
legislative request, but are
rarely issued. .

A recommendation’' by leg-
islative auditors in 1902
launched the power authori-

ty's internal investigation.
The 1902 legislative audit
“found the allegations that

APA, Risk Management, or
brokers/agents acted impro-
perly to be unsubstantiated.”
But the audii. also identified

eproblems and eunanswered
questions concerning the com-
plicated insurance program.
According to the legislative
audit, the power authority
“acted hastily in its decision
to employ owner-provided

(wrap-up) insurance for
Tyee.”
In his Jan. 3 draft report

this year, McCarthy said APA
officials should examine in
greater detail payments by
Marsh & McLennan and Cor-
roon-Black/Dnwson, who
manage the program for the
power authority, to principal
insuror Pacific Marino.

Tho Pund (or invooliQntivo Journalism pro-
vl financial support lor 1ho rosoarch on Ihis
a



ALASKA POWER AUTHORITY

334 WEST 5th AVENUE -ANCHORAGE, ALASKA 99501 Phone: (907) 277-7641
(907) 276-0001

April 29, 1983

Senator Richard Eliason
c/o Sheila Peterson
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Senator Eliason:
Pursuant to your request, enclosed is the draft report from
our insurance consultant, Mr. Dan McCarthy, regaiding the Tyee Wrap

Up Insurance Program. Again, this is a draft report for discussion
purposes only.

Encl. as stated
cc: Eric P. Yould, APA

Commissioner Dick Lyon, Chairman
APA Board of Directors

***SENT BY DHL 4/29/83***



McCarthy & associates, inc.
RISK PREPAREDNESS CONSULTANTS
4108 Monet Avenue

Woodland Hills, California 91364

(213) 738-9973
(213) 348-6005

Daniel R. McCarthy
President

April 27th, 1983

Mr. Raymond J. Benish

Director of Finance

The Alaska Power Authority

334 West 5th Avenue d raft
Anchorage, Alaska 99501

Dear Ray: i ofr,

Here is the report on the Tyee Wrap-up Insurance Program'.

It utilizes the prior draft report where the portions of
that report did not change. This report expands the draft and
analyzes the insurance protection afforded. It also contains
recommendations In certain areas to bring the wrap-up insurance
to a position of uniformity and clarification.

Perhaps not properly includable in the report is an
observation relative to communications. This comes about as a
result of the meeting | attended in Seattle on March 31, 1983 at
M itsui's offices.

| came away from chat meeting with the feeling that the
contractors in attendance at the meeting believed they were not
listened to in regard to their concerns for the insurances provided

them.

Since that meeting | have had a telephone conversation with
one broker and a letter from another. A copy of the letter had
also been sent to APCOP. | reported the contents of the telephone
conversation to Dave Carlson. | was promised that the immediately
doable concerns would be met and that a quotation for the changes in
the builders risk and/or marine insurance would be available to me,
today, before | depart for Anchorage. | hope this wi.ll be fact.

Tire point is that immediate communication by and between all
parties involved in a wrap-up program is paramount. The goodwill and
trust of contractors is. essential to the successful administration of

a wrap-up program.



W

5

The feeling | have is that Chis hasn't been the case foi
the Tyee wrap-up.

In an effort, however, to be responsible to Phase Il
contractors, Dave Carlson informed me that he had cooperated with
the contractors involved in terms of letters, copies of policies,
etc. provided contractors as long ago as approximately a year.

The need to communicate and to be responsible to contractor
concerns is self evident. For the remainder cf time involved at
Tyee, therefore, | recommend a system of communication and responses
to concerns be instituted and followed.

Sincerely,

IC*A it

DRK/gbh Dan R. McCarthy



TYEE LAKE HYDROELECTRIC WRAP-UP INSURANCE PROGRAM

This report has analyzed the various components of this Wrap-up Insurance
Program and comments on its value in terms of its components and in
financial terms.

The components include:

1.- Analysis of the various insurance policies, coverages and related
supporting documents.

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

3.- Analysis of the various contracts with the broker, the carrier, other
entities and related fees.

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

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

The genesis of this wrap-up program is the agreement between State Risk
Management and the Alaska Power Authority.

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

These brokers were engaged in the premise that State Risk Management had
recently undergone a "broker selection process” resulting in the selection of
these brokers, not only for other State insurance matters, but also for the

Tyee Project Wrap-up Program.



The co-broker adopted the acronym (APCOP) meaning Alaska Power Construction
Program.

Item 1: Analysis of the various insurance policies, coverage, limits
and related documents.

A.- General Liability/Workers® Compensation

The "Alaska Power Authority Insurance Information Manual and Coordination
Procedure for Alaska Power Construction Program (APCOP)" prepared by APCOP
Services Marsh & McLennan, Incorporated shows the following for each project
phase:

Phase I - Power House and Tunnel

Comprehensive General Liability Insurance (excluding Automobile Liability
and Physical Damage) subject to the following limits of liability:

$35,000,000 Bodily Injury/Each Occurrence per Contractor
$35,000,000 Property Damage/Each Occurrence per Contractor

and affording insurance for Premises - Operations; Owners/Contractors
Protective; Independent Contractors; Products/Completed Operation (continued
in force two years after the date of final acceptance of the work by owner);
Blanket Contractual Liability; Broad Form Property Damage; Personal Injury
Liability; Explosion, Collapse and Underground (XCU); Incidental Malpractice,
Incidental Errors and Omissions; and Railroad Protective.

Phase 11 - Submarine Cable

Comprehensive General Liability Insurance (excluding Automobile Liability
and Physical Damage) subject to the following limits of liability:

$10,000,000 Bodily Injury/Each Occurrence per Contractor
$10,000,000 Property Damage/Each Occurrence per Contractor

and affording insurance for premises - Operations; Owners/Contractors
Protective; Independent Contractors; Products/Completed Operations (continued
in force two years after the date of final acceptance of the work by owner);
Blanket Contractual Liability; Broad Form Property Damage; Personal Injury

Liability; Explosion, Collapse and Underground (XCU); Incidental Malpractice;
Incidental Errors and Omissions; and Railroad Protective.



Phase 11l - Transmission System Construction

Comprehensive General Liability Insurance (excluding Automobile Liability
and Physical Damage) subject to the following limits of liability:

$50,000,000 Combined Single Limit/each Occurrence

and affording insurance for Premises-Operations; Owners/Contractors® Protec—
tive; Independent Contractors; Products/Completed Operations (continued in
force three years after the date of final acceptance of the work by owner);
Blanket Contractual Liability; Broad Form Property Damage; Personal Injury
Liability; Explosion, Collapse and Underground (XCU); Incidental Malpractice,
Incidental Errors and Omissions; and Railroad Protective.

The Pac-Mar Liability Policy clearly shows a limit of $500,000 each occurrp.tce
for all insured covered under this policy.

The Subscription Excess Liability Policy SOAMC - 1982 - APA - 1 shows a
limit of $35,000,000 Bodily Injury Liability, per occurrence/$35,000,000
Property Damage Liability, per occurrence.

The APA schedule of Insurance indicates a limit of $55,000,000 excess the
Pac Mar limit of $500,000. The excess limits apply on a "per occurrence"
basis, not on the basis of "per insured, per occurrence."

The contract documents and the APCOP Insurance Manual prepared by Marsh s
McLennan specify limits of $35,000,000 Bodily Injury (BI) per occurrence,
per contractor and $35,000,000 Property Damage (PD) per occurrence, per
contractor.

The insurance program as evidenced by the Pac Mar policy and the exoess
subscription policy is grossly inadequate. For example if in Phase 1 there
is a total of ten contractors who are alleged to be involved in an occurrence
at the job site the limit indicated in the manual and required by the con—
tract is 10 times $35,000,000 or $350,000,000 for Bodily Injury and 10 times
$35,000,000 for Property Damage Liability or $350,000,000 for a total limit
of $700,000,000.

The same inadequacies exist in Phase Il where the manual and contracts
specify $10,000,000 B1/$10,000,000 PD per occurrence per contractor.



However as respects Phase IIl, the manual clearly calls for a limit of
$50,000,000, combined single limit per occurrence, not per occurrence, per
contractor.

If 10 contractors were alleged to be involved under these terms, the total
limit required for all insured contractors, together would be $50,000,000.

It should be noted that if the occurrence occurred e.g. a completed operation
claim or is alleged to have occurred during the period in which the policy
was in force, the contractors have been told ti.it the above limits of
insurance have been provided.

Policy Terms and Conditions

There are coverage deficiencies in the policies when compared to the contract
language, including no coverage for Railroad Protective Liability. Railroad
Protective Liability Insurance, the exclusions for Explosion, Collapse and
Underground Operations have not been deleted and there is no coverage for
Incidental Errors and Omissions.

The Contractual Liability Coverage contains the following onerous exclusion:

(4) to any obligation for which the insured may be held
liable in an action on a contract by a third party
beneficiary for bodily injury or property damage
arising out of a project for a public authority; but
this exclusion does not apply to an action by the
public authority or any other person or organization
engaged in the project;

There is no reference in contract language with contractors relative to the
$5,000 Propert> Damage deductible for general liability insurance contained
in the Pac Mar policy referenced above.

There are clearly major deficiencies in the coverages provided in the policy
compared to the coverage agreed to by contract.



The excels policies clearly contain the same deficiencies as the primary
Pac Mar policy.

Relative to Workers®™ Compensation coverage for Maritime expr-jures the
primary Pac Mar policies properly includes coverage for the " . . . the
liability of the insured to provide transportation, wages, maintenance

and cure to any such employee." With a limit by accident of $500,000,
whereas the excess policy clearly states that its coverage " ... does

not apply to the liability of the insured to provide transportation, wages,
maintenance and cure to any such employee".

It is unclear as to what aggregate limits would apply as respects the excess
subscription placement. Policy limits aggregate normally apply to Contract—
ual Liability Property Damage and Completed operations.

It should be noted that only the schedule of insurance indicates a $55,000,000
limit; th.. excess policy indicates a $35,000,000 limit.

Endorsement -*110A to the referenced excess liability policy mentioned above
indicates a $35,000,000 limit for CGL - not $35,000,000 Bl and $35,000,000
PD. Further, the "Limits of Liability"” coverage part of this policy clearly
states that the total limit for each occurrence is the policy limit for all
insureds, not per each contractor/insured.

All the endorsements extending coverage in the standard Workers®™ Compensation
and Employees Liability policy and the excess policies should be broadened

to pick up coverage for liability under the Acts or Laws of Canada and its
Provinces. It, also, should be noted that the insurance companies shown

in the excess liability policy are not those shown in the schedule of
insurance.

Inland and Marine Cargo

Subscription policy and Certificates of Instance issued to titsui/D.W. Close
transmitted by Dave Carlson®s letter of March 2, 1903 shows a limit of
$5,000,000 any one vessel (and presumably any one land conveyance), subject
to a $5,000 deductible, with Lloyds of London as the insurance carrier.

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

Coverage analysis 1is impossible in view of the fact that the terms and
conditions ". . . are per the Master State of Alaska Subscription Policy No.
S.0.A_M.C.-1982," which has never been provided.



In the letter dated March 2, 1983, Dave Carlson provided a "Schedule of
Insurance”™ and this schedule refers to:

"Pacific Marine 7/15/82 to 10/1/83
Cover Note M-2673 - - Ocean Cargo Certificate
$10,000,000 any one tow single and/or Tandom"

The same letter providea a separate Certificate issued to APA Mitsui/

D.W. Closa showing coverage for $10,000,000 any one vessel, any one tow
with a $5,000 deductible any one vessel "Non-Owned Marine"™. "Coverage to
include Protection & Indemnity"” with Llyods shown as the carrier. Attached
to this Certificate are numerous standard clauses and endorsements with all
of the blanks as respects to Assureds, Loss Payee etc. left uncompleted.

The Schedule of Insurance shows;

"Pacific Marine 7/15/82 to 10/1/83

Cover Note M-2674 - $10,000,000 Charter®s Liability
Protection & Indemnity and Running Down Clause on any
Vessels Bareboat Charter, Leased or Rented by the Assured:
Stevedore®s Liability."

Builder™s Risk/Course of Construction Insurance

Two copies of Subscription Policy No. P.R.P.-ST-U AL - F82 (APA) were
provided. Both show a Limit of Liability for Phase | of $45,000,000 and

a deductible of $5,000. Nowhere in either of the policies is any reference
made to any other deductible. However, Dave Carlson®s letter of March 2, 1983
states "The deductibles are $250,000 Earthquake and Flood and $100,000 for

all other Perils.™

The insureds include State of Alaska/Alaska Power Authority, Prime Contractors
and their Subcontractors of all tiers. One copy of the Subscription Policy

has three endorsements attached to it. Endorsement No. 1 includes coverage

for Mitsui/D.W. Close as respects exposures under "Tyee Lake Submarine Cable
Contract”™ and raises the limit of liability to $65,000,000. Endorsement No.

2 adds coverage for Power City Construction/Power City Constructors as respects
exposures under "Tyee Lake Transmission Lines Contract No. 2708-3" and raises
the limit to $90,000,000. Endorsement No. 3 adds coverage for Mitsui & Co.
(USA Inc.) and D.W. Close Company, Inc. with a limit of liability of
$65,000,000.



The Schedule of Insurance shows two insurance companies providing all Risk
Builder's Risk Insurance as follows:

"Allianz 10/1/82 to 1/4/84 Policy No. AlO-801511

All Risk Builders Risk - $90,000,000

Commonwealth 12/16/82 to 1/4/84 Policy No. RXMP62770

All Risk Builders Risk $400,000 Excess of $250,000 Earthquake
& Flood - $150,000 Excess of $100,000 all other Perils."

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

Non-Owned Aviation
The Schedule of Insurance provides the following:

"Americas 10/1/82 to 1/4/84 Policy No. HA-2-0111
Non-Owned Aviation $1,000,000 Primary
Americas 10/1/82 to 1/4/84 Policy No. YA-1-0119
Non-Owned Aviation $4,000,000 Excess of $1,000,000

Puritan 10/1/82 to 1/4/84 Policy No. PZ-2181
Non-Owned Aviation $10,000,000 Excess of $5,000,000"

ltem 2: Analysis of the "rating plan® for Worker's Compensation
and General Liability

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

Plan Expense Factors

The Plan has been further modified in terms of the applicable Rating Plan
factors. These factors follow:

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

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



State premium taxes are chcirged on "earned" premium. It is my understanding
that the State forgives premium taxes for a recently formed insurance company
for a period of four years.

The Authority's maximum premium liability under this plan is 5150,000 as
the Basic Premium plus incurred losses, that is the liability for premium
in unlimited.

Wrap-up Insurance Program for a Project of this size should have a maximum
aggregate premium in the primary insurance program.

Since there are separate and unusual financial agreements controlling premium
and investment income between Pac Mar and APCOP, the insurance policies

and retro plan are not the controlling documents in the final analysis.
However, as respects APA's liability for premium, the policies are the
controlling documents.

General Comment:

All the major wrap-up programs with which | have any fam iliarity utilize a
retrospective rating of some kind. The size of the project and therefore

the amount of premium along with the broker's ability to negotiate determines
the favorable or unfavorable plan factors.

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

The Tyee Plan contains severe cancellation penalties as well as what amounts
to an open maximum premium in that the maximum premium is established at
5150,000 plus incurred losses.

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

The normal maximum premium protection is obviated by this Plan's maximum ar.d
final premium provisions.



Item 3. Analysis of the various contracts with the broker, carrier (s)
other entities and related fees.

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

These are:
The purchase of various insurances referenced above.

Agreement with Pacific Marine Insurance Company of Alaska
(Pac Mar)

Agreement with Scott Wetzel Services.

Professional Services Contract with Pac Mar for claims adjusting.
Clairr}s Consulting Contract with Shepard and Associates..
Agreement with Lewison & Associates for technical services.

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

APCOP agreement No. CC08-2307

The effective date of this contract is October 1, 1981. There have been
three amendments to the contract, since its inception, although amendment 3

has not been executed by APA.

The contract requires the Contractor to provide 18 separateservices. Some
worthy of note in this analysis are items 8, 9, 10 and 15.

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

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



Item 3: (continued)

Item 9 requires the Contractor to provide a safety incentive formula for
Project contractors which will include a safety dividend for them This
dividend is due six months following contract expiration.

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

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

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

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

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

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

There is no specific reference to the fees or other compensation to be paid
under this contract. The APCOP budget prepared for the Tyee Project does
not contain a provision for fees or other compensation to the brokers. The
budget for the project provides for total insurance expenditures of
$3,784,602.

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

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



Iltem 3: (continued)

APCOP also entered into an agreement with Pac Mar setting forth the fees
to be paid Pac Mar, certain of its expenses and the establishment of a

Trust Account. This will be discussed in the financial section of this

report.

The various W/IC Policies are stamped % commission. No such stamp appears
on the G/L Policy. Nor does the subscription form policies for Inland &
Marine Cargo and Builders Risk contain this note.

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

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

Peat Marwick Mitchell have completed an account balance audit covering the

period of inception of the wrap-up to January 31, 19B3. Discussion of this
will be included in the financial section of this report.

Agreement with Pac Mar

This is a most important agreement. | shall attempt to relate the agreement

to the retro agreement in detail, particularly in financial terms. This
agreement and the retro agreement require payments to Pac Mar for services
to be performed by it on behalf of insured contractors and A.P.A.

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

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

11.



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

Payments required under this agreement are:

$100,000 - Fee for insurance underwriting services for engaging in
the Tyee Wrap-up Program - PLUS Boards. Bureaus and
Commissions Taxes; Involvency/Guaranty Funds; Assigned
Risk Plan Funds.

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

It should be noted that Pac Mar is compensated separately for its loss adjust-
ment services.

It should be noted, that per terms of. this agreement that Pac Mar receives
the investment income on $150,000 required by this agreement to form a Trust
Account. Dave Carlson stated that this amount was changed to $100,000 by
amendment. This has not been received. The purpose of this account is to
pay claims liabilities. Contributions to this account, however, are based
on "incurred" claims.

The agreement provides for a "run-off" ofclaims on a 6, 18 and 30 month
basis following completion of the Projector July, 1984.Thereafter Pac Mar
requires a letter of credit equal to the difference between $150,000 and
estimated determined amount of claims to be paid. This is done again at

12 months following the first determination and the second and third
determinations. Any excess funds in the Trust account, following the third
determination are returned to APCOP.

At this important time Pac Mar assures liability for payment ofall outstand-
ing liabilities with Pac Mar to be compensated in an amount agreed to at
that time by Pac Mar and Broker on behalf of the Insured.



The agreement provides for payment of investment income by Pac Mar to

APCOP on amounts in excess $150,000 in the Trust Account. These payments
are $20,000 due July 1, 1983 and $20,000 due January 4, 1984. These
payments are made in lieu of broker commissions, according to the agreement.

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

At best, this arrangement encourages a build-up of funds in the Trust account.
Secondly, according to paragraph 6(a) Pac Mar turns funds over to APCOP which

are in excess of $150,000. Further discussion of this is contained in the
financial section of this report.

Agreement with Scott Wetzel Services (SWYS)
The agreement is dated June 14, 1982 by .and between SWS and APCOP; it became
effective, as to work, December 1, 1981.

This is a straightforward agreement providing safety and f'.re protection
engineering services to the Project.

Phase | fees are $ 46,000
Phase |l fees are 12,500
Phase Il fees are 19,500
Total fees $ 78,000

These fees are set forth in amendment to the original contract. The amend-
ment also establishes an expiration date to agreement - November 30, 1984.
The copy of the amendment provided was not sigred by APCOP.

The safety engineering portion of this contract is often provided by the

W/C insurance company. Apparently APCOP believed these services would best
be provided by an outside qualified technical organization. Also, apparently
Pac Mar may feel its interests are best served by a firm such as SW.S.,
although a reference to this effect is absent in the various policies, retro
agreements, other documents | have reviewed. This absence of reference may
be detrimental to Pac Mar in view of the requirement that W/C carriers are

to provide safety engineering services to their insureds. Other arrange-
ments, such as the S.W.S. agreement are acceptable when documented. i



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

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

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

Professional Services Contract Between Pac Mar and APCOP

The agreement is dated July 6, 1982, and expires June 30, 1983. It is by
and between APCOP and Pac Mar for loss adjusting services. If these
services are to continue the contract must be renewed or extended.

All reference to APCOP's "self insured claims program” is misleading and
inappropriate since Pac Mar has issued policies of insurance.

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

claims.

The fees are:

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

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

Settlement authority is $10,000 to be paid from another Trust Fund established
in the amount of $25,000 by the client APCOP.
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At this point we have learned that: Pac Mar should have $150,000 in a
Trust account per retro agreement. Pac Mar should have $25,000 in a

claims Trust account.

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

Recovery of allocated claims expense v/ould be about the same under a
conventional retro plan.

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

Claims Consulting Contract

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

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

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

It would appear that "normal and prudent expenses" are reimbursable.
Appendix A provides for two (2) trips to Alaska, among other services.

The value of this contract is questionable.

Agreement Regarding Technical Assistance to APCOP

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

The essential services to be provided under this contract are:

"Review of rrv-r.cnly progress reports prepared by construction manager.

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

Provide technical assistance as requested by APCOP services."



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

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

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

There is no total value shown in the contract.

The value of this contract is questionable.

Agreement for Data Processing Services

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

year extensions are provided for.

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

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

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

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



Iitem 4: Comment on the -System of Separate Services Contracts

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

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

and loss control.

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

There are three observations on this:

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

been avoided.

- Secondly, the fees allowed in all cases appear to be liberal increasing
costs to A.P.A.

- Thirdly, this approach results in a very cumbersom program and difficult
to understand and in some cases duplicative contract arrangement, again 1
resulting in increased costs to A.P.A.

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

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

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

According to the agreement between APCOP and Pac Mar, APCOP is paid a fee
and/or investment income on the trust account on funds excess $150,000.

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

received a commission for this placement.
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Item 5: Comment on the Selection of Insurance Companies for the
Tyee Wrap-up Program

Presumably Pac Mar was selected as the insurance company for the basic Workers'
Compensation and General Liability Insurance because it is an Alaska company.

Its headquarters, however, are in Seattle.

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

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

It has had exceptional growth in the short time * sas been in business.
In 1981 it had "net" premium writings of just over .9,000,000 with a loss
ratio of 84% and underwriting expense of 19% of net premium income. This
combined ratio of 1.03% can be considered exceptional compared to most

companies in the casualty business today.

As of December 31, 1981, Pac Mar had total assets of -$33,644,677; incurred
liabilities amounted to $24,658,505. This according to its audit firm of
Pete, Marwick, Mitchell £ Co. The 1981 Annual Statement to Insurance
Departments reports current assets of $28,345,468 on a statutory basis and
total liabilities of $22,584,802. Paid-in capital is unchanged; surplus is
$5,023,631 as of December 31, 1981.

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

Its principal business writings are maritime workers' compensation and ocean
marine insurance. It is licensed in Alaska. Its "net" line of risk is
$100,00f with a gross line of $5,000,000 indicating a prudent amount of
reinsurance and a nominal "in-house" retention. It cedes and assumes
reinsurance from foreign insurance companies.

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

Pac Mar, one might say, is in the business of fronting an insuranceprogram

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

According to Bests Guide, premium income in Alaska is second only to California,
i.e. approximately $4,700,000 to $7,030,000.
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1981 Bests Key Ratings of Insurance Companies involved in the Tyee

Wrap-up Program

Pacific Marine Insurance Company
Nutmeg (Hartford Insurance Group)
Protective National Insurance Company
National Union Fire Insurance Company
Lexington Insurance Company
Insurance Company of North America
Allianz Insurance Company
Commonwealth
Americas Insurance Company

f

Purtian Insurance Company

A+ fi A = Excellent

Surplus Rating: X $7.5,000,000

X1 $12,500,000

X1l $25,000,000
X111 $50,000,000

XV $100,000,000

to 12,500,000
to 25,000,000

to 50,000,000
to 75,000,000
fi Over

Not rated

A+ Class X

A Class XI

A+ Class XV

A+ Class XII

A+ Class XV

Will be rated in 1982
Not listed

Not rated

$19,920,000 Policyholder

Surplus

A+ X111



