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LEGAL NOTICE

This report was prepared as an account of government-sponsored work. Nei-
ther the United States, nor the Maritime Administration, nor any person acting
on behalf of the Maritime Administration —

(A) Makes any warranty or representation, expressed or implied, with respect
to the accuracy, completeness or usefulness of the information contained
in this report, or that the use of any information, apparatus, method, or
process disclosed in this report may not infringe privately owned rights; or

(B) Assumes any liabilities with respect to the use of any information, appara-
tus, method, or process disclosed in this report. As used in the above,
"person acting on the behalf of the Maritime Administration" includes any
employee or contractor of the Maritime Administration to the extent that
such employee or contractor prepares, handles, or distributes, or provides
access to any information pursuant to his employment or contract with the
Maritime Administration; and

(C) Represents that this document is intended to provide legal guidance or de-
scribes risks and liabilities with legal accuracy.



FOREWORD

The overall objective of the Guidebook is to provide ports with the basic skills and information
needed to establish and maintain appropriate and cost-effective insurance and risk manage-
ment programs. |t is designed to serve as a practical "how-to" manual and educational
reference text. While it is written from a port's point of view and geared toward the basics of
insurance and risk management, experienced port risk managers and other organizations in the
industry should find it valuable also.

In 1997, Mr. John Pisani, Director of the Office of Ports and Domestic Shipping in the Maritime
Administration (MARAD), discussed with the members of the American Association of Port
Authorities’ (AAPA) Finance Committee the need to update the original MARAD guidebook. A
working group consisting of insurance, safety, and risk management specialists was organized
and completed this revised document. A special appreciation and thanks go out to those con-
tributors listed on the following page.

This document is contained in a three-ring binder as a way of facilitating future revisions. All
future revised pages will be clearly, marked “Revised” and dated. Anyone wishing to ascertain
whether there have been any revisions should contact MARAD's Office of Ports and Domestic
Shipping at 202/366-4357 for that information.

The report also may be downloaded from MARAD's homepage: http://marad.dot.gov. Follow
the "What's New" link on the homepage to access it.
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Accidental losses of property, income, life and
health, and from fiability to others are facts of life
which represent risks of potential serious finan-
cial consequences to all business organizations.
Risk arises for each of these due to the variation
of possible outcomes that can occur throughout
time. The greater the number of possible out-
comes, the greater the amount of risk. All
possible outcomes of an event occurring over a
specified period of time can be plotted graphi-
cally to create a probability distribution. There is
a rational process — the risk management proc-
ess — for preventing or minimizing the adverse
effects of these losses. Good risk management
reduces the negative effects of uncertain future
losses by making these losses less likely, less
severe, or more predictable — allowing more ef-
fective allocation of the organization’s scarce
resources.

Risk can be categorized as either "speculative
risks" or "pure risks." Speculative risks or "busi-
ness risks" are those risks where there is a
chance for gain as well as loss. A port's deci-
sion to build a new dock and terminal facility
would be an example of a business risk. The
risk associated with building the new facility is
speculative since it could result in either a finan-
cial gain or loss.

Risk management is concerned primarily with
those risks which are not of a speculative nature.
These risks, often identified as "pure risks," arise
when there is only the possibility of loss. There
is no chance of a gain with a pure risk. Thus,
the variation of possible outcomes associated
with opening a new port facility is not a pure risk
since there is a possibility of a gain or a loss.
However, the variation of port property and li-
ability losses is a pure risk since a port is in a
position to only lose. Since risk management
deals solely with pure losses, the definition of
risk can be redefined to that "variation of pure
losses that will occur over a specified period of
time."

Risk management has been defined as "the pro-
cess of making and carrying out decisions that
will minimize the adverse effects of accidental

CHAPTER 1: THE RISK MANAGEMENT PROCESS

losses upon an organization." Making these de-
cisions is a five-step process.

The five steps of the risk management process
are:

1. Identifying and measuring loss exposures.

2. ldentifying and examining alternative tech-
niques for dealing with these exposures.

3. Selecting the most appropriate risk man-
agement aiternatives consistent with the
organization's risk financing philosophy.

4. Implementing the selected alternatives.

5. Monitoring and improving the selected alter-
natives.

Traditional risk management involves only "pure
risk" as discussed above and not business risks.
However, an increasing number of today's lead-
ing risk managers are expanding their functions
to include managing:

o Liquidity risks — not having sufficient cash or
other liquid assets to function normally.

e Market risks — inability to buy or sell goods
or services in customary markets at usual
prices and terms.

e Political risks — adverse actions of govern-
ments that may expropriate or excessively
restrict or tax an organization's assets and
activities, or block currency transactions.

s Technological risks — failure to keep pace
with changes in production, operating, and
service techniques or quality standards.

s Catastrophe response planning.

e Security and fire safety risks - failure to
protect facilities and personnel from acts
perpetrated by criminals, terrorists, and dis-
gruntled employees.

The current terms applied to this expanded
scope of activities are “Holistic Risk Manage-
ment” and “Enterprise Risk Management.”

CHAPTER 1: The Risk Management Process
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THE RISK MANAGEMENT
DECISION PROCESS

Identification and Measurement
of Loss Exposures

Identification of Loss Exposures

"The first step of the risk management process,
the identification of a port's loss exposures, is
one of the most important steps but the one
most often ignored. A thorough, comprehensive
identification process is critical because all sub-
sequent steps in the risk management process
flow from these findings. Every loss exposure
has three dimensions: (1) the type of value ex-
posed to loss; (2) the peril causing loss; and (3)
the extent of the potential financial conse-
guences of that loss.

A port needs to develop techniques that system-
atically identify those areas of pure risk. The key
word is systematically. A structured approach
should always be used to identify loss expo-
sures. Without such an approach, some loss
exposures will not become evident until a loss
actually occurs. Of course, after a loss occurs is
poor time to start planning for it.

There are a variety of techniques that can be
used to systematically identify losses. These
include insurance company checklists, flow chart
methods, analysis of past losses, review of fi-
nancial statements, inspections, interviews with
employees, and trade journal articles on insur-
ance.

e Surveys/questionnaires regarding the or-
ganization's operations (see Appendix C).
One must be aware that most existing
documents of this type are "insurance ori-
ented" and are therefore limited to identifying
risks for which conventional insurance is
available. The objective should be to identify
all possible exposures — whether insurable
or not — so this will require a more compre-
hensive search wusually requiring a
customized questionnaire.

e Reviewing the loss history of your organiza-
tion and networking with counterparts in
similar organizations in your industry to learn
of their sources of loss.

e Analyzing your organization's financial
statements and accounting records for
sources and uses of funds, asset entries, li-
ability entries, etc.

¢« Reviewing your organization's other records
and documents such as leases, contracts,
purchase orders, etc., to find liabilities as-
sumed or transferred; minutes of board of
directors’ meetings to learn of future plans;
capital budgets to identify property values at
risk.

e Constructing flow charts of operations to
help identify potential bottlenecks; preparing
emergency response plans to assure conti-
nuity of operations in the event of
catastrophe, etc.

e Continually conducting personal inspections
of facilities to keep current on all activities
and to identify unusual exposures not de-
terminable from surveys, questionnaires, or
monitoring other internal documents.

e Consulting with experts within and outside
your organization to supplement your knowl-
edge and understanding of potential
exposures to loss.

Financial Statement. One technique often used
by risk managers to identify losses is the finan-
cial statement approach. The person
responsible for risk ' management (risk manager)
should analyze the port's financial statements to
determine where potential loss exposures exist.

Analysis of the port's financial statement in
terms of this outline may assist in identifying ex-
posures.

Areas of Potential Loss

e Property Loss
Direct — fire, lightning, explosion, etc.
Indirect — business interruption, extra ex-
pense, efc.
Crime’— dishonesty, theft, burglary, forgery,
computer fraud, etc.

e Liability
Premises, Products, etc.

Marine (e.g., stevedores’ legal liability)
Auto
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Professional Environmental impairment li-
abiiity (i.e., sudden and non-sudden
[gradual] pollution)

e Personnel Losses
Key employees
General employees
Workers’ Compensation

Flow Chart. Constructing a flow chart tracing the
movement of goods from when they enter the
port facility until they leave can be helpful to
identify loss exposures. . After completing the
flow chart, determine what events can interrupt
the smooth flow of goods. Are there specific
points on the flow chart which are susceptible to
bottlenecks? The flow chart is a good tool for
the risk manager to visualize the activities of the
port. For.this reason, it serves as a useful sup-
plement to the checklist approach and financial
statement analysis.

Historical Losses. An analysis of a port's histori-

cal losses can often help identify potential future
losses. A risk manager should not put too much
emphasis on this technique alone since many
port loss exposures may not have generated a
loss up to now. In addition, ports are experi-
encing a dynamic period when new loss
exposures are being created daily. To be more
effective in performing this analysis, it is a good
idea to stay in contact with other ports and dis-
cuss with them any risk management problems,
exposures, or solutions. Communication with
peers can help identify new loss exposures.
Trade journals that publish articles on insurance
provide another reference in identifying loss ex-
posures.

Facility Inspection. One of the best means of
identifying a port's loss exposures is to periodi-
"cally inspect the facilities. Inspections are
important because with other exposure identifi-
cation techniques the risk manager is heavily
reliant on the information provided by others.
Often there is a significant difference between
what is reported and what actually exists. By
inspecting port operations, the risk manager be-
comes better acquainted with activities that are
actually being performed by the port. Interview-
ing employees can aiso provide valuable
information because port employees interact
each day in the port environment and can assist
in the identification of loss exposures. Note:

Port employees may be performing some haz-
ardous activities without the knowledge of a
port's management. It is not uncommon for em-
ployee activities to create loss exposures.

There are four categories of pure losses that will
be identified by the seven identification tech-
niques described on the previous page. (1)
"Direct property losses" occur when tangible port
property is destroyed or damaged by a particular
peril. (2) An example of an “Indirect Property
Loss” is the destruction of half a building by fire.
The half destroyed by fire would incur a direct
property loss. |f the remaining haif of the build-
ing is condemned because it does not comply
with "building codes, the demolition of the re-
maining portion of building is described as an
indirect loss. (3) "Net income losses" occur as a
result of a direct loss to port property that causes
either a decrease in revenue or an increase in
expenses. (4) The final category is that of "li-
ability losses." Liability losses occur when port
operations ‘damage or destroy another party's
property or cause bodily or personal injury to
others.

After the four types of losses are identified
through the techniques discussed, the loss po-
tential of each exposure is measured to
determine the seriousness of the loss exposure.
The next section examines the measurement of
the loss exposures, the second step of the risk
management process.

Measurement of Loss Exposures

All loss exposures are comprised of frequency
and severity dimensions. Next in the risk man-
agement process is to measure these dimen-
sions so that the risk manager can determine
their relative importance to the port. This meas-
urement stage is also important to the stages
that follow in the risk management process when
the risk manager attempts to control and finance
the losses arising from the exposures.

The frequency and severity of all loss exposures
lie in one of the quadrants of the loss matrix be-
low:
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Figure 1
Loss Exposure Matrix

Cell A CellC

» High Severity *  Low Severity

= High Frequency = Low Frequency
CellB CellD

* Low Severity = High Severity

*« High Frequency * Low Frequency

Because they represent catastrophic loss expo-
sures, Cells D and A require immediate
attention. Total cost to a port of loss exposures
found in Cell B can be substantial because
losses here tend to be more frequent: they are
often treated through loss control, thus reducing
the frequency. Loss exposures in Cell C are
sometimes considered as a "cost of doing busi-
ness" and absorbed within the operating budget,
however systems should be implemented to
control these costs. Often the control mecha-
nism can be implemented and administered by
line management without direct involvement by a
risk manager.

Before a risk manager can determine where a
loss exposure lies in the loss exposure matrix,
he or she must measure the exposure's fre-
quency and severity. Historical loss experience
of the port and the industry assists in the identifi-
cation of loss frequency and provides a good
indicator of future loss frequency. The credibility
of this information increases as the quantity of
data increases.

When estimating the severity of a loss exposure,
the risk manager should be careful to look at all
the losses that could arise out of a particular
event. In addition, the risk manager should con-
sider the period of time necessary to put the port
in the same condition as it was prior to a loss.
For example, after a major fire loss, the indirect
property losses and loss of income can be
greater than the direct property damage. Con-
sequently, the risk manager must look at the
ultimate financial impact of a loss on the port.
Only after all the costs that arise from a particu-
far event have been identified, such as fire
damage to a key location, can the true severity
of loss be determined.

After the port has identified and measured its
loss exposures in terms of the loss exposure
matrix, the next step is to develop alternative risk
management techniques to handle the risks.

Developing Risk Management
Techniques for Loss Exposures
Once you have identified a loss exposure's ap-
propriate cell in the Loss Exposure Matrix, the
next step is to identify and examine the alterna-

tives for risk control and risk financing
appropriate for the identified exposure.

Ildentifying and Examining
Alternative Techniques

Risk Control Alternatives

Exposure Avoidance

This is the elimination of the chance of a par-
ticular loss occurring. Exposure avoidance is
the decision to eliminate a particular activity,
operation, or asset because of the high sever-
ity/high frequency loss factor. Exposure
avoidance also includes the decision where a
port decides not to undertake a new activity, op-
eration, or asset. A port could not exist if it
avoided all risks.

Loss Prevention

Loss prevention decreases the probability of
loss. An example would be adopting an em-
ployee safety and health program.

Loss Reduction

This reduces the severity of losses after they
have occurred. An example of loss reduction
would be the installation of automatic sprinklers
to reduce the amount of loss after a fire has
started.

Segregation or Separation of Exposures

This includes removing an operation, activity or
asset to a segregated site so as to eliminate ex-
posures to adjacent operations.
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Pooling

Pooling is a combination of the risks of homoge-
neous or similar entities to achieve economies of
scale for coverage, pricing, and credibility.

Non-insurance (Contractual) Transfer

This transfer technique is a sixth form of loss
control, which will be discussed in depth in the
section on risk financing that follows below.

Risk Financing Alternatives

Retention

(Retention includes: expensing of losses; un-
funded loss reserve; funded loss reserve;
borrowing to pay for losses; and using a captive
insurer). Even with a loss prevention program,
losses are still likely to occur. In anticipation of
these losses, a port must consider the various
risk financing techniques that are available. The
first form of risk financing is retention, which can
range from the application of deductibles to the
establishment of a captive insurance company.
However funded, the port is paying all or a por-
tion of its own losses. The types of losses that a
port should be willing to retain are those that it
can absorb without jeopardizing its financial sta-
bility.

There are certain loss exposures that should not
be retained because of their unique or cata-
strophic nature — these should be transferred
outside the organization. There are two transfer
techniques commonly used: contractual transfer
and insurance.

Contractual Risk Transfer

Risk can be transferred to others by a contract
or by the purchase of insurance. In either case,
the transaction is viable only if the assuming
organization has the financial ability to satisfy all
losses arising from the transferred risk. For this
reason, you should know the financial rating of
the insurance companies you use. In addition,
you should require the parties to whom you have
contractually transferred risk to meet their obli-
gation with insurance in appropriate amounts
from a company having a satisfactory financial
rating. Although several services offer insurance
company ratings, the most widely used one is
“Best's Insurance Reports” which provides
evaluations of 3,000 Property/Casualty and 1700

Life/Health Insurance Companies. Best's apply
two types of rating opinions — Best's Rating and
Best's Financial Performance Ratings (FPR)
based on qualitative and quantitative evaluations
of the financial strength, operating performance
and market profile — as well as an indication of
the financial size based on capital, surplus, and
conditional reserves. (See Exhibit A in Appendix
B, page B--1.)

This section of your guidebook will provide a
general checklist and guidelines for your use in:

e Establishing prudent terms and limits of in-
surance for your program.

¢ Determining types and limits of insurance to
require of those parties to whom you have
transferred risk by contract.

Insurance Required of Others (Risk

Transferees)

In all cases insurance requirements must include
the specification that all policies be issued by
insurance companies satisfactory to your or-
ganization, e.g., companies having an A.M. Best
rating of "B+, FPR 6, FSC VIII” or better. (See
Exhibit A in Appendix B, page B--1.)

Your organization must be included as an addi-
tional insured on all liability policies and, the
insurance must be primary and non-contributory
with your policies (require a copy of the policy
endorsements granting you these conditions).
Note: Additional insured status provides cover-
age only as broad as that granted by the policy
to which you are added, is on a shared limits
basis, and may be subject to impaired or ex-
hausted aggregate limits.

Where work is being performed for you by oth-
ers, a separate Owners and Contractors
Protective Liability Policy (OCP) with limits equal
to your contractual requirements may be used
as a substitute for or supplement to additional
insured status. Exclusive limits are available to
protect your organization but are not in addition
to those provided to you as an additional in-
sured. Note: To avoid the “other insurance”
clause of the OCP involving your insurance poli-
cies, the same primary/non-contributory wording
should be required as part of the OCP policy.

All contractors, vendors, suppliers, tenants, and
other suppliers of goods or services should, in all
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cases, be required to furnish satisfactory evi-
dence of the following insurance:

1. Statutory Workers’ Compensation and
Employers’ Liability — including, if appro-
priate, coverage for Federal Employees
Liability Act (FELA), the Jones Act, the
Federal Longshore and Harbor Workers'
Compensation Act (USL&H). (If seif-
insured, evidence of compliance with ap-
plicable statute.) Note: In states allowing
employers to opt out of workers' compen-
sation, evidence of other insurance
protecting their employees should be re-
quired. Remember: Employees of non-
complying employers working for you have
the option of suing their employer at com-
mon law, or being covered under your
workers' compensation policy or self insur-
ance as if they were your employees.

2. Commercial General Liability — coverage
to include their operations for you on-site
or off-site to include at least:

» Premises and operations with all of the
' included coverages in the Insurance
Services Office (ISO) form

e Products liability

o Completed operationé liability

e Contractual liability

s Additional insured endorsement

e Notice of cancellation or non-renewal
to you (requires endorsement)

Separate aggregate limits per location is
an advisable supplemental requirement for
larger contractors.

3. Business Automobile — Coverage to in-
clude all owned, non-owned and hired
automobiles (ISO symbol 1)

4. Professional Liability — (Physicians, law-
yers, engineers, etc.) additionaily, certain
contractors, tenants and others will have
exposures unique to port operations for
which coverage should be evidenced, in-
cluding:

e United States Longshore and Harbor
Workers’ Compensation Act (USL&H)

e Jones Act

e Protection and indemnity for vessel
operations. Crew coverage with pru-
dent limits can be utilized in lieu of
Jones Act

e Stevedores’ liability for load-
ing/unioading vessels

e Warehousemen's liability for storage of
good of others

e Wharfingers' liability for safe berthing
and tie down operations

Note: Common sense dictates that the na-
ture and scope of the job, the exposures
arising from the job, the availability of cover-
age and the cost of insurance be considered
in the determination of the types and
amounts of insurance required of others.

After a port has examined the risk control and
risk financing alternatives, the next step is to
select the appropriate alternative for each.

SELECTING THE MOST
APPROPRIATE RISK
MANAGEMENT ALTERNATIVES

After examining the available risk management
alternatives, the risk manager must select the
best alternatives.

A port should always use some form of loss
control and loss financing. The intent is to first
reduce the frequency and severity of loss; then
finance those losses that do occur, in the most
cost-effective manner.

A rational basis for determining the selection of
risk control and risk financing techniques should
include:

e Forecast of frequency and severity of ex-
pected losses.

e Asking how will various risk control and fi-
nancing techniques affect frequency,
severity, and predictability of losses.

e Forecasting the total costs and benefits of
each of these techniques.
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Figure 2

Loss Exposure Tools Matrix
Cell A CelliC
» High Severity * Low Severity
= HighFrequency | = _LowFrequency
RM Tools: Avoidance RM Tools: Self-
& Non-insurance Retention
Transfer
Cell B Cell D
*»  Low Severity = High Severity
*__HighFrequency | = _LowFrequency
RM Tools: Loss Con- RM Tools: Self-
trol Retention & Insurance

“RM” = Risk Management

To determine what alternatives or combination of
alternatives best serve the interests of the port,
the risk manager should go through a formal
decision analysis whereby he or she sees how
each alternative will affect the port in both the
short and long run. Some criteria to judge the
effect of each alternative are required to perform
this analysis. For a port operating as a public
entity, the effect on cash flow is an acceptable
criterion. For privately owned ports, the effect
on profit is an appropriate criterion. The impor-
tant point is that a criterion should be chosen
which accurately satisfies a port's philosophy.
After a port has selected the most appropriate
alternatives based on its criterion, the next step
is implementation.

IMPLEMENTATION OF SELECTED
ALTERNATIVES

This step must be based on the underlying,
common sense principle that each technique
considered can be successfully implemented
and monitored. Implementation involves:

s Technical decisions — determined by the
technical expertise (selection of appropriate
insurer, proper limits and deductible, equita-
ble price) and based on the line authority of
the risk manager.

e Managerial decision — the success of this
aspect of implementation will depend on the
ability of the risk manager to persuade other

managers of the logic and advisability of
their support and cooperation in carrying out
the chosen plan of action. This function is
based on the risk manager's staff or advi-
sory authority.

MONITORING AND IMPROVING
THE SELECTED ALTERNATIVES

Once implemented, a risk management program
needs to be monitored to ensure that it is
achieving the expected results and adjusted for
changes in exposures and availability or costs of
alternative techniques.

1. Standards (while difficult to establish in
consideration of the high degree of chance
affecting loss results) are necessary to
evaluate the risk manager's performance.

A. Results standards - establishing a re-
alistic specific goal for losses is
difficult, if not, impossible, because of
the effect that “chance losses” and oc-
currences, over which the risk
manager has no control (earthquake,
flood, explosion at adjacent premises),
have on final costs. Also, it is possible
that luck — either good or bad - can
affect loss performance.

B. Activity standards are based on the
quality and guantity of tasks performed
by the-risk management department.
These may be considered by man-
agement as being different from the
standards of “contribution to bottom
line” by which other managers are
judged and might result in the conclu-
sion that the risk manager's
contributions to the organization are
not the same as other managers.

C. A carefully designed standard com-
prised of targeted resuits, activities,
and directions of change — ideally ad-
justable to occurrences beyond control
or forseeability by the risk manager —
would represent a viable basis for
judging performance. The speed and
effectiveness of adjustments to the
program, as required, is another stan-
dard of performance.
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2. Correction of substandard performance re-
quires determination of the cause, which
will dictate the appropriate response. If
loss frequency increases, prescribed loss
prevention activity may be inadequate, and
enforced compliance is indicated; If re-
tained losses are growing alarmingly, risk
control procedures being performed should
be determined and changed if necessary,
or the retention levels adjusted if all other
factors involved are functioning properly. If
the operations of the organization change,
appropriate adjustments should be made
and communicated promptly.

THE ROLE OF THE RISK
MANAGER

The risk manager should know more about the
port’s risk management program than any other
executive, employee, or outside consuitant.
Therefore, the overall structure of the program
and its effectiveness in carrying out its objec-
tives rest directly in that person’s hands. [Page
2--8 contains a more detailed discussion.]

Loss prevention, while it may or may not fall
within the risk manager's purview, is probably
the most effective tool to reduce the organiza-
tion's cost of risk. It is difficult to measure and
document the direct savings from loss-producing
accidents which are prevented by developing
and enforcing safe work procedures. Even more
elusive, though no less real, are identifying and
quantifying the indirect benefits of uninterrupted
operations and the efficiency realized because
of the continued availability of regular, experi-
enced employees who are not injured because
accidents have been prevented.

MANAGEMENT’S ROLE IN RISK
MANAGEMENT

Management's endorsement and full support is
indispensable for the effectiveness of any risk
management program.

A practical method of initially securing this sup-
port is the formulation of a written Sample Risk
Management Policy Statement (see page 2--3)
for use in communicating to others both the pur-

pose of the risk management program and the
actions which others throughout the organization
can take to contribute to the program’s success.
The text of the proposed statement should be
offered to senior management for review and
revision before distribution. A well formulated
written risk management policy statement offers
the following advantages to the organization:

» Establishes the general goals and objectives
of the risk management program within the
organization.

s Defines the  duties and author-
ity/responsibility relationships of the risk
management department.

e Coordinates the treatment of loss experi-
ence on a reasonably standardized basis
among various organizational subdivisions.

e Establishes and/or improves existing com-
munication channels and management
information systems.

e Provides for program continuity and facii-
tates transition during times of personnel
changes in the risk management depart-
ment. ‘

Maintaining management’s support and under-
standing of the risk management program is a
challenge in view of the many issues competing
for attention. An annual risk management report
to management is an effective reminder of the
program as well as a vehicle to present current
information and summarize the past year's per-
formance. A sample outline for an annual report
is included as Exhibit B (on page B--2).

CONTINUING EDUCATION

To be effective, the risk manager must be famil-
iar with the current status and aware of
impending changes in the many areas of busi-
ness which affect his or her performance.

As a member of organizations such as the
American Association of Port Authorities
(AAPA), the Risk and Insurance Management
Society (RIMS), and Public Risk Management
Association  (PRIMA), you may attend
workshops and seminars on work-related
subjects where you will have the opportunity to
meet others with similar responsibilities.
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An effective port risk management program de-
pends on many factors, not the least of which is
a sound administrative framework. No two ports
design and implement their administrative
frameworks in precisely the same way. How-
ever, risk management administration for all
ports should feature certain key elements and
attributes.

The most critical administrative element under-
lying successful port risk management programs
~ is senior management support. The port’s risk
management strategy and objectives should
certainly be closely connected with the port's
overall strategy and goals. in turn, the port's
overall mission, culture, and values should
clearly demonstrate senior management’s com-
mitment to a culture that promotes safety for
employees, the public and other constituents;
focuses on protecting the assets and reputation
of the port; and minimizes the organization’s to-
tal cost of risk.

Grass roots risk management efforts are laud-
able but in the long run are not nearly as
effective as those with clear senior management
support. Senior management is uniquely posi-
tioned to direct port staff that “risk management
is everybody's business”. State of the art risk
management programs involve staff throughout
the organization, at all levels, in managing risk.
Only with full senior management support and
leadership can such sweeping risk management
involvement become a reality.

Other key elements and attributes of effective
risk management administration include:

e A formal, written, and widely disseminated
risk management policy statement.

e A written manual that outlines business pro-
cesses, procedures, responsibilities,
systems, and documents that support the
risk management program.

e Qualified risk management staff, appropri-
ately positioned in the port's management
hierarchy, with well-defined responsibilities
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and clear authority for carrying out the or-
ganization’s risk management mission.

e An annual report to senior management that
recaps risk management's achievements
and presents goals and objectives for the
coming year.

e 'Sound criteria for selecting agents, brokers,
and consultants, and well-defined ap-
proaches to managing these relationships.

e A structured process for collaborating with
agents, brokers, or consultants to design,
market, implement, and assess the port's
risk financing program.

e A risk management information system for
tracking costs and trends and providing
timely, accurate, and actionable information
for management decision making.

e Regularly scheduled audits to evaluate the
port’s risk management status and to solicit
objective assessments of the effectiveness
of current risk management business proc-
esses.

These key elements and attributes are described
in more detail below.

RISK MANAGEMENT POLICY
STATEMENT

All ports have some sort of risk management
policy. In many cases, the risk management
policy is a by-product of the port's regulations,
directives, or procedures with respect to risks.
The combination of existing regulations, direc-
tives, and procedures define an informal risk
management policy for the port. Unfortunately,
this approach fails to provide a formalized set of
guiding principles to direct and focus the port's
risk management and insurance philosophy,
processes, values, and culture.

A formal, written policy statement is essential for
communicating the port's risk management mis-
sion and objectives. A policy statement is also
effective in advising port staff what actions they
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can take to promote the port’s risk management
efforts.

Ports who adopt a formal written policy state-
ment enjoy several benefits:

s Greater attention by senior management on
the risk management function and its im-
portance to the port.

¢ Committing goals and directions to writing
tends to clarify them in everyone's mind.

e Stimulates interdepartmental discussions
among the risk manager and operations
managers, Tinancial managers, the controi-
ler, and possibly outside auditors, to
establish safety programs, determine risk
retention levels and reserves, etc.

o Clearly defined duties, responsibilities, and
authority for risk and insurance related is-
sues and diminished potential for
organizational conflicts.

e A sold framework within which risk man-
agement program goals can be structured to
be consistent with the port's overall goals.

e Coordinated application of fairly standard
treatments for loss exposures throughout the
organization.

+ Improved communication between the risk
management function and its various con-
stituents, inside and outside the
organization.

+ Better management of risk information.

e Smoother transitions in the wake of changes
in risk management personnel.

A formal policy statement also provides some
meaningful benefits to the risk management
staff:

e Serves as a basis for training personnel who
are new to the risk management function.

¢ Provides a framework for assigning respon-
sibilittes for organizational risk control and
financing.

e Underscores the importance of the risk
management function to achieving the port's
overall goals.

+ Clarifies the position of the risk management
function within the port organization.

Risk management policy statements vary in both
length and content, depending on the philosophy
and organizational requirements of the port. A
typical risk management policy statement estab-
lishes:

» What risk management encompasses (insur-
ance, loss prevention, claims management,
risk identification, etc.) and its importance to
the port.

¢ Risk management's position in the port or-
ganization.

e The scope of authority and responsibility for
the risk manager and others involved in risk
and insurance issues.

¢ The port’s tolerance and capacity for bearing
risk without insurance. This information es-
tablishes an upper limit on the size of
deductibles and retentions and identifies
properties or risks that may be deliberately
uninsured. It alsc establishes a threshold
above which insurance or another risk
transfer approach must be employed.

e The degree to which individual divisions or
cost centers should be responsible for their
own losses.

o How reserves will be used to fund assumed
losses at the corporate level.

e The port's attitude toward using in-house
versus contracted services.

» The port’s position on activities involving risk
(such as how many executives may fly to-
gether on one plane).

¢ Insurance bidding or marketing procedures.
A limitation on bidding frequency (such as
every three years) may be appropriate.

The policy statement also clarifies such func-
tions as:

« Insurance purchasing
e Broker selection
« Safety responsibility

e Fire protection design

CHAPTER 2: Risk Management Administration

2--2



e Claims administration ties involved. He or she then submits the draft to
. o the Port Director and other officers, who may
* Lines of communication suggest changes or additions. After all interested
parties (sometimes including the Port Commis-
Preparing the Risk Management sioners) have given their full consideration and
. approval, the policy is disseminated under the
Policy Statement signature of the Port Director.

In most cases, the risk manager prepares the A typical port risk management policy statement

first draft of policy, after consulting with all par- might be worded as follows:

Figure 3

Sample Risk Management Policy Statement

This policy applies to all pure risks (risks which can cause losses and whose undertaking involves no
possible profit) such as fire, liability suits, theft, workers’ compensation, and other risks of property and
liability losses, both direct and indirect. It does not apply to deliberately assumed costs of employee bene-
fits.

Mission

The mission of Port U.S.A.’s risk management and insurance function is to prevent loss of life and per-
sonal injury and to minimize the organization’s total cost of risk (defined as the sum of risk control costs,
losses assumed under self-insurance and retention programs, insurance premium costs, and the cost of
risk management administration).

Port U.S.A. is to be protected against accidental loss or losses that, in the aggregate, during any fiscal
period, would significantly affect Port U.S.A.’s personnel, property, budget, or the ability of the organiza-
tion to continue to fulfill its responsibilities. In no event shall any loss of life or disabling personal injury to
employees, customers, or members of the public be acceptable to the public entity.

Port U.S.A. will apply to risks of an accidental nature a logical management process. This process will
include a systematic and continuous identification of loss exposures, analysis of these exposures in terms
of frequency and severity, application of sound risk control procedures, and financing of risk consistent
with Port U.S.A’s financial resources.

Risk Retention

Losses that individually do not exceed $250,000 will normally be expensed without insurance. On the
other hand, risks with loss potential greater than $250,000 will normally be insured. Any exceptions to this
rule made by the Risk Manager in recognition of the financial resources of Port U.S.A. must be docu-
mented in regular reports to management. Guidelines for maximum uninsured losses will be reestablished
annually by the chief financial officer, subject to review by the Port Commissioners.

Cost of Risk Allocations

Operating entities will expense losses to a level acceptabie to the division manager, but no less than
$1,000 per loss. The Risk Manager will determine insurance charges to divisions. They will include a pro-
portional share of the port's insurance and administration costs, plus a loading to cover losses between
the division and organizational loss retention.

(Continued)
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Roles and Responsibilities

The Risk Manager is responsible and accountable for administering Port U.S.A’s risk management and
insurance program and will direct the activities of the Risk Management Department.

The Risk Management Department is responsible for directing and coordinating all risk functions, includ-
ing:

* Risk analysis

e Purchase of insurance

e Claims adjusting

o Selection of insurance agents or brokers .

e Development of risk charges to operating entities

The Risk Management Department will coordinate information and act in an advisory capacity with regard
to fire protection, safety, security, and risk aspects of contracts or other legal documents.

Each division manager is responsible for conducting operations in accord with Port U.S.A’s risk man-
agement standards and statutory requirements. Divisions must report all losses or claims, regardless of
size, to the Risk Management Department or designated claims adjuster.

The Port Safety Director is responsible for keeping abreast of company activities and for advising proper
safeguards to protect employees and the public.

The Legal Department is responsible for all contract wording. However, contracts that involve insurance,
indemnity, or other risk provisions must be cleared with the Risk Manager prior to execution, unless exi-
gencies of the situation make this impossible.

Communication

The Risk Manager and Safety Director must continually bring up to date their knowledge of all port opera-
tions. They or their representatives will visit major operating units (those with vaiues subject to loss in
excess of $5 million) at least annually.

Division managers are responsible for reporting new property values, disposal of assets, and significant
changes in operations to the Risk Manager.

“Authorization for Funds”

The Risk Manager must clear all “Authorizations for Funds” associated with risk and insurance prior to
final approval.

manual can substantially reduce the risk man-
RISK MANAGEMENT MANUALS ager's workload and facilitate communications
between the risk management function and other
departments within the organization.
Definition A risk management manual can be:
in order to deal responsibly and quickly with the
extraordinary events contemplated by the port's
insurance coverage, employees need an
authoritative, easily accessibie risk management e A tool for establishing and advancing lines of
reference. A well-conceived risk management communication between the port's head-

» A field guide for personnel on how to handle
claims, report values, keep records, etc.
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quarters, field locations, and outside parties
such as claims adjusters and loss control
engineers.

e A reference for corporate policy on such
day-to-day questions as how to insure rental
cars, use of personal cars on company busi-
ness, and coordination between workers’
compensation and the port's employee
benefits plan.

e Public relations material for the risk man-
agement department. Better understanding
by port personnel of the scope and com-
plexity of risk management and its positive
impact on employees, third parties, the pub-
lic, and the port’'s bottom line, the more port
personnel will support the function and con-
tribute to its success.

Risk management manuals are more widely
used than written policy statements. A well-
planned and executed risk management manual
can be one of the risk manager's most useful
tools. A user-friendly document that addresses
frequently asked questions (How does the port's
automobile insurance apply to me? What do | do
in the event of a loss? How are insurance and
loss costs allocated to my division?) and accu-
rately describes the port's insurance program
will be put to good use by staff throughout the
organization. And each question answered by
the risk management manual is one less phone
call, e-mail, fax, or memo for the risk manager to
respond to.

Purpose

The risk manager can employ the risk manage-
ment manual to:

e Broadcast the port's risk management policy
to all employees.

o Identify risks that fall within the purview of
the risk management function.

¢ Provide a reference for field personnel on
topics of exposures, risk control, insurance,
and claims.

o Define responsibilities and authority for car-
rying out policy.

e Instruct employees as to their responsibili-‘
ties and rights with respect to issues of risk
and insurance.

Distribution

Every port will have a unique approach to dis-
seminating its risk management manual. As a
general rule, the manual should be provided to:

e Department heads or managers who need
the information for planning or responding to
questions about risk and insurance.

¢ Employees whose work involves risk. This
may include the chief financial officer, hu-
man resources director, labor relations
manager, engineers, and safety manager.

To account for all copies and ensure that
changes and corrections are incorporated
quickly, the risk manager should number each
manual and issue it to a position, not to an indi-
vidual.

Some ports have found that posting the risk
management manual on their intranet provides
easy access for all employees, streamlines the
process of making updates and corrections, de-
livers near real-time availability of the most
current information, and reduces supply and
printing costs.

Contents

Some important items to consider for inclusion in
a written risk management manual are:

e The port's risk management policy state-
ment. (See the Sample Risk Management
Policy Statement on page 2--3 for a detailed
discussion of policy statements.)

e A directory of names, addresses, telephone
numbers (business and home), and e-mail
addresses of key risk management depart-
ment personnel who employees can contact
at any time. Making risk management per-
sonnel readily accessible to other staff can
lead to discovery of new risks and reporting
of losses that might otherwise be over-
looked.

+ The port's rules on risk, such as limits on the
number of executives flying together, re-
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strictions on the chartering of aircraft or
boats, and requirements for reporting of dis-
honest acts by employees.

A requirement that the Risk Management
Department be advised of all proposed
leases, agreements, or confracts. This re-
quirement  ensures that the  Risk
Management Department is aware of new
activities, changes of a contractual nature,
and the port’s extension of hold harmless or
indemnification or contractual assumption of
risk of accidental loss. It also provides the
Risk Management Department with the op-
portunity t advise of any contract
amendments that should be considered to
minimize the port's exposure to loss, and
provides the information necessary to in-
clude in the system for monitoring for
compliance with insurance requirements
placed by the port on facilities’ users and
contractors.

Detailed instructions regarding automobile
insurance and coverage for employees
driving a company car on port business or
for personal use and those who receive a
mileage allowance. Generally, the mileage
allowance should cover payment for insur-
ance because the employee’s own ins-
urance is usually primary. If this is not
clearly stated and understood, employee
dissatisfaction may result after an accident.

Designation of individuals responsible to
report significant changes in risk, such as
leasing an outside warehouse, chartering
aircraft or boats, starting a bowling team,
etc. ‘

Standards for notifying the Risk Manage-
ment Department as early in the process as
possible of any plans for acquisitions, sales,
or closings of facilities. Sufficient lead-time
must be provided for the risk manager to
properly place desired insurance. Further, a
risk analysis prior to the transaction can
make a significant difference in the attrac-
tiveness and the valuation of an acquisition.

Establish (1) when the risk manager enters
the picture when the port is planning an ac-
quisition, sale, or facility closing and (2) what
he/she is to do. The risk manager's task
should begin at the time of evaluation when

financial data are gathered. Everyone in-
volved should be aware of the need to
evaluate the entire spectrum of risks that
may be assumed. Overall “underwriting de-
sirability” is also another matter to take into
consideration. A proposed acquisition may
be a type of facility that the port's underwrit-
ers would not want to insure under any
circumstances. Any property to be acquired
should also be reported to the risk manager
so he/she can arrange for a fire protection
inspection. An inspection by a qualified fire
protection engineer can identify any serious
deficiencies such as inadequate water pres-
sure or unprotected operations that might be
costly to correct.

Designation of appropriate field personnel to
inform the risk manager of significant
changes in values at risk.

General rules on safety, security, or fire
protection. These include the need for fire
protection approval on each new project that
either (1) involves any fire loss potential or
(2) is for fire protection equipment. Instruct
field personnel to obtain approval through
the risk manager, to ensure that qualified
specialists representing both the port and its
insurers are consuited.

Provide for advance notice to the Risk Man-
agement Department of any planned new
construction (both expansion of present fa-
cilities or construction at new locations). An
effective way to accomplish this is to require
that the risk manager be provided a copy of
all requests for approvals for capital expen-
ditures. This approach normally provides the
risk manager with sufficient time for input on
loss prevention, safety, and other areas that
impact the port's risk management programs
during the planning stages of the construc-
tion project.

Procedures for issuing, receiving, verifying,
and renewal of Certificates of Insurance.
The procedure should spell out what infor-
mation is required to issue a certificate. A
written procedure can reduce telephone re-
quests for certificates.

Risk Management should review con-
tracts/proposals to establish insurance and
bonding compliance/requirements.
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e Risk Management should review incoming
certificates and bonds to insure compliance
with [imits, required coverages, and addi-
tional insured status.

e Procedures/form letters shouid be estab-
lished to communicate any deficiency,
deviation, lack of compliance, or expiration.

e Certificate tracking/tickler systems should be
developed (spreadsheets in-house or vendor
software) to insure timely renewal of longer-
term contracts, leases, and projects.

e Identification of fire protection, safety, and
boiler inspectors, as well as rating bureaus,
OSHA or other government agencies, who
may legitimately visit port faciliies. A man-
ual should clarify how inspectors are to be
treated and what to do with their recommen-
dations. Recommendations of fire inspectors
that involve spending money should usually

be submitted in writing and channeled .

through the risk manager.

e Guidelines on insurance and hold harmless
provisions to be included as part of any
agreement or contract invoiving contractors,
suppliers, or lessees. This procedure should
describe the type and minimum amounts of
insurance to be required before contractors,
suppliers, or lessees will be allowed to
commence any work. The guidelines should
be written to cover most day-to-day situa-
tions.

e Instruction for controllers on how to allocate
costs for insurance premiums, uninsured
losses, risk management services, loss pre-
vention costs, and other risk-related
charges.

“ o General and specific procedures for claims
reporting, processing, and settlement.
These procedures should provide clear,
step-by-step instructions for what to do in
case of loss. They should also address who
is to fill out and receive copies of claim re-
ports, when and how such notice should be
given, and what special and general proce-
dures should be followed with respect to all
types of claims. Samples of loss report
forms should be included in the manual.

It may be helpful to include a general summary
of insurance, risk management programs, and

other pertinent information that is applicable to
the risk management and insurance programs.
However, the risk management manual should
not be used to communicate details about the
port’s insurance coverage to the field nor should
it include complete copies of the policies. When
employees are given access to this kind of in-
formation, they are inclined to interpret
coverage. Misinterpretation of coverage could
result in unreported losses or unreported
changes in operations. In addition, policies and
coverages may change more quickly then the
manual can be revised and redistributed. (Note
that this is less of an issue if the manual is
posted on the port's intranet.) Coverage infor-
mation in the manual should be limited to
summaries, deductibles, cost accounting, and
reporting requirements.

The format should be loose-leaf to accommo-
date changes. It is helpful to print the words
“Risk Management” or “Insurance” on the spine
for easy identification. To enhance usability, the
manual should be well-indexed, using divider
tabs for major topics. A table of contents giving
the title of all subjects and exhibits, with page
numbers, should be included at the front of the
book.

As mentioned above, the manual can also be
posted on the port's intranet.

STRUCTURE AND STAFFING OF
THE RISK MANAGEMENT
FUNCTION

Several factors make it difficult to generalize
about the level and reporting relationships of the
risk management function within the port's over-
all organization.

First, risk management encompasses a multi-
tude of disciplines, including law, finance,
statistics, information technology, human re-
sources, and industrial engineering. Further, the
risk management function may also encompass
insurance, loss prevention, safety, industrial hy-
giene, security, employee benefits, and other
areas.

Second, the depth of senior management's con-
cern about risk management and treatment of
loss exposures varies greatly among ports.
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Finally, some ports have a history of very strong
risk management. Others have been less effec-
tive in this area.

Clearly, no single organizational structure can be
ideal for all ports.

Risk Management
Responsibilities

Principal areas of risk management responsibil-
ity generally include:

e Risk Determination and Evaluation — This
involves identifying the loss exposures and
size of potential loss inherent in the port's
activities.

« Risk Financing — Determining whether to
insure or self-insure, what alternative types
of insurance and self-insurance to consider,
how much insurance to purchase, how much
risk to retain on a self-insured basis, and
how to negotiate for desired insurance cov-
erages and service arrangements.

e Claims Administration — Coordination of the
handling and settlement of all significant
claims and establishing and maintaining the
administrative  requirements of routine
claims between involved parties, including
legal.

e General Administration — Department budg-
eting and forecasting, planning for
objectives, record and statistical keeping,
accounting and cost allocation, and man-
agement of department personnel.

+ Loss Prevention Engineering —~ Establishing
systems and programs to prevent or mini-
mize loss or damage to port assets or
impairment of port earnings.

o Safety Administration — Establishing sys-
tems and programs to prevent or minimize
injury to the port's employees.

o Security — Coordination or advising on secu-
rity requirements and procedures to prevent
or minimize loss of port property or assets
by employees or others.

» Group Insurance Benefits — Supervising or
advising on the benefits structure, financing
of benefits, and administrative requirements.

A number of factors will bear on the organiza-
tional structure, staffing, and authority of a
specific risk management department. Some of
these factors include:

e« The complexity of the risks. Generally com-
plex risks with large loss potentials will
require a more sophisticated and larger staff.

» Emphasis placed on the risk management
department function by management often
influences the location, staffing, and author-
ity of the risk management department. Also
to be considered is to whom risk manage-
ment reports. If it reports to a financial
officer, greater emphasis will be placed on
risk financing and accounting controls. If it
reports to a human resource officer, safety
and loss prevention may be emphasized.

+ Risk management history may also be a
consideration. A large uninsured loss or a
series of losses are generally well remem-
bered by management. On the other hand,
large losses that are appropriately insured
may serve equally well in reminding man-
agement of the importance of the risk
management function. Personnel strength of
the risk management staff can also be an in-
fluencing factor. Recognized talent and
ability can lead to increased development
and expansion of the risk management de-
partment.

e The port's organizational structure and phi-
losophy may also influence the risk
management department. An organizational
structure that stresses line management
authority may desire to carve out certain risk
management functions, such as safety or
loss prevention, at an operational level while
other ports may incorporate them in the risk
management department as a staff function.

Roles and Responsibilities of the
Risk Manager

Risks can arise out of any of the functions com-
prising a port's operations. The most effective
risk management programs recognize that “risk
management is everybody’s business.” Individu-
als with specific responsibility for various
aspects of port operations are often best quali-
fied to identify, assess, and control risks that fall
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within their specific areas of expertise. State of
the art risk management programs involve staff
throughout the organization, at all levels, in
managing risk. However, in every port. organiza-
tion, a single individual has assumed or been
assigned ultimate responsibility for issues asso-
ciated with risk and insurance. In some
organizations, this individual may hold the formal
title of “Risk Manager" or “Director of Risk Man-
agement.” In others, these responsibilities may
fall upon finance or operations staff. At the
smallest ports, the Port Director, an outside con-
sultant, or the insurance broker may assume
primary responsibility for directing the risk man-
agement program. Regardless of their formal
titles, all risk managers share certain duties, re-
sponsibilities, and activities.

Directing the Risk Management Function

The risk manager should know more about the
port's risk management program than anyone
else in the organization and more than any out-
side consultants. For this reason, the risk
manager is the focal point for shaping the port's
risk management strategy, designing an overall
program, and establishing meaningful objec-
tives. As the leading risk management executive
for the port, the risk manager is called upon to:

e Work with the port's senior management to
establish a risk management policy as the
basis for consistent functioning

¢ Plan, organize, and direct risk management
department resources '

e Collaborate with senior management in es-
tablishing and implementing organization-
wide risk management areas of responsibil-
ity and channeis of communication

¢ Monitor the port’s changing risk landscape
and adjust the risk management program as
necessary to maintain strong risk control
and cost-effective risk funding

¢ Enlist the cooperation and support of man-
agers and other employees throughout the
organization

» Communicate to senior management
through regular (at ieast annual) reports on
progress, status, and future plans

Communicate with the field and department
heads through the risk management manual,
telephone, e-mail, and inspections

Provide senior management with a variety of
progress, status, and planning reports, such
as status reports of risk management activi-
ties; analyses of losses and special
communications of individual large losses;
requests for approval or significant new
projects; and requests for additional funds,
personnel, or other resources

Create incentives for action that promote the
port's overall risk management strategy and
objectives by equitably allocating cost of risk
to the port's operating units

Document all risk and insurance related ac-
tivities and information

> Data on insured and self-insured losses
> Management decisions on risk

> Telephone calls or e-mails regarding
coverage and other important discus-
sions

> Correspondence related to risk man-
agement or insurance

> Insurance policies (including expired lia-
bility policies)

» Data pertaining to insurance policies

> Property valuations, broken down by fire
divisions

> Fire protection maps showing separate
fire divisions

Administer a variety of risk management
functions, including supervising contractors’
certificates of insurance; directing Public Of-
ficials Liability policy preparation; assisting
the legal department in developing stan-
dards for purchase orders, leases, and other
documents; and handling bid, performance,
and permit bonds

Assemble a port risk management manual
including instructions on how to handle
claims, how to report values and changes,
how to deal with loss control engineers, efc.
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e Select an agent or broker to assist in mar-
keting and servicing the port's risk
management program

Identifying and Assessing Loss
Exposures

The risk management process begins with an
identification and assessment of loss exposures.
This may be the risk manager's single most im-
portant function. Comprehensive risk
identification and assessment requires the risk
manager to undertake a rigorous ongoing proc-
ess of:

e Conducting annual physical inspections of
major port facilities

« Reviewing and evaluating contracts, leases,
bond indentures, and similar documents
entered into by the port

e Staying informed about relevant laws, regu-
lations, and requirements

« Communicating regularly with key staff and
operating managers

e Estimating ultimate costs for direct and indi-
rect losses

e Studying the port's financial, budget, and
operating reports

e Examining ali insured and self-insured
losses

. Reviewing capital budget requests from op-
erating units

¢ Reading minutes of Port Commissioners’

meetings

Risk managers, particularly those at larger ports,
may not carry out alt of these activities person-
ally. However, the risk manager is responsible
for identifying qualified individuals to whom
these tasks can be delegated and monitoring
performance to ensure timeliness and quality.

Risk Control

Port risk managers have at their disposal several
techniques for controlling the risks associated
with port operations. These include exposure
avoidance, risk prevention, risk reduction, seg-
regation of exposure units, and contractual

transfer for risk control. The specific tasks sup-
porting each of these techniques vary. However,
the objectives of these activities, for which the
risk manager and risk control department are
accountable consistently include:

» Enlisting the support of senior management
for an organization-wide culture of “safety
first” and developing incentives that encour-
age and reward safe performance

e Ensuring that every constituent of the port,
including employees, vendors, and lessees,
understands their role in identifying and
communicating hazards and taking appro-
priate control measures

e Within the limits of the risk manager’s
authority, directing the activities of the risk
control department, particularly in emergen-
cies

e Selecting and implementing alternative risk
control techniques with the greatest potential
return on investment to the port

e Training line managers in accident preven-
tion techniques custom-tailored to their
operations

e Resolving disputes between line managers
regarding the most effective approaches to
risk control

Transferring or Financing Risks

The risk manager must maintain thorough
knowledge of the port's financial - structure and
organization in order to select optimal methods
of funding risk. Risk funding techniques can
generally be classified as either risk retention or
risk transfer. Alternatives setting up lines of
credit, using a captive insurer, pooling with oth-
ers, and insuring.

Risk retention alternatives include expensing,
reserving, setting up lines of credit, and using a
captive insurer. Risk transfer technigues include
contractual transfer and insuring.

Another option, pooling with others, combines
elements of risk retention and risk transfer.

Regardless of the funding option, the risk man-
ager will be required to conduct the same
planning, negotiating, record keeping, and ad-
ministrative activities. Responsibilities include:

CHAPTER 2: Risk Management Administration

2--10



Working with senior management {o deter-
mine the port's retention capacity for
particular exposures

Evaluating risk funding alternatives that sat-
isfy the port's appetite for risk bearing and
identifying optimal approaches

After determining what insurance is needed,
negotiating with underwriters (often in con-
junction with the port's agent or broker) to
obtain the best conditions of coverage and
cost

Foliowing a loss, activating the chosen fi-
nancing mechanism

Measuring and controliing risk financing
costs to ensure continuing cost-
effectiveness

On liability and workers’ compensation
claims, verifying that reporting procedures
are adequate, that claims adjusters are the
best available, that reserves are checked
frequently, etc.

Overseeing property and self-insured claims

Comparison to probable full coverage costs

Summary of other costs: payroll, overhead,
outside services, appraisal, salvage, security

Summary of losses, insured and retained

Incurred losses, number of cases and
amount

Reserves, number of cases and amount

Large or unusual losses, including how they
will be funded and steps taken to prevent re-
currence

Litigation, cases currently litigated; potential
litigation cases

Insurance recoveries

Loss Prevention and Safety

Training and education
Specific loss reductions achieved
Liaison and communication regarding safety

Safety committee activities

e Initiating and following through on subroga-
tion (recovery) procedures against third
parties

o Safety inspections, in-house, contracted,
and insurer: cost/benefit analysis

e Action on fire protection recommendations

e Monitoring claims expenses (investigations, and status of future action

expert witnesses, legal, etc.)
e Security: computer and other

RISK MANAGEMENT ANNUAL e Comparison of contracted employee guard
REPORT force versus in-house security
Insurance

The Risk Management Annual Report is one of
the most important communications that the risk
manager is required to prepare and present. An-
nual reports are as diverse as the ports that
prepare them. No two ports are alike nor are » Broker activities, remuneration and evalua-
their risk management accomplishments. The tion

following outline lists some subjects that could
be included in the annual report (see Exhibit B,

e Changes in coverage, limits, retentions, or
underwriters

s Plans for change

page B--2). , .
Claims and Other Services
Summary and Highlights o Evaluation
Financial Administration

e Summary of premiums e Major plans for the coming year
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SELECTING BROKERS, AGENTS,
AND CONSULTANTS

In theory, there is a legal distinction between
insurance brokers and agents. Brokers repre-
sent the insurance buyer. A broker represents
many insurance companies and is free to shop
the market for their customers to find the right
kind and the right amount of insurance. How-
ever, a broker has no legal authority to bind an
insurer to a policy without prior agreement. An
agent is the insurance company’s legal repre-
sentative and is authorized to bind the carrier to
an insurance contract. This theoretical distinction
has blurred in the wake of court precedents and
the apparent overlap of services and activities
performed by brokers and agents.

The primary duties of agents and brokers in-
clude:

e Placing insurance coverage

e Selecting underwriters

¢ Negotiating premiums

e Analyzing policies

o |dentifying and analyzing risks

e Conducting feasibility studies for alternative
financing techniques

e Assisting in filing claims and facilitating
claims adjustment

e Providing engineering and loss prevention
services

e Maintaining records of historical premiums
and losses and premiums

The selection of a broker or agent is important
because this individual is often the port's only
link to its insurers and its primary source of risk
management advice and assistance.

in selecting a broker, a port should consider
several factors, including:

s Experience with the risks — The port's broker
or brokers should have knowledge and ex-
pertise in all of the exposures comprising the
port's risk profile. In cases where the port
faces unique, complex, or hard-to-place ex-
posures, it may be necessary to use more

than one broker to achieve the requisite
breadth and scope of knowledge, experi-
ence, and market presence. Keep in mind
that a broker whose expertise spans only a
subset of the overall risk profile may not be
competent to fulfill all of the port's risk man-
agement and insurance needs. The selected
broker or brokers should be qualified to han-
dle the full spectrum of risks, whether
stevedoring exposures, terminal building
property exposures, public officials’ liability,
crime, protection and indemnity, aviation,
environmental liability, employment prac-
tices' liability, or any unusual exposure(s)
the port faces.

Services — The extent of brokerage services
required will vary from port to port. In se-
lecting a broker, the port must define the
scope of services that will be required. If port
staff, insurers, or outside contractors per-
form most services, requirements for the
broker may be minimal. On the other hand, if
the port intends to rely on its broker for engi-
neering or loss prevention, policy evaluation,
feasibility studies, loss runs, etc., the bro-
ker's service capabilities in these areas must
be evaluated in the selection process.

Geographic Locations — The proliferation of
e-mail, fax, and other electronic communica-
tions tools has reduced the importance of
geographic proximity between the port and
its broker(s). However, in situations where
frequent contact with the broker is required
or where the broker may be relied on for on-
site services, geographic proximity to the
port is a valid consideration.

Brokers — Generally an agency or brokerage
house will assign primary responsibility for
handling and servicing a port account to an
individual. If this individual serves as the ac-
count executive for other accounts, the port
may find itself contending with other clients
for the account executive’'s time. Therefore,
evaluate the size and experience of the bro-
ker's staff in gauging its ability to meet the
port's needs at times when the account ex-
ecutive is serving other clients. If the broker
also provides claims, risk control, analytical,
or other services, the port should assess its
capacity and capabilities in these areas, as
well.
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Another factor to consider is the broker's pre-
mium volume, particularly in lines of insurance
similar to the port's own coverage. Premium vol-
ume is another indicator of the scope of the
broker's experience in relevant lines of business
and may be helpful in gauging the broker’s clout
or ability to obtain concessions from the insur-
ance market that benefit the port.

Perhaps the most important factor to consider is
the port's relationship with its broker. A port that
is unable to communicate and closely work with
its broker will have difficulty achieving the objec-
tives established for its risk management and
insurance program.

Broker Selection

A capable and motivated broker is one of the
risk manager's most valuable assets. The selec-
tion process is vital. Unfortunately, selecting a
broker is no easier than selecting an auditor,
attorney, architect, or any other professional.
Some preliminary issues to consider include:

e The ability of the account executive handling
the port's account is more important to the
success of the port/broker partnership than
are the overall capabilities of the brokerage
firm. The account executive must possess
the experience, knowledge, and competence
to consistently meet or exceed the port’s ex-
pectations, as well as having good chemistry
with port personnel.

e Many firms are concerned about the size of
a brokerage firm. Quality outweighs size,
even in marketing. Be skeptical of brokers
who claim that their size brings clout in the
market.

o Define the port's needs clearly (a written
contract is important) and relate the broker's
compensation (whether commission or fee)
to actual services rendered. This approach
gives the broker added incentive to focus
time and effort on services that are essential
to the port.

e Negotiated fees, where a broker’s income is
based on a proportion of insurance premi-
ums, are gaining acceptance as a more
professional means of compensation.

Selection Techniques

A broker is generally selected in one of four dif-
ferent ways, each of which present particular
advantages and disadvantages (see Figure 4,
page 2--14).

The approaches are discussed in greater detail
in the Insurance Purchasing section on page 2--
18.

Marketing

The function for which the broker is most indis-
pensable is marketing, which involves:

e Selecting from the hundreds of insurers the
few who are likely to be most suitable.

e Deciding how to structure an offering to the
insurer; that is, whether it should be put in
one or several packages, whether special
risks such as aircraft products or profes-
sional liability should be taken to separate
underwriters, whether it would be better to
have many underwriters share in a single
offering (vertical layering), or have one pri-
mary insurer with other underwriters taking
different layers of excess insurance (hori-
zontal layering), etc. Only a seasoned
broker can properly make these kinds of
critical decisions. ‘

e Negotiating with underwriters on terms and
conditions of coverage and price. Much skKill,
both professional and psychological, is
needed here. Individual underwriters have
their own strengths, weaknesses, and
predilections. The broker who knows them
from personal experience has an advantage.

Direct Writing Insurers

Many large and capable insurers pay no com-
mission to a broker. There are two ways the in-
sured can handle these direct writers: (1) deal
with them directly, omitting the broker entirely or
(2) use the broker as an intermediary, paying the
broker a negotiated fee for his/her services. Both
techniques have their place.
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TECHNIQUE

Figure 4

Broker Selection Techniques

ADVANTAGES

~ DISADVANTAGES "~ "

Appointment
without
competitive bids

Does not disturb markets. Underwriters
give their best efforts to a broker who has
the account in hand. With several brokers
coming to him or her, an underwriter will
not extend themself as much and may
even refuse to quote.

Broker can negotiate alternative proposals
in domestic and foreign markets, creating
a competitive atmosphere between un-
derwriters rather than between brokers.

Suggests a long-term arrangement offer-
ing continuity to underwriters, particularly
important if good experience credit has
been built up. Be wary here, though. Good
experience could mean excessive prefmi-
ums.

The broker and insured can spend more

productive time together to arrange the
best possibie program.

May be more expensive.

May create an appearance of impropriety. This technique is
least suited to public and quasi-public bodies, such as ports.

Reduces insured’s exposure to new ideas and develop-
ments of other brokers.

Broker selection
without
competitive
quotes

Does not disturb markets.
You receive a variety of ideas.
You receive a cost indication.

Allows continuity with existing markets
after selection is made.

Broker can overstate coverage and understate premium.

It does not aliow any one broker to achieve much depth of
understanding of the insured’s special characteristics. How-
ever, the understanding could come after selection and the
proposed program can then be appropriately modified.

Qualified
Competitive
Quotes

Does not disturb markets.

Creates competition between underwriters
and brokers, and probably lowers pre-
mium.

Each broker loses the opportunity to utilize the combination
of markets where they best fit, as with primary and excess
layers. '

Complete separation of markets is not aiways possible
where high limits and reinsurance are involved. If so, com-
petition could be limited to primary lines only. Excess lines
involve relatively litle premium and are often best handled
by the broker on a non-competiive basis.

Some markets will refuse to negotiate until a broker is ap-
pointed, though in most cases, letters of broker authorization
as described above should overcome this problem.

Unrestricted
competition

Possibly lower premium cost.
Elimination of political criticism.

Underwriters do not extend themselves and sometimes
refuse to quote when many companies are bidding. Because
of this, ultimate costs may be higher.

Insurance markets may possibly be substardard, though this
can be avoided by prequalifying markets (minimum rating by
Best) or reserving the right to reject companies.

Low cost could last only one year.

The emphasis is on price rather than service and skill. How-
ever, if specifications have been adequately drawn and
services properly detailed, coverage should be complete.
Price can then represent the major variable.

Some markets may have been blocked (committed to only
one broker or the price fixed at an unrealistically high level)
by an unsuccessful bidder. Brokers sometimes go to an in-
derwriter with a “suggested” price. If several brokers advise
different levels, the highest will often prevail for all.

Markets could be blocked and not used.
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The first technique is preferable when the in-
sured knows the direct writer has the best
overall program and periodically has a broker
offer competitive quotations. The second is pre-
ferred in companies where the broker plays a
dominant role in the risk program and coordi-
nates all insurance.

The broker's fee for acting as intermediary with a
direct writer is often based on the net premium
(10% is common). Unless special services such
as loss prevention are included, this is often ex-
cessive.

The direct-writing company has built-in sales
expenses that agency-writing companies do not,
and the port should not have to pay twice for
sales costs. Basing the fee on premium is a dis-
incentive for the broker to push for the lowest
possible cost. It is better for the port to negotiate
a flat fee with the broker based on the broker's
presentation of precisely what is to be done and
the amount of time and expense entailed. Usu-
ally, this will be somewhat less than 10% of
premium, uniess extensive services are in-
volved, such as engineering or claims adjust-

ing.
Fees Versus Commissions

The issue of whether brokers should be com-
pensated on a percent of premiums or on a
professional fee related to services rendered
generates spirited debate. Most brokers prefer
commissions because: ,

e Commission income is usually higher than
the fees the broker believes could be nego-
tiated.

e The broker's remuneration is not readily vis-
" ible to the insured and thus is not subject to
cost-cutting attacks.

e Brokers are often unable to cost account
their time and expenses in a way needed to
develop reasonable but not excessive fees.

e If salary and overhead of a major account
executive are translated into an equivalent
hourly fee, it may be embarrassingly high.

The anti-rebate laws in many states restrict bro-
kers. A few states (Michigan, for example) do
not license brokers and, therefore, do not permit
fee-based compensation.

However, in most instances, brokers can nego-
tiate any commission, down to zero on some
lines. Liability is normally more flexible than
property, allowing the desired fee to be attained.

Risk managers, by a large majority, favor the
negotiated fee over commissions. Some reasons
are:

¢ Many believe commissions are too high.

e Fees give more flexibility in paying for ser-
vices needed and omitting services not
needed.

e Fees eliminate the financial incentive to sell
more insurance.

o Fees are more professional since compen-
sation is based on service rather than on the
amount of a product.

o Fees generate better cost accounting and
greater broker efficiency.

We should mention, however, that a number of
quite sophisticated risk managers are satisfied
with the commission arrangement and even be-
lieve they can get more work from the broker un-

_der commissions than they would under a fee.

Commission Income

The amount of commission received by brokers
varies widely. In most property and liability lines
it lies between 10% and 15%. Agents generally
receive a little more than brokers and in some
states and in some lines, such as bonds, specific
commissions go to 20% and even 30%.

Every port risk manager should know what his or
her broker is receiving in compensation for the
account. Some risk managers say this does not
matter to them as long as they believe total
costs are in line. However, as in any field,
knowledge is preferable to ignorance. It is sur-
prising how often a little information can raise
questions or suggest actions that would other-
wise be overlooked.

Some brokers refuse to divulge their income,
using the analogy that a store does not tell you
how much they mark up their goods. This is a
merchandising approach, not a professional ap-
proach sought by the better brokers. The more
professional firms will rarely refuse to tell their

CHAPTER 2: Risk Management Administration

2--156



clients what they are receiving; they know they
are worth it.

Access to Insurance Markets

The insurance market is composed of hundreds
of insurance companies, each specializing in
different types of insurance. Even when brokers
work on a fee basis, they rarely can be totaily
objective with regard to market utilization be-
cause insurance marketing is a highly
individualized function. The largest brokers theo-
retically have access to the entire marketplace
but in practice use only a fraction of the sources
for most placements.

Close relationships are developed between bro-
ker and market personnel. Some markets are
therefore used much more heavily than others,
not only because of the personal business rela-
tionship, but aiso because of the broker's need
to deliver large amounts of business to insurers
in order to develop rapport and leverage.

At a minimum, the port's selected broker shouid
be familiar with the London market, the U.S. in-
surance exchange, and surplus fines firms, as
well as most local insurers. (“Surplus lines” is
insurance not usuaily available from admitted
carriers that is written with non-admitted compa-
nies.)

No matter how large the brokerage firm, it will
not be able to establish a close working relation-
ship.with all insurance companies. Each broker
will have insurance companies with which they
can produce better results than others. Many
different factors may influence the broker's abil-
ity to produce good results. Brokers have
varying degrees of influence with individual in-
surance underwriters. Size of the broker is one
factor in market clout, but overall size worldwide
may not be as important as volume of place-
ments of a particular type. A more important
factor is the broker’s reputation for character and
ability, which is quite independent of size.
Sometimes, a smaller broker has a larger vol-
ume of a specialty line of coverage than a larger
broker, thus obtaining greater expertise and lev-
erage. The size of a brokerage firm should have
little to do with the decision except as it affects
the availability of specific services.

Test your program periodically through compet-
ing brokers or consultants. Do not open the pro-
gram to direct competition at every renewal but
keep enough contact with competing brokers to
be aware of trends and new developments.
Whatever your insurance sources, do not let
them become complacent.

Other Functions

Some other functions the broker may perform
include:

e« Check policy wording and accuracy. Each
policy, as it is received from the underwriter,
should be read carefully to see that the
wording actually provides the desired cover-
age. Mistakes are common and should be
corrected by the broker before the policy is
passed on to the port. Brokers often become
careless with this function, and even when
they are not, the port should read each pol-
icy as it is received. Note that in Parre &
Sons vs. Campbell, 196 SE2d 334, the
judge stated that the insured had a duty to
read the policy and should not rely on the
agent.

e Fire protection and safety. Some of the
larger brokers have staff specialists, includ-
ing engineers, to make inspections, advise
on new construction, analyze fire rates, and
review recommendations from insurance
company inspectors. Some of this work is
excellent but a great deal is a wasteful dupli-
cation of effort. For instance, for a company
with adequate in-house fire protection engi-
neers, the use of a broker's engineer may
just pyramid the bureaucracy. Only you can
decide what is needed. Such services
should be performed only when they serve a
purpose.

e Valuations. A potentially useful function of
the broker is assistance in establishing in-
surable values. While this process does not
give very accurate results, it is often ade-
quate for insurance needs. Even when the
broker does not perform the actuai valuation,
hef/she can be the source of data for updat-
ing old valuations.

e Draft policy wording. The broker's ability to
word a policy properly can be important to
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the port. Wording must be tailored to fit the
risk, yet still make it acceptable to under-
writers. The broker must know how to
structure unique wording to stand the test of
a large loss but also understand when stan-
dard language is more effective.

e Audit reserves. General liability and workers’
compensation cases often drag on for years.
The underwriter estimates each case to its
ultimate cost, and the reserve (the total es-

timate minus amounts paid to date) is

charged to the insured in the year the loss is
incurred. Two points require special atten-
tion. First, the reserve amount should be
reasonable and adjusted as conditions
change. Second, the reserve should be
taken off the books as soon as the case is
closed. Underwriters are not always me-
ticulous about this. The broker can be quite
helpful in this regard. On some large ac-
counts, the broker may actually audit the
procedures of the claims adjusters, checking
timeliness of the adjuster's response and re-
ports, judgment in settling or resisting, fol-
low-up on subrogation potentials, and gen-
eral effectiveness.

e Verify rates and premiums. Most policies
utilize rates established by rating bureaus,
sometimes with complicated rating formulas.
Premium calculations can be involved. Er-
rors occur which the broker can detect.

e Identify and evaluate risks. All brokers must
be thoroughly conversant with the port's ac-
tivities to help identify and measure risks.
Needs vary greatly.

e Collect losses. Brokers can help an insured
collect losses, but abilities vary, as do
needs. Some straightforward settiements re-
quire a claims adjuster who has more exper-
tise than is possessed by most brokers. Use
of a good public adjuster (one who works
only for the insured) may be preferable.

e Computer services. Some larger brokers of-
fer risk information management services
ranging from loss and claims analysis and
insurable value printouts to probability fore-
casts. Check these carefully to see that they
represent the most efficient way to achieve
your goal and do not lock you in to one bro-
ker's services.

Consultants

A survey conducted by Tillinghast and the Risk
and Insurance Management Society in 1997
found that the cost of risk at U.S.-based organi-
zations dropped in 1996 to $5.70 per $1,000 of
revenue, from $6.49 in 1995. Cost of risk has
been steadily declining since 1992, when it
peaked at $8.30 per $1,000 of revenue. Declin-
ing workers' compensation costs and reduced
property losses are seen as the main causes for
the improvement.

This is a very different environment then the one
ports faced in the 1980s and early 1990s. In that
period, risk management and insurance costs
were very significant for ports worldwide, which
led to the development of complex aiternatives
not previously available. Some of these alterna-
tives, including self-insurance, retrospective
rating plans, and pooling, were advanced by or
required the expertise of independent risk man-
agement and insurance consulting
organizations. As a result, port management
became increasingly aware of the value of inde-
pendent consultants, and many of the
port/consultant relationships that were initiated
fiteen or twenty years ago continue today, de-
spite recent declines in cost of risk.

To be truly independent, these consulting or-
ganizations should have no agency, insurer or
insurance service provider affiliation, otherwise
there could be a potential bias.

All types of organizations including governmen-
tal entities, service enterprises, nonprofit
organizations, and manufacturers need to know
how well their risk management and insurance
requirements are being satisfied, what alterna-
tives are available, and if and how their present
insurance and risk management programs can
be improved. Risk management consulting
services are available from many sources in-
cluding insurance companies and independent
brokers, agents, consulting firms.

As is the case with virtually all consulting firms,
there are some good firms, some bad, and some
in between. Be as careful choosing a consultant
as you would your broker. The experience and
capabilities of risk management consulting firms
vary. General categories of services that might
be offered by firms include:
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e Audits of an organization’s exposure to loss
and insurance coverage to ensure that ex-
isting programs are adequate and
appropriate for the organization.

s Insurance specifications and assistance in
marketing the insurance programs of an or-
ganization.

o Feasibility studies and assistance in devel-
oping and implementing an ongoing
maintenance of captive insurance compa-
nies, self-insurance plans, or other cash flow
loss funding technigues.

» Actuarial evaluation of self-insurance plans
or the reserves of captive insurance compa-
nies.

¢ C(Claims audits and evaluations of seilf-
insurance programs.

e Evaluation of the administration of an or-
ganization's risk management and insurance
program.

Generally, in seeking assistance from a consult-
ant, it is advisable to first define the particular
project and the objectives that the port hopes to
achieve by undertaking the project. Sometimes it
is helpful for a port to talk to a consuitant, in its
efforts to formulate and define the project’s
scope. The consultant should then be requested
to provide a proposal. The proposal may be a
format written document or merely a verbal
agreement worked out in a meeting with the
consultant. Included in the proposal should be a
. general outline of the work and methodology to
be used to accomplish the work.

The port may also request that the consuitant’'s
proposal provide a breakdown of the number of
man hours projected for the project, a list in-
cluding resumes of the individuals who will
participate in the project, hourly rates or fixed
fees to be charged, any expenses which may be
in addition to the fees, and a list of references.

INSURANCE PURCHASING

A port may adopt any of several approaches to
the placement of insurance contracts. This sec-
tion of the Guidebook describes possible
approaches and discusses their advantages and
disadvantages.

In most cases, the available approaches are:

e Competitive bidding based on rigid specifi-
cations.

e Competitive bidding with the potential for
accepting alternative proposals by innova-
tive carriers, agents, or brokers.

s Informal bidding without specifications.

e Placement through a designated agent or
broker on a more or less permanent basis,
with the designated agent or broker respon-
sible for providing the best available
coverage terms, conditions, and pricing.

e Placement of insurance through an agents’
association, with responsibility on the part of
the association to provide best coverage
terms, conditions, and pricing for the port.

e Periodic bidding, coupled with interim nego-
tiated renewals.

Competitive Bidding Based on
Rigid Specifications

Advantages

Under a system of competitive bidding based on
rigid specifications, the port is likely to secure
the lowest cost for the specified program, with
minimal confusion in comparing alternatives.

Disadvantages

o Competitive bidding on every insurance
contract, including renewals, may be coun-
terproductive in several ways, particularly for
ports regarded by insurance companies as
unfavorable risks.

e Qualified underwriters may be discouraged
from bidding because the port's target pric-
ing allows little opportunity for profit. This is
particularly true if the port invites an uniim-
ited number of bidders to quote.

e Where there are a limited number of markets
for a particular type of insurance coverage,
one or more of those markets may be iost as
a result of uncertainty about the port’'s des-
ignated broker or agent. Most insurance
carriers react negatively to multiple ap-
proaches by several brokers and agents. At

CHAPTER 2. Risk Management Administration

2--18



best, the underwriter will give the same
quote to every broker or agent who requests
a proposal on the account, leaving the port
in a quandary as to which of two or more
brokers or agents to finally recognize if that
quote turns out to be lowest. Alternatively,
the underwriter may recognize the first bro-
ker or agent to submit the risk, and that
broker or agent may be the weakest, or sim-
ply may have tied up all the markets at the
earliest opportunity, or the carrier may de-
cline to quote at all, until a broker of record
is designated. This places the port in the
middle of an uncomfortable bidding situation.

A pre-bid company allocation system often will
reduce confusion inherent in the open bidding
process. Under this system, the port asks inter-
ested agents or brokers to submit, by a
designated date, a sealed list of insurance carri-
ers they want to use in quoting on the insurance
in question, in order of preference. When the
lists are submitted, the envelopes containing
them are noted as to date and time of submis-
sion. On the designated date for their opening,
they are examined and insurance companies or
company groups are allocated on the basis of
the following rules:

e Carriers currently writing the coverage being
bid will automatically be assigned to the cur-
rent broker or agent of record.

e Each agent or broker is allocated one com-
pany until each has been awarded one, if
possible. Following the first round of awards,
a second company is awarded to each, to
the extent possible, then a third, fourth, etc.,
until requests are exhausted.

e Where conflicts exist by reason of more than
one agent seeking the same company in the
same round, these can be resolved using
predetermined criteria, such as time of re-
quest receipt or highest agency volume or
share transacted with the company in ques-
tion.

e When any company in a “group” has been
awarded, that group is closed to any other
award. ldentification of members of a com-
pany group can readily be made from
several sources, such as A.M Best, or by a
consultant.

e After all requested markets have been as-
_ signed, the port provides a letter of record to
each agent or broker addressed to the in-
surers. The letter states that the broker has
sole authority to represent the assured in
this insurance bid.

e Reinsurance markets should not be allo-
cated but should remain completely free for
access by all primary carriers.

e After the initial allocation of markets is com-
pleted, agents or brokers presenting later
requests for markets should have those re-
quests honored on a first-come/first-served
basis, providing the allocation of the insur-
ance company requested or any sister
company in the same group has not been
made.

The above procedure is fair and equitable, elimi-
nates confusion in the insurance marketplace,
and ensures that the port receives bids from all
interested carriers. It also prevents brokers or
agents from “blocking” the market or employing
other strategies that may be detrimental to the
port.

There are other disadvantages to repeated bid-
ding of insurance contracts at frequent intervals.
The insurance carriers will tend to build into their
quotations the entire cost of setting up services
for the account (costs that they might otherwise
absorb over several years). The carrier will have
to project a sufficient margin over expected
losses to diminish the probability of an under-
writing loss, since the carrier will not be able to
count on future years’ profits on the account off-
setting a first year loss.

There are also high costs involved for the port,
not only in terms of the time and expense in-
volved in writing specifications and evaluating
bids but also the time and expense of getting
new insurance carriers acquainted with the port
operations, conducting inspections, shifting
claims reporting procedures, etc.

Finally, rigid specifications can iimit the benefit
that might be drawn from new or innovative ap-
proaches on the part of carriers, agents, or
brokers.

CHAPTER 2. Risk Management Administration

2--19



Competitive Bidding With
Alternate Options Acceptable

Advantages

This approach is likely to produce the lowest
costs for a given insurance program. It also al-
lows carriers, agents, and brokers to be creative
and innovative in designing and marketing the
port's insurance program.

Disadvantages

Comparisons of bids will be somewhat more dif-
ficult, but if each carrier, agent, and broker is
required to bid on the same basic program, the
port can make initial comparisons on the basis of
that program. Then, alternate proposals can be
compared with the best of the basic program
proposals. This approach may require a greater
degree of sophistication, and the advice of an
insurance consultant may be desirable.

This approach, if employed for every insurance
award, involves the same disadvantages as
those listed earlier, i.e.:

e Loss of interest by qualified carriers

+ Possible confusion in the insurance market-
place.

« High initial costs of both insurer and insured
in any changes of carriers.

« Padding of premiums by the bidding carriers
against loss contingencies.

Informal Bidding Without
Specifications

Advantages

This approach usually involves letting all inter-
ested carriers, agents, and brokers bid by
examining the port's existing insurance policies.
It eliminates the cost of preparing specifications
and may stimulate innovation and creativity in
coverages and rating plans.

Disadvantages

Informal bidding without specifications shares
the four previously cited disadvantages of fre-
.quent bidding. It also makes apples-to-apples
comparisons more difficult and is unfair to the

incumbent carrier, who becomes a target for all
of the competitors.

Placement Through A
Designated Agent Or Broker

Advantages

This arrangement enables the broker or agent to
develop in-depth knowledge of the port's opera-
tions, needs, and insurance program. The agent
can establish a truly professional relationship
with the port, as part of the port's "family” of ad-
visors. One argument in favor of this approach is
that the port does not seek bids on legal serv-
ices, so it should not seek bids on other
professional services.

Cost of changeover is avoided by fong-term re-
lationships with the agent, and probably with the
insurance carriers. Time or expense to draw up
specifications or evaluating bids is eliminated, or
greatly reduced.

Disadvantages

Brokers or agents in the situation described
above may do an exceptional job and be vaiu-
able members of the port's team, or they may
take the port's account for granted.

Not all agents or brokers who have a “lock” on
an account take their client for granted, but some
undoubtedly do. These agents or brokers may
shelve the problems or challenges of a locked-in
client in favor of those of less-secure clients.
When seeking renewal quotations, these agents
tend to go along with whatever the existing mar-
ket offers, rather than creating more work by
soliciting bids from other markets. As a matter of
fact, agents who do a thoroughly competent job
of getting quotes from various markets on exist-
ing accounts will be viewed unfavorably by the
incumbent carrier and may impair their relation-
ships with that carrier, particularly if they move
the business to another carrier. On the other
hand, other carriers will view them unfavorably if
quotes are repeatedly solicited without realizing
any business. Most agents will take the easy
way out and recommend a renewal proposal
from the existing carrier, unless it is outrageous.

Given these tendencies, unless a detailed and
objective evaluation indicates that the incumbent
broker or agent is performing exceptionally well,
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competition at intervals of four to six years will
usually be beneficial to the port. '

Placement Through An Agents’
Association

Advantages

For a political body, placing insurance through a
local or state insurance agents’ association will
avert accusations of favoritism. All members of
the association share in the commissions, after
the agent servicing the account is paid a portion
of the commissions off the top. In some cases,
the agents’ association will donate the commis-
sions, other than the service portion, to a public
service project or charity.

Disadvantages

While averting accusations of favoritism, this
process can be the most expensive.

First, working through an agent's association
frequently means that the port receives very little
attention. The agent assigned to handle the port
is only receiving a share of the commissions,
and as such, will not devote as much time to the
port as to a full-commission client.

The other agents in the association receive
commissions in the name of avoiding favoritism.
These commissions ultimately come out of the
port's pocket and pay for little or no service. In
fact, the port is paying the agent's association to
prohibit its members from competing.

The agents’ association approach stifles price
competition and discourages innovation. There
is no motivation, other than civic duty, for the
servicing agent (or civic insurance committee,
etc.) to design new plans or programs. Further-
more, the servicing agent (or committee) will be
strongly inclined not to change the status quo. If
the servicing agent advises the port to assume a
larger deductible, drop its vehicle collision insur-
ance, or use a reduced commission specialty
market, the agent will be forced to explain to
other association members why their commis-
sions were reduced.

Another undesirable situation can exist when the
agents’' association parcels out shares of the
port's coverage to its individual members. In this
scenario, the port ends up with numerous poli-

cies, and the workioad associated with
accounting, - policy examination, or collecting
small losses is much greater than it would be
under a consolidated program.

Of all the approaches available to a port, the
handling of insurance by the agents’ association
may start off with the highest ideals but can end
up with the worst service and pricing. It may
also lead to antitrust complications.

Periodic Bidding With Interim
Negotiations of Renewals

Advantages

Under this approach, the port awards insurance
contracts through the process of competitive
bidding periodically, such as every six years,
and negotiates renewals with the same agent
and carrier in the interim.

This has the advantage of keeping competition
alive, with resulting reductions in premium and
with innovation in coverage arising out of the
competition. At the same time, the turnover of
insurance agents and carriers is not so great as
to introduce a recurring changeover cost to ei-
ther the port or the insurer. The insurer can
count on a moderately long-term relationship so
that premiums need not be padded to absorb all
loss contingencies within the immediate policy
period.

Furthermore, the port can avoid accusation of
favoritism under this approach if (1) rules for
good bidding procedures are used at the time of
competition for the insurance, and (2) certain
guidelines are followed in the interim negotiation
of insurance renewals.

Disadvantages

This process can create confusion in the insur-
ance marketplace, as described eariier in the
discussion of competitive bidding. The port can
avoid confusion by allocating markets as de-
scribed in that earlier discussion.

The agent and insurance carrier awarded the
insurance may believe that they are “locked-in”
for the next six years and take the port's account
for granted. This tendency will be reduced by the
realization that any “lock” will not be permanent.
Furthermore, the tendency will be eliminated if
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the port adopts guidelines specifying the proce-
dures for interim renewals. These guidelines
should include:

e The port regards the services of the carrier
and agent to be satisfactory.

e The port believes that the insurer has satis-
factorily adjusted and paid claims.

e The company and agent have fulfiled all
commitments made in their initial proposal.

e« Renewal quotations are received on the
subject insurance at least 60 days prior to
expiration and do not contain any unjustified
rate or premium increases.

e« The decision to extend coverage beyond a
total term of six years is agreed to by two
other designated individuals in the port's or-
ganization.

e The insurance agent and carrier agree that
the port reserves the right to seek competi-
tive bids and will provide data on claims,
claim reserves, and losses paid, in as com-
plete a form as possible, within 30 days from
the date of request.

Named Insured

A port is well advised to have the named insured
wording for each of its policies phrased in as
broad a fashion as possible, so that coverage
will automatically apply to existing or new opera-
tions, ventures, boards, committees,
acquisitions, etc.

Consolidation

Where possible, a port will generally find it ad-
vantageous to consolidate a single general line
or type of insurance under one overall contract
instead of dividing the insurance among several
contracts and coverages. A single policy with
one insurance company has many benefits:

e Allows for the efficient and effective admini-
stration of the insurance program in that
there is only one renewal operation, one
policy, one term, etc., thus affording greater
ease in handling.

e Lessens the possibility of having an unin-
sured loss because of confusion as to which
of several separate policies apply.

+ Enables a port to marshal purchasing power
that frequently results in securing conces-
sions in premiums, policy conditions, or
borderiine claims.

e Creates a sufficient premium volume to
cushion the effects of a bad loss trend that
might be disastrous if separate smaller poli-
cies with several insurers are used.

o Greatly facilitates the uniform application of
coverage, limits, and other broadening fea-
tures.

Cancellation Provisions

The usual cancellation provisions of insurance
policies permit the insurance company as little
as five or ten days’ .notice before coverage can-
cellation. Typically, this is not sufficient time for a
port to effectively replace coverage of a large
and complex nature. For this reason, it is gener-
ally advisable to have standard policy
cancellation provisions of all policies revised to
provide at least 60 days and, preferably, 90 days
written notice. Similarly, the coverage termina-
tion requirements should be extended, where
possible, to cover non-renewal in addition to
midterm canceliation. This will provide the time
necessary to competitively remarket the port's
program.

Anniversary or Expiration Dates

Anniversary or expiration dates of a port’s insur-
ance policies can be sometimes scattered
throughout the calendar year. This can signifi-
cantly complicate policy administration and in
some instances result in coverage gaps. Ports
should attempt to use common anniversary
dates whenever possible.

In some situations, it is practical to place all poli-
cies on a common date. In other instances, it is
preferable to place similar coverages, i.e., all
property or all liability, on common anniversary
dates.

When choosing common anniversary dates, it is
generally advisable to avoid calendar year end
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or July 1 expiration dates, to avoid the conges-
tion on many underwriters’ desks at these times
of the year. Underwriters’ preoccupation with
renewing other accounts may result in inade-
quate attention being given to the port's
program. It is also advisable to avoid the end of
the port's fiscal year, since preoccupation with
other matters may prevent adequate attention
being given to insurance coverage at that time.

Marketing the Port’s Insurance
Program

In a risk management context, “marketing” de-
scribes the process of submitting information to
underwriters about the port's risk profile and ne-
gotiating to obtain quotations for insurance
coverage and costs. The focus of the marketing
effort should- be to communicate the nature of
the risk. There is a strong correlation between
the quality of the submission presented on be-
half of the port and the quality of the
underwriters’ proposals. Yet the Professional
Insurance Wholesalers Association estimates
that fewer than five percent of submissions to
underwriters are of the highest quality.

The marketing process provides an opportunity
for the port risk manager, the agent or broker,
and the underwriter to act jointly to develop an
optimal insurance program for the port.

The marketing and decision-making process
should actively involve the port’s risk manage-
ment staff. Insurance is a business of utmost
good faith. No one is better qualified than the
risk or financial manager to describe the port’s
risk management culture, exposure profile, tol-
erance for risk, coverage needs, and
organizational goals. Face-to-face discussions
between the port, the underwriters, and the
agent or broker can be very effective in devising
a program that best meets the port’'s objectives.
An underwriter is more likely to respond affirma-
tively to requests from a port risk manager
known personally and with whom one has de-
veloped mutual trust and respect.

The risk manager must be diligent in learning the
intricacies of the marketing process. This knowl-
edge prepares the risk manager to most
effectively support the efforts of the port's agent
or broker and to approach direct markets without
a broker, when this approach is favored.

Marketers of the port's account, whether the
agent/broker or the risk manager, must demon-
strate in-depth knowledge of the port's risks.
Based on this information, the marketer must
prepare high quality specifications that will be
transmitted to selected underwriters to solicit
quotations.

The process of selecting underwriters to receive
the port's specifications is a critical aspect of the
marketing process, and is discussed in more
detail in the Insurance Company Solvency Rat-
ings section on page 2--24.

Generally, the marketer will hold preliminary dis-
cussions with several underwriters to gauge their
degree of interest in the port's account and their
ability to provide needed services. After identi-
fying a subset of underwriters who offer the best
potential for responding positively to the port’s
submission, the marketer will submit specifica-
tions to these underwriters and deliver an oral
presentation in order to answer questions and
“sell” the port risk. As mentioned earlier, the risk
manager's participation in the oral presentation
can be effective in communicating the essential
character of the port.

After receiving quotations, the risk manager and
the port's agent or broker will identify areas of
concern and negotiate with the underwriters to
finalize details of coverage.

Timing

A full-blown marketing effort can cost $100,000
or more. The largest cost element is the time
spent by the risk manager, management, sup-
port personnel, and the agent or broker.
Marketing should not be repeated every year, or
even every other year. The underwriting market-

place does not look favorably on accounts that
shop their program year after year.

Most ports market their accounts on a three to
six year cycle. However, the risk manager and
the port's agent or broker should continually
keep a finger on the pulse of the marketplace, to
identify trends, opportunities, changes, options
or challenges that may impact the port's place-
ment, and that may require immediate attention.
In addition, the risk manager must regularly as-
sess the adequacy of coverage limits, terms and
conditions, and remediate as necessary to en-
sure ongoing effectiveness.
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Market

Prudent selection of underwriters is critical to the
success of the marketing process. Underwriters
should be selected based on their ability to meet
certain qualifications established by the port.
Specific requirements will vary among ports, but
some general guidelines include:

e Breadth of coverage offered.

« Ability to manuscript policy wording to cover
the port's unique exposures.

« Position in the marketplace, i.e., primary
insurance, excess and surplus.

e Access to or ability to provide reinsurance,
as needed.

e Ability to work with a captive insurance
company. (See Glossary, page A--2.)

o Flexibility in offering funding alternatives,
such as guaranteed cost, retrospective or
swing plans, finite risk programs, self-
insured retentions or deductible plans.

e Willingness to work with a third-party ad-
ministrator on an unbundled basis.

+ Depth and scope of insurer's risk control,
claims and other services.

¢ Preferences of the port's management or
commissioners.

e Degree of financial and management
strength.

e Solvency ratings.

Perhaps the most important criteria for selecting
underwriters to participate in the port's insurance
program are their reputation in the marketplace,
their ability to provide essential services, and
their financial stability. The insurer's most im-
portant role is to indemnify a port for losses that
it has elected to transfer under the insurance
contract. A less critical, but still important func-
tion is for the underwriter to provide risk controi,
claims, and other risk services.

Ports should view their risk management from a
total cost of risk perspective. A low cost of risk
transfer may be more than offset by increased
claims costs. The optimal insurance program
provides a portfolio of services, program design

and pricing that minimizes the port's totai cost of
risk within the constraints of the port's risk toler-
ance. The portfolio for a port that desires
guaranteed cost insurance coverage would differ
markedly from that for a port with a $1 million
annual aggregate retention.

Insurance Company Solvency
Ratings

Perhaps the most critical factor in selecting an
insurer is its financial soundness. Ports that fail
to recognize this may wind up putting their faith
in insurers that uitimately fail or abruptly cancel
coverage. When the port's insurer becomes in-
solvent or cancels coverage unexpectedly, the
risk manager is forced to find another insurer,
often within a very limited time frame. A hurried
marketing effort may lead to inadequate discov-
ery with respect to the carrier's services and
financial strength, inferior scope of coverage,
and uncompetitive pricing.

Before purchasing any type of insurance policy,
the risk manager should verify that the carrier
the port is considering doing business with is
legitimate, solvent, and reliable. The various
state insurance departments are an excellent
resource for information on whether a company
is licensed to do business in a particular state.
The port's agent and broker, and the risk man-
ager's professional peers, can provide
recommendations and referrals of their insur-
ance companies.

The reports provided to the various insurance
commissioners are possible means of evaluating
insurers. However, these reports tend to be too
complicated and time consuming for even the
most experienced risk manager to evaluate.
Perhaps the best method for determining the
qualifications of a particular insurer is by using
independent ratings services. Insurance compa-
nies are rated by five independent services:
Standard.& Poors, Weiss Research, A.M. Best
Co., Duff & Phelps, and Moody's Investor Serv-
ices. Each service provides ratings on a different
letter scale.

See page 2--26 for brief descriptions of the fac-
tors used by the four major rating services to
review insurance companies.
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Figure §

Insurance Company Ratings

GENERAL RATINGS CATEGORIES | A.  DUFF&
: ~ PHELPS ¥
Superior A++ AAA Aaa AAA
A+
Excellent A AA+ Aa1l AA+
A- AA Aa2 AA
AA- Aa2 AA-
Good B++ A+ A1 A+
B+ A A2 A
A- A3 A-
Adequate (but could be vulnerable) | B BBB+ Baa1 BBB+
B- BBB Baa2 BBB
BBB- Baa3 BBB-
Below Average C++ BB+ Ba1 BB+
C+ BB Ba2 BB
BB- Ba3 BB-
Weak C B+ B1 B+
C- B B2 B
B- B3 B-
Substantial Risk D CcccC Caa CCC
E Ca
Cc
Under Order of Liquidation F DD R

Ports should consider doing business only with
insurance companies with the following mini-
mum ratings:

e Standard & Poor's: AA

» Moody's investor Services: A-
e Weiss: B-

e AM. BestCo.. A+

e Duff & Phelps: AA+

The port's agent or broker can provide rating
information for companies being considered to
participate in underwriting the port's insurance
program. The risk manager can also look up the

company in the reference library or by purchas-
ing a rating through one of the following
services.

Best's Insurance Reports may be available in
the port’s risk management reference library.
Best also has a “900” number (900-424-0400) -
for $2.50 a minute the risk manager can procure
a rating by calling with a company's ID number.
To get a company's ID number, call Best at 908-
429-2200.

Weiss Research provides reports over the
phone (800-289-9222). The costs are $15 for an
over-the-phone rating, $25 for a short written
report, and $45 for a longer written report.
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Ratings from Duff & Phelps can be found in
books called National Underwriter Profiles (800-
543-0874). National Underwriter Profiles sells
three books - health and accident insurance
companies, life insurance companies, and prop-
erty and casualty insurers.

Standard & Poor's ratings are also available in
National Underwriter Profiles.

AM. Best and other independent rating services
do not rate many insurers. This may be because
the insurer is not licensed in the United States,
or because limited time has elapsed since its
formation. The risk manager will have to evalu-
ate unrated companies based on the size and
quality of their trust funds, their tenure in the in-
surance market, their reputation, etc. The port’s
agent, broker, or consuitant can be a valuable
ally in the evaluation process.

In some instances, a port may safely deviate
from a minimum rating from the independent
rating services. Factors to consider when con-
templating a deviation include:

e Nature of the Risk - For those exposures
where losses become known and settied
within a relatively short period of time, such
as for property losses, a port need only be
concerned with the immediate financial con-
dition of the insurer. For those losses where
claims may be slow to surface and can be
slower to settle, such as in general liability
where it may take ten years or longer to set-
tle claims, a port must be more concerned
with the long term stability and solvency of
the insurer. Generally, this requires a port to
be more conservative in selecting insurers.

e Size of Risk - The size of potential losses
enters into the selection process as well.
Obviously, the risk of an uncollectable loss
such as insuring a $50 million grain elevator
with a property insurer which has policy-
holder surplus of $1 million may be much
greater than insuring with a carrier that has a
surplus of $100 million.

e Insurer Affiliation for Reinsurance - Insur-
ance companies may be reinsured by larger,
more financially stable insurance compa-
nies. An evaluation of reinsurance
arrangements may indicate the risks are not
as severe as they may appear on the sur-

face. A carrier may ailso be owned by
another organization. A parent company
may pay additional funds into the subsidiary
should it experience financial difficulty. While
it may not be legally required, the parent
company may elect to do so in order to
maintain its reputation. While much faith
should not be placed in such a situation, a
port may wish to consider this as part of its
evaluation and selection process.

Time Needed For Marketing

Smaller ports may be able to conduct the mar-
keting process in little more than a month. A
major marketing effort for a larger port can re-
quire six months, or more. This includes:

s 6 weeks to prepare marketing specifications.
e 8to 12 weeks to negotiate with underwriters.

e 2 to 8 weeks to market excess layers, de-
pending on the structure and coverage
desired.

These tasks can be completed in four months,
but a broker can usually do a better job with
more lead-time, particularly at year-end, when
there is a high volume of renewals. The process
may also require more time when the market is
tight.

If the port is working with more than one broker,
the risk manager should start informal discus-
sions at least six months before expiration of the
paolicy. To keep the process manageable, the
port should work with no more than four brokers.
When markets are assigned, each broker should
be provided with the same backup information.
An effective method of communicating this in-
formation is a loose-leaf notebook with tabbed
sections covering locations, values, payroll,
sales, vehicles, risk management personnel,
safety programs, 5-year loss history, discussions
of major losses, and financial statements.

Marketing Specifications

The port's broker and risk manager will generally
collaborate in preparing the written specifica-
tions. This task is time-consuming and costly.
However, quality specifications can be reused in
the future with basic updating. When updating
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specifications, be diligent in avoiding carryover
of previous errors.

General Points

e Be concise and to the point. Include summa-
ries and tables, but do not overiook the need
for complete disclosure.

e Prepare specifications in such a way that the
underwriter can read a little or a lot. In other
words, make it brief so the underwriter does
not get lost in detail. Use lots of headings
and short paragraphs. Place all support
material, charts, exhibits, etc. in an appen-
dix. Highlight important points.

e Move from the general to the specific. For
example, begin with total iosses incurred by
line, follow with a tabulation of individual
losses and end with an analysis of large
losses and measures taken to prevent a re-
currence.

e For efficient formatting, write separate sec-
tions on organizational structure, financial
statements, operations, properties, liability
exposures, etc. This enables the port to
substitute or delete certain sections for
workers' compensation, property, liability, or
other underwriters.

+ Be consistent in oral presentation and writ-
ten specifications.

 Have one or more colleagues proofread the
specifications for errors, discrepancies, and
clarity.

Agency Company Organization for
Research & Development (ACORD) or
Carrier Application Forms

ACORD and carrier application forms are not
designed for large accounts and should be used
only as a guide.

Format

Exposure Analysis

e Quantified underwriting data: revenues, pay-
rolls, advertising expenditures, etc.

e Products which develop exposures.

o Incidental or umbrella exposures:
> Care, custody and control
> Professional liability
» Federal acts
> Watercraft and aircraft

e Contracts and leases under which the port as-
sumes liability.

e Other perceived hazards.
e Manual premium calculations if available.

Assemble data in a binder marked with the port's
name and logo. Begin with a short cover letter
stating what it is, for whom and from whom -~
including the port's address, telephone and fax
numbers. Describe briefly the coverage sought,
special conditions and terms, major issues as-
sociated with the exposure, and the target date
for the coverage inception. Use a table of con-
tents and tabs for the various sections. A typical
table of contents for the property/liability pro-
posal follows below. Date all pages for easy
reference when the specifications are revised.

Liability Underwriting Specifications
e Description of Operations.

e Overview of operations for the port and each
division and branch. Include organizational
chart, if appropriate.

¢ Financial statement.
e Annual report.

o Description of the Risk Management Depart-
ment.

e Risk management policy statement, safety
manual, and employee benefit bookiet.

e Organization and structure.

e Functions provided — cost allocation, claims
handling, loss prevention, etc.

e Contract Services.
e Loss Analysis.

o Description of claims handling: insurer, con-
tract adjuster or in-house.
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* Total incurred losses by line of coverage. Show
the last five years, broken down by paid and
reserves, bodily injury and property damage,
auto and general. Also, break out products,
malpractice, or any other special exposure.

» Description and analysis of all large (those
over $10,000) losses, even if not yet paid.

+ Loss stratification by line of coverage and in
total. Exhibit should show losses at varying
levels depending on size of risk, for example,
losses from O to $10,000, $10,001 to $50,000,
$50,001 to $100,000, and over $100,000.

e Loss forecasting and retention analysis. Trend
future losses or use regression analysis to
project probable future loss levels.

e Head sections with a summary, if appropriate.

e Insuring form desired (policy language, e.g.,
London, U.S., and universal)

e Specify Insurance Services Organization
(1ISO), 1ISO-modified, or manuscript form. This
will help avoid misunderstandings and mini-
mize the need for post-marketing negotiations.
Provide as much specific detail as possible.
Better still, specify the form number and edition
date or attach sample copies.

e Manuscript forms may sometimes be more
desirable than standard forms. However, in-
surance contracts are contracts of adhesion.
This means that courts usually resolve ambi-
quities in favor of the party that did not prepare
the wording.

e Risk managers are advised to convey their
coverage needs to the broker or underwriter
but leave the actual peolicy drafting up to them.

Property Underwriting Specifications

Certain basic information is essential regardless
of whether the port is seeking property or liability
coverage. If the port is seeking both from the
same underwriter, repetition of the same data is
unnecessary. If the port is approaching different
underwriters, the same outiine should be used
as for liability specifications above in regard to:

e Description of Operations

»  Description of Risk Management Department

s Change the Exposure Analysis to:

> Basis of values: replacement, market or
actual cash value, plus date of valuation.

> Total values by location and by line of cov-
erage. Give source and date of valuation.

e Details of construction and hours of occu-
pancy.

e Maximum probable loss and the amount sub-
ject (maximum possible loss) by location.

» Individual fire protection reports, pictures and
diagrams for large locations.

o Values for property in transit and unscheduled
locations.

¢ Business interruption worksheets.

o Other time element value estimates.

Special Underwriting Data

Many ports have unusual or, for the layman,
hard-to-understand exposures. These must be
carefully explained. Obscuring or overlooking
material exposures may, at best, save some pre-
mium in the short run. However, it may cause
long-run adverse consequences, such as can-
cellation, nonpayment of losses, litigation, or stiff
re-pricing. Specifications should include a can-
did discussion of the following:

e  Product liability

e Unusual liability
e  Severity analysis
e  Special perils

o Miscellaneous

Products Liability

An obvious product exposure left undefined cre-
ates uneasiness in the mind of the underwriter,
which tends to increase when technical bro-
chures of the product are reviewed.
Consequently, to be on the safe side, the un-
derwriter will charge more for the exposure than
may be necessary. With adequate explanations,
this can be avoided. Obtain the help of opera-
tional and technical personnel and assemble the
following data, in layman's language:
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¢ Products manufactured or distributed

e Ultimate user: original manufacturer or general
public

e Current annual sales, both U.S. and non-U.S.
+ Total units currently on market
o Discontinued units

e Number of years that product has been on
market. Include brochures and catalog

e Normal life of product

o  Principal customers, in percentages
+ Risk control

e Safety methods

¢ Engineering R&D

¢ Quality assurance

« Instructions, wamings, labels

¢ Installation and maintenance

¢ Contractual aspects

e Defense

e Liability resuiting from acquisitions and merg-
ers

Unusual Exposures

Standard umbrella applications do not inquire
into unusual or catastrophic exposures, such as
concentration of people or valuable property, or
fre and explosion hazards inherent in opera-
tions. Many applications do not deal with care,
custody and control risks, Jones Act and other
Federal exposures, professional liability, aircraft
and watercraft, or protection and indemnity.

Frequently, the umbrella excludes these expo-
sures, so the umbrella application does not ad-
dress them. If the port requires any of these
coverages, explain and quantify the exposures.
Whenever possible, discuss mitigating factors
that reduce the risk, such as fire protection sys-
tems or specific loss control measures.

Severity Analysis

Property underwriters are interested in the maxi-
mum probabie loss (MPL) the port may experi-

ence. This would be the maximum loss at the
port's largest location under most circum-
stances. Underwriters aiso want to know the
amount subject (AS), which is the maximum
possible loss if all protection facilities were to
fail. The terminology used by engineers may
differ. Be sure the fire protection engineer who
determines these figures for the port defines the -
terms.

For the underwriter, these figures are important.
They spotlight potential catastrophic loss expo-
sures that may exceed an underwriter's net ca-
pacity. They also pin down anticipated severity
by location rather than leaving the matter to the
underwriter's guesswork.

Include current fire protection reports, diagrams,
production flow charts, photographs of the facili-
ties, and the latest and original inspection re-
ports.

Special Perils

If the port requires special coverage for earth-
quake, flood, collapse, or windstorm, supply the
underwriter with back-up information: concentra-
tion of values at each location, with a break-
down of values in basement and lower floors in
regard to flood risks; geographical exposure to
the peril; protection and safety measures exist-
ing or to be taken in regard to those perils.

Miscellaneous

o Spell out any significant transit exposures, sub-
contractors work, or bailment situations, and
describe any hard-to-replace die pattemns,
molds and machinery parts. Equipment
manufactured overseas may cause lengthy
business interruption or extra expense.

e Specify any special considerations for placing
high limits with facultative reinsurers (reinsur-
ance of individual risks. as contrasted to treaty
reinsurance where the reinsurer accepts

. blocks of risks). Otherwise, loss of some insur-
ance markets and higher premiums may resulit.

o Explain the existing program and, possibly,
also the present premium. This is largely a
matter of knowing the underwriter. Be consis-
tent; if this information is provided to one un-
derwriter, it should be provided to all.
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e Offer the underwriter the opportunity to visit the
port's facilities or talk to management.

e List additional available information, such as
safety and quality control manuals, risk man-
agement handbooks, manufacturer's procedu-
ral manuals, or in-house directives regarding
loss prevention and claims.

Marketing the Excess Layer

After the primary program has been arranged,
excess coverage will fall into place more quickly.

The port can use the same specifications, but a
different cover letter describing:

e  The primary coverage and premium.

e The desired excess layer and suggested pric-
ing.

e The desired time allowed for quoting and ne-
gotiating before implementation.

Ask the underwriter to first clear with the broker
any steps to effect facultative reinsurance.

Begin with the first layer directly above the pri-
mary.

Allow two to six weeks depending on the market
situation and the amount of excess desired.
More time should be allowed when prices are
high and capacity is low.

Neediess to say, the job does not end here.
Once the policies are received, they must be
thoroughly checked for accuracy and coverage.

Other Considerations

Speciﬁcatibns should be accompanied by a
cover letter to identify a desired time schedule
for quoting.

With the above points in mind, the risk manager
should be able to work with the port's broker to
develop an effective marketing plan, carry it out,
and monitor the results.

INFORMATION AND RECORDS

Most ports have some form of management in-
formation system in place to provide

management with timely information. Manage-
ment uses this information to monitor and
evaluate the performance of the port against
previously established goals and objectives and
can implement changes in order to meet these
goals and objectives.

To achieve the port's risk management objec-
tives, a similar information system should be
implemented. A well designed risk management
information system (RMIS) can aid the port in
better identifying risk management and insur-

. ance costs, identifying adverse trends, claims or

other expenses, allocating insurance and risk
management costs, and compiling useful loss
prevention data.

Many types of information systems can be es-
tablished. They range from simple programs
where the insurer or broker provides claim's re-
ports to more sophisticated programs that import
information from a number of sources into a
central database. The best system for a port will
depend on its individual needs. Items that may
be incorporated into a risk management system
may include:

e Historical Loss Experience — The port should
maintain information on past loss experience.
Reliance on brokers, insurers, efc., can result
in incomplete records when outside sources
are changed. Loss records should be main-
tained long enough to allow for trends to be
spotted. For feasibility studies of alternative
funding methods, five to ten years of loss expe-
rience is generally required. Loss data should
be maintained in such a manner that loss de-
velopment and claims payment pattemns can
be analyzed and evaluated.

s Premiums and Deductibles — Records of pre-
miums, deductibles, rating plans and bases,
etc., are beneficial. Information on major
changes in methods of operation, growth, etc.,
are also important in determining changes in
exposures.

e Cost Allocation System — Programs can be
designed to automatically ailocate such items
as premiums or self-insurance costs, etc., to
appropriate operating departments.

e Claims Frequency and Severity Analysis —
Accumulating loss information by the nature of
the injury, part of body injured, or location
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where the injury occurred can be used to direct
loss prevention and safety activities.

e Insurance Certificates — A file that collects,
services, and brings to the attention of the risk
manager expiring certificates of insurance can
be valuable to ports with large numbers of
contractors, lessees, or other service provid-
ers.

Insurance Document
Preservation

Many ports and other organizations do not, as a
practice, retain expired insurance policies. Liti-
gation involving asbestosis, poliution, and other
claims arising out of injuries that may take years
to manifest themselves has increased the
awareness of the need to maintain information
on expired policies. Every port should establish
a formal policy for the preservation of expired
insurance policies.

Expired policies insuring physical damage, such
as fire policies or vehicle physical damage poli-
cies, need only be kept long enough to insure
that all losses have been discovered and settled.
Generally, one to two years beyond policy expi-
ration is a sufficient retention period for these
policies.

Liability policies typically require a much longer
retention. Since the statute of limitations for mi-
nors generally does not begin until the minor
reaches the age of majority, a general rule of
thumb for retaining “occurrence” policies is the
total obtained by adding the years until the age
of majority plus the statute of limitation years
plus one year. This typically produces a reten-
tion period in the range of 21 to 25 years.

Relying on the memories of brokers and insurers
can be risky and result in both potential litigation
with insurers and uninsured losses. Therefore,
ports should establish formal retention guide-
lines for expired policies. As valuable records,
ports would be wise to store policy information in
a fireproof vault and make duplicate copies to be
stored at a separate location. To aid in the stor-
age of old policies, it is often helpful to microfilm
policies rather than retain hard copies.

CLAIMS ADMINISTRATION

The largest single component of insurance pre-
miums is the cost and expense of claims.
Because of the impact of claims on the cost of
insurance, it is essential to efficiently handle and
control claims to keep insurance premiums to
the lowest level possible. Subrogation comes
into play for all claims, including property dam-
age, liability, and workers’ compensation.

The objectives of a properly administered claims
plan are to insure that:

e All claims are promptly and appropriately re-
ported to the insurer and individual within the
port responsible for claims.

e All claims are adequately investigated and suf-
ficient facts recorded and preserved to permit
the port to determine liability, settle claims or
render a defense.

e Reserves for claims are established and
maintained.

o Claims' experience and costs are properly re-
corded and preserved for analysis and
evaluation by the insured port.

Because of the impact of claims on overall in-
surance costs, it is extremely important for ports
to take an active interest in claims’ administra-
tion. Many ports that have insured programs rely
solely on the insurer for claims’ administration.
While claims adjusting should be left to those
with experience, a port can perform, in coordina-
tion with its insurer or adjuster, many activities
which will improve claims’ administration and
over the long-term enable the port to reduce its
cost.

Claims' administration varies by type of insur-
ance and among insurance companies. It will
also vary from port to port. It is impossible to
detail within the confines of this Guidebook the
procedures that should be used by each port.
There are, however, general principles in claims’
administration that should be a part of any pro-
gram.

Workers’ Compensation

State statutes or regulations generally require
that all workers’ compensation claims be re-
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ported within a specified time period. Delays in
reporting can subject ports to fines and penal-
ties. It is important, therefore, that claims be
reported promptly. The' steps that might be in-
cluded in a claims’ procedure are:

The supervisor of the injured employee should
complete reports of injury. Generally, the report
should note the nature of the injury, time, loca-
tion, cause, witnesses, and other relevant facts
pertaining to the claim. If the validity of the
claim is questioned, it should be indicated in a
cover letter to the injury report.

A thorough investigation should be made of all
claims. There is a need to investigate all acci-
dents to aid in preventing future losses.

It is often helpful to contact the injured em-
ployee as soon after the accident as possible.
During the contact, the employee might be re-
assured that his or her job will be there upon
return to work. In addition, entited statutory
benefits should be explained. This contact
should continued through the recuperation pe-
riod.

All valid claims should be paid promptly.
Claims that are not valid should be defended
vigorously.

The injured party should be retumned to health
and productive employment.

Programs designed to return employees to
jobs as early as possible such as "light duty” or
“alternative duty” programs should be estab-
lished and injured employees mandated to
participate.

The port should continuously monitor all
claims. Failure to monitor and controt claims
can result in excess medical treatment, litiga-
tion, or malingering employees.

All claims should be administered in accor-
dance with state/federal laws and adjusted with
consideration given to industry practices.

ldentification and control of safety/health haz-
ards is essential.

General Liability and Automobile

Claims

General elements should include:

Prompt reporting of all claims. Insurance poli-
cies typically include a provision that states
“written notice shall be given by or for the in-
sureds to the insurer and any of its authorized
agents as soon as possible.” Failure to report
as required may void insurance coverage.

Claims should be promptly and thoroughly in-
vestigated. It is extremely important to
immediately identify witnesses, including
names and addresses. Oftentimes, in the con-
fusion following an accident, this vitai
information is forgotten, making investigation
difficult, if not impossible. A port is well advised
to assist the insurer in any way possible with
the investigation. The port can be particularly
valuable in providing technical knowledge or
assistance for the unique aspects of its opera-
tions or activities. Sufficient information should
be obtained in initial and subsequent investiga-
tions so that a decision can be made as to
whether the claim should be denied, compro-
mised, or litigated.

All claims should be monitored on a continuous
basis. Claims should be settled as promptly as
possible. Payments shouid be made on settled
claims as soon after settlement as possibie.

Reserves for ciaims should be maintained at
accurate levels.

Claims’ experience and cost should be re-
corded and preserved in sufficient detail to
allow for analysis and evaluation of historical
experience.

Property Damage

Claims should be promptly reported to the indi-
vidual responsible for the risk management
program within the port. If the damage is ex-
pected to exceed the policy deductible, the
insurer should be notified immediately.

Measures should be taken to preserve all un-
damaged property susceptible to loss because
of the property damage.

Fire protective equipment should be restored
as quickly as possible.

Emergency repairs should begin immediately.
Do not wait for the insurance adjuster to arrive.
This is especially true if a time element loss will

CHAPTER 2: Risk Management Administration

2--32



result from the property damage. It is impor-
tant to preserve and protect property from
further damage.

o Damaged property should be isolated in one
location and preserved for the insurance com-
pany to inspect.

e All bills for materials, labor, etc., for clean up
and repairs should be accumulated. Often it is
advantageous to establish a separate budget
account to which all charges for repairs are
charged.

e The claim, along with support documentation,
should- be prepared by an individual familiar
with the port's insurance and presented to the
insurer. For larger claims, a port can negotiate
interim payments and present the claim as re-
pairs-are completed. For smaller losses, claims
are generally reimbursed after completion of
the repairs. For large or complicated claims, a

port might wish to retain an independent ad--

juster or consultant to assist with the
preparation of the claim and subsequent nego-
tiations.

RISK MANAGEMENT AUDITS

Ports are advised to conduct regular, independ-
ent audits of their risk management programs, to
assess processes, policies and procedures, and
to gauge ongoing effectiveness. In the course of
the audit, the port and its broker or consuitant
should evaluate and explore:

e The port’s risk profile
e The insurance program
+ Adequacy of limits

"« Risk retention levels and potential benefits of
alternative risk financing approaches

¢ Internal risk control, security, and claims han-
dling activities

e Services provided by agent, brokers, third party
claims’ administrators, consultants, and other
independent service providers

e The port's risk management policy

e Risk administration, information management,
cost of risk allocation, risk management struc-

ture and staffing, and other intemal risk
management functions

Benefits of a Risk Management
Audit

An objective review by an independent third-
party can provide a perspective on the port’s risk
management operations that simply cannot be
attained by port staff. An experienced profes-
sional broker or consultant can recommend and
assess alternative approaches and provide port
management with an objective appraisal of the
effectiveness of the current program.

The Risk Management Auditor

Experience, knowledge, judgement, and objec-
tivity are the four most important qualities that an
auditor should possess. It is imperative that the
auditor have no financial interest in the outcome
of any recommendation.

Historically ports have employed independent
consultants to conduct their risk management
audits. However, many large brokerage firms
also have qualified professionals, not involved in
sales, who can provide an objective perspective
on the port's risk management function. Brokers
who focus more on consultative approaches to
meeting their clients' needs are expanding their
auditing capabilities.

The process for selecting and engaging an out-
side consultant is described in detail above.

Scope of the Audit

A risk management audit generally encom-
passes:

« Risk management policy.
« Risk management staffing and procedures.

e Types of risks faced, their relative importance,
and the degree to which they are transferred or
managed.

e  Opportunities for risk control enhancements.

o Effectiveness of risk management information
systems.
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o Loss projections based on analysis of
loss/claim payouts (i.e., frequency pattemns,
severity calculations, loss stratification, pay-
ment triangles, and other statistical methods).

» Tolerance for risk and retention capacity.
e Alternative risk financing approaches.

s Insurance problems, such as gaps or overlaps
in coverage, restrictive named insured wording,
inappropriate limits or retentions, onerous pol-
icy conditions, questionable carrier solvency,
and unclear policy wording.

e Risk management and insurance records re-
tention program.

» Claims and litigation management.
o Disaster planning.

e Broker or agent performance, method and
amount of compensation.

Timing
Conditions at the port that may trigger an audit
include:
+ A maijor change in operations

» No audit has been done for five years or more

o New developments in markets, regulation,
laws, or specific events

« Management concerns about the effectiveness
of the risk management function

e New management wants an independent
evaluation

* Insurance has been placed with the same car-
rier for more than six years, or with the same
broker more than ten years

e An altemnative risk financing approach offers
potential benefits

Information Required

The comprehensiveness and quality of the in-
formation used to conduct the risk management
audit will determine the quality of the audit itself.
The information provided to the auditor should
include:

e The port's annual budget (including the Risk
Management Department's budget) and an-
nual report.

» Organization chart and reporting responsibili-
ties.

e The port's risk management manual.

¢  Other internal documents relating to insurance,
claims, or risk.

o Contracts with risk management service pro-
viders.

* Representative leases and other contracts, and
any unusual contracts.

+ Bond indentures with insurance or risk aspects.

e Property schedule, including replacement
costs. .

e Detailed loss runs by year, and summary by
division.

o Relevant exposure history, L.e., revenues, ve-
hicles, payroll, building square foctage.

o Copies of insurance policies and related
documents, including retro agreements, busi-
ness income worksheets, etc.

o Copies of current and recent past premium
audits.

o If workers’ compensation insurance is involved,
payroll by workers’ compensation classifica-
tion.

Audit Process

The auditor meets with appropriate port personnel
to define the scope of the proposal, become ac-
quainted with current conditions, and identify the
right people to contact and locations to inspect.
Whenever possible, the auditor should interview
the Port Director or other senior officers for views
on the port's status and plans and to lay the
groundwork for later acceptance of the audit report.
The audit team shouid:

* Inspect major properties and interview key per-
sonnel to become familiar with the flow of
materials and the risks inherent in every step.
This process also helps in identifying any off-
premises exposures.
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Determine loss potentials, including maximum
possible losses.

Review a representative sample of contracts
and leases (including bond indentures) to de-
termine whether the port's contract review
procedures are adequate. If not, the port may
be enduring unwarranted assumptions of liabil-
ity, unmet requirements for insurance,
unrealistic requirements of others, contracts
that should have insurance requirements but
do not, etc.

Examine loss runs to identify trends and loss
problems and to assess the quality of the port's
communication of loss information.

Review the port's risk management manual
and related directives to evaluate the field's
compliance with accepted practices.

Conduct an in-depth interview with the ports
insurance brokers or agents, to understand
their program design and marketing approach,
service plans, and strategy for future servicing
and marketing.

Thoroughly review the port's insurance poli-
cies.

Interview port personnel to learn about risk-
related issues and exposures that manage-
ment may not be aware of. In addition to the
risk manager, the team should talk with the
following:

> Chief Financial Officer, to discuss topics
such as the port’s risk tolerance, retention
capacity, bond indentures, and reserves

> Claims or workers' compensation man-
ager, to address claims practices, use of
loss runs, identification of hazards, and
claims problems

> Controller, to consider the nature of re-
serves, cost accounting, and cost of risk
allocation

> Legal counsel, to address standard con-
tracts, contractual problems, important
litigation, and claims techniques

> Engineers, to discuss the use of safe de-
sign crteria, and current engineering
activities

> Fleet manager, to review driver selection

practices, accident procedures, subroga-
tion techniques, and car rental practices

» Manager of internal audit, to discuss the
nature of security and other audits

Human resources manager, to consider
hiring and firing practices, and empioyment
practices exposures

\

» Purchasing manager, to address termé of
shipping and clauses in purchase orders

» Safety manager, to review the port’s safety
standards and manuals, procedures, and
tie-in to workers’ compensation

> Security manager, to consider the nature
of security problems and scope of activity

The lead auditor may conduct an exit interview with
the Port Director to discuss findings, and the team
prepares a report for the port that addresses:

Audit rationale and process
Summary of the primary conclusions
Recommendations

Detailed discussion of all findings
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CHAPTER 3: LOSS FREQUENCY, SEVERITY, &

FORECASTING

Valid evaluations of casuaity loss frequency and
severity require:

« Multiple years (ideally at least 10) of loss
experience.

« A database of sufficient size to allow the law
of large numbers to function. Individua! port
operations will not normally present a large
enough database to support a statistically
credible analysis of casualty loss frequency
or severity. However the combined expo-
sure bases and loss experience of all
American Association of Port Authorities
(AAPA) members could be used to establish
credible ‘“industry benchmarks” against
which individual ports could compare their
performance. Exposure bases could be
revenue, number of employees, payrolls,
tons of cargo handled, and property values
at risk. Benchmarks might be number of
work accidents/100 employees, dollar (3)
cost of worker accidents/100 employees,
average $ cost per claim, number of injuries
per ton of cargo handled, $ loss per ton of
cargo handled, etc. Individual ports could
compare their performance against these
“industry benchmarks” and also study
changes in their own statistics from year to
year.

Casualty losses — particularly workers’ compen-
sation — are more readily forecast because of
their higher frequency and more limited range in
$ amount — which make them more predictable.
Exhibits C and D (pages B--3 and B--4) contain
an example of calculating historical payroll loss
rates and applying their average to expected
future payroll to determine expected future
workers’ compensation losses.

Exhibits C and E (pages B--3 and B--5) include
references to “Loss Development.” By way of
explanation, reported casualty losses tend to
grown over time due to incurred but not reported
(IBNR) claims, unpredictable jury decisions and
reopened workers’ compensation  claims.
Therefore, it is necessary to inflate these claims

by the appropriate, age-related “development
factor” in order to derive an accurate figure for
the ultimate cost of these claims.

General liability, automobile liability, and work-
ers’ compensation claims are paid out over time.
Exhibit F shows the average annual rates at
which these types of claims are paid.

Even on an industry wide basis, valid property
loss frequency and severity are difficult, if not
impossible, to predict because of the relatively
few number of losses and the wide variation in
the size of losses that occur. Two commonly
used measures of loss potentiai are Maximum
Possible Loss and Maximum Probable Loss.
Maximum possible loss is the worst loss that
could happen. Maximum probable loss is the
worst loss that would probably happen. it is
normally less than the maximum possible loss.
However, it is based on judgment rather than
precise figures. As an example, assume a port
has two identical warehouses — each worth
$1,000,000 - which are separated by 100 feet.
The maximum probable loss from fire would be-
the total loss of one warehouse, or $1,000,000.
The maximum possible loss from fire would be
$2,000,000. However, different exposures to the
same property may produce a different maxi-
mum probable loss. In a hurricane, the
maximum probable loss to these warehouses
would be $2,000,000.

When calculating either maximum possible or
probabie loss, the risk manager must make cer-
tain that all costs associated with the loss are
considered. The physical damage is probably
the easiest to determine, but loss of income, ex-
tra expense to maintain operations, the
interdependencies of related port operations, the
time required to rebuild or repair damaged facili-
ties, availability of rental equipment, and
emergency arrangements to minimize incon-
venience to customers must also be included in
the calculation.

Property and business income insurance may be
purchased with:
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+ Specific limits for each separate “fire divi-
sion” (separate, but adjoining structures
each with its own property insurance rate)

« Anoverall ioss limit for each loss

« A blanket limit (the sum of all specific limits)
avaiiable to respond to a loss.

Specific, or separate limits require continuous
monitoring and adjustment to reflect accurate
values under changing conditions. If the values

are understated, loss recovery will be reduced
accordingly.

A loss limit somewhat in excess of the largest
maximum possible loss for a muiti-location or-
ganization is the most economical and prudent
approach.

Utilizing a blanket limit is the most cautious and
most expensive method of purchasing property
and related coverages.
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CHAPTER 4: IDENTIFICATION OF LOSS EXPOSURES

IMPORTANCE OF IDENTIFICATION
PROCESS

Risk management begins with the identification
process. Unless there is recognition of risk, one
cannot take appropriate measures to deal with it.
An organized approach to identify risks is one of
the most important responsibilities of the risk
manager.

insurance evolved as a means of providing pro-
tection for known and commonly understood
risks. However, a key point of risk management
is that insurance may not be the best way to deal
with a risk in terms of either cost or the protec-
tion afforded.

It is important to keep in mind that risks are not
static but are subject to change in many ways.
Examples of how risk can change include the
following:

¢ Introduction of new equipment

e Automation

e Introduction of new products and services

* New methods of loading or unloading

e Dealing with new products, cargo, or vessels
» New laws and regulations

e Court decisions

e Changing social attitudes

. New employees and customers

e New construction, remodeling, and renova-
tion

The element of change requires that the identifi-
cation process be ongoing. The risk manager
must be familiar with and knowledgeable about
the port's basic services and facilities, etc., and
also must be aware of new exposures to loss.

Prior to the development of risk management as
a recognized method for dealing with the risk of

loss, only obvious exposures were likely to be
given consideration, and, there was no organ-
ized approach to identifying and handiing risk.
The risk of loss is not always readily apparent.
Because of this, a variety of techniques are re-
quired. The following methods of risk
identification can be used.

Inspections

First hand knowledge of a port's facilities and
properties is essential. This knowledge can only
be obtained by a practical familiarity with what
exists in the way of physical assets and how
these assets are used.

A helpful tool to use in an inspection is a map of
the property showing not only the port itself but
also adjacent and surrounding property as well.
Spatial relationships are important, such as the
proximity to a facility of hazardous nature.

Inspection will reveal physical characteristics
such as:

o Type of construction (frame, fire resistive,
windstorm resistive, etc.)

e Stored materials or inventories (flammable,
explosive, pollutants, products subject to
spoilage)

o Housekeeping
e  Security
s Equipment guarding

e Exposures to injury of employees and the
public

e Traffic exposures (ship, rail, vehicular)

s Fire protection

internal Records

A port's internal records are a valuable source of
information useful to the risk identification pro-
cess.
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Financial records and budgets are helpful in a
number of ways. Some of the questions which
are prompted by them can include: how much
cash is on hand at any given time? Is it suscep-
tible to theft? How is it transported to the bank?
If by armored car, is the armored car company
responsible for the full amount of any loss? The
cash exposure may or may not be significant,
but all businesses deal with checks. Are in-
coming checks recorded in a manner that would
make it possible to obtain replacements or reim-
bursement if the originals were lost, stolen, or
destroyed? Are accounts receivable backed up
to allow reproduction? '

The income section of a financial report, if in
sufficient detail, will highlight which operations,
activities, or services generate the most reve-
nue, requiring treatment of business interruption
or extra expense risks.

Financial statements will assist in evaluating the
capability of a port to self-insure loss exposures.
A healthy cash flow and surpius position can
help in the determination of the advisability of
self insurance.

Other important sources of information are asset
records which show the location and original
cost of all real and personal property. Copies of
all requests for purchase and disposal of prop-
erty can be routed through the risk manager to
provide an additional check to ensure that all
new property is being included, and that property
which is sold or otherwise disposed of is re-
flected in the insurance records. Inadequate
asset records will also make proving a property
loss difficuit.

Copies of all contracts shouid also be routed to
the risk manager for review to determine expo-
sures from outside organizations. The decision
to retain or transfer risk can then be made.

Contracts may also indicate the existence of
hazards not previously know. It is preferable, but
not always practical, to have the risk manager
review contracts prior to their execution. This
will allow for comment to legal counsel or fi-
nance on issues that are important from a risk
management viewpoint and which may not oth-
erwise be given the consideration they deserve.

Minutes of meetings of the port commissioners
are an invaluable source of information regard-

ing many things affecting the port but primarily
as respects plans for future expansion, new ac-
tivities, new operations, and new construction,
purchase of major new assets, other major ex-
penditures, etc. Minutes will also provide timely
notice regarding planned discontinuance of op-
erations and activities.

Loss runs (all insurance coverages) properly
maintained and organized, are critical in identi-
fying loss frequency and severity. The risk
manager can then initiate appropriate loss pre-
vention measures.

Department manuals (human resources, ac-
counting, and operations) often give insight into
certain potential problem areas. For example, if
policies are written, they should be enforced,
otherwise continued nonenforcement may be
interpreted as a practical repudiation of policy.
Also, there should be no formal, oral statements
permitted that are inconsistent with written pro-
cedures and policies, particularly as regards
human resource matters.

Checklists or survey questionnaires can often be
helpful in pointing out exposures that are over-
looked. A number of sources have developed
“exposure checklists or questionnaires,” which
are sometimes lengthy, multiple page outlines
for possible loss exposures. An exposure iden-
tification questionnaire developed specifically for
ports can be found in Appendix C of this Guide-
book. Checklists have inherent limitations in that
they cannot be relied on to identify your com-
plete exposure to loss. While the operations of
ports are similar, each has its own unique activi-
ties and operations which generate exposures to
loss.

Flow charts are diagrams that picture the flow of
goods through the various parts of a facility.
These charts are critical to maintaining contin-
ued operation and gauging contingent business
interruptions.

Employees are a good source of information.
The risk manager should become acquainted
with a broad spectrum of employees, particularly
key persons, in various operations, divisions,
departments, etc. On a regular basis, questions
should be asked about their activities, problems,
concerns, and any information that may be use-
ful in identifying risk.
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External Sources of Information

Changing technology, business practices, law,
government regulations, etc., all compound the
problem of risk identification. The risk manager
should attend relevant seminars and workshops.
Examples of organizations that sponsor such
meetings include:

e Risk and Insurance Management Society
(RIMS) (see Appendix A, page A--9), whose

membership is composed of full-time and

part-time risk managers. Meetings are held
both at local chapters and at the annual na-
tional conference. This organization also
promotes meetings with special industry
groups, including “Ports and Marine Termi-
nais.”

e Public Risk Management Association
(PRIMA) (see Appendix A, page A-9), is a
national public risk management association
which promotes effective risk management
in the public interest as an essential compo-
nent of public administration.

e American Management Association con-
ducts a variety of meetings throughout the
year on many aspects of insurance and risk
management. ‘Meetings are held at different
locales.

Other organizations — These include the Na-
tional Fire Protection Association, the National
Safety Council, and the National Maritime Safety
Association. National and regional port associa-
tions often include insurance and risk
management topics in their meetings. A number
of associations, such as the American Associa-
tion of Port Authorities (AAPA), the Pacific Coast
Association of Port Authorities (PCAPA) and
others, have standing risk management com-
mittees.

Even though many ports do not have a full-time
risk manager, it would be worthwhile for ports to
contact these organizations and ask to be
placed on their mailing lists to receive notice of
seminars and meetings. Additional benefits of
attending such meetings is the opportunity to
meet others with like interests and to exchange
information which can often be very helpful in
desighing and improving your own program.

Risk identification can be augmented by having
knowledge of current problems, industry
changes, losses, etc. Legislative enactments,
such as those affecting responsibility and liability
for pollution and its clean-up are a good exam-
ple. Useful information can be obtained from the
referenced books and periodicals listed in Ap-
pendix A (page A--17).

Outside Specialists

Professional risk management consultants can
provide meaningful services to both part-time
and full-time risk managers. A common service
is the audit, review, and evaluation of an organi-
zation’s overall exposures and programs. The
periodic use of outside consultants for assis-
tance is practiced by a growing number of
organizations.

An insurance agent or broker can also prove to
be a helpful resource. These, at times, can be
more insurance oriented since many agents and
brokers have little practical experience with risk
management concepts and practices.

There are a wide variety of specialized consult-
ants that can also be used for specific needs.
These include such specialists as computer and
other security specialists, safety and industrial
hygienists, cargo handling loss prevention spe-
cialists, fire protection engineers, etc.

COMMON EXPOSURES AND RISKS

Ports represent very specialized business enter-
prises. While they vary in size, methods of
operations, facilities, and in many other areas,
certain loss exposures are common to almost all
ports. Additionally, many port loss exposures
are of a type that are common with many other
organizations.

It was previously stated that the risks of loss can
be categorized under three general categories:

e Property Loss
o Liability Loss
e Personnel Loss

In this section, we will provide a discussion and
examples of what types of risks are included in
these three classes.
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Liability To Others

Ports are faced with a muititude of possible li-
ability claims because of injury to other people or
damage to their property. Some of these expo-
sures are unique to ports and marine operations,
while others are not. This discussion does not
attempt to comment on the exposures in any
particular order of importance. In many cases,
the difference between a small and a large liabil-
ity claim is a matter of luck, or of the opinion of a
particular jury or judge.

Public Offici=!s Liability

Private industry has long recognized the need to
protect the interests of those individuals who run
a company via indemnification of losses and/or
directors and officers liability insurance.

Most ports are public entities but the same need
is obvious. ‘Public Officials liability insurance is
designed to provide similar protection to port
officials and employees for their liability arising
out of management of a port.

Coverage includes the cost of defending a claim,
a port's obligation to reimburse officials and em-
ployees for costs or judgments incurred and,
where no reimbursement is required or permit-
ted, to cover the personal liability of officials and
employees for their management activities.

Common areas of claims or suits to which offi-
cials are exposed include:

¢ Conflict of interest

e Failure to foliow legally mandated proce-
dures

« Breach of labor regulation

e Purchasing practices

o Condemnation or sale of land
e Conspiracy or collusion

e Unfair trade or labor practices
s Breach of contract

Historically, these causes amocunt to over 65
percent of claims or suits against public entities.

Employment Practices Liability

Claims alleging sexual harassment, discrimina-
tion, wrongful termination, and many other
employment—related torts are being filed in es-
calating numbers. Although this is a relatively
new exposure, it has great loss potential. There
are currently more than 25 federal and state
laws, together with hundreds of regulations, ap-
plying to almost every workplace relationship.
Few employers and employees understand their
rights in the workplace.

For example, the precise meaning of provisions
of the federal Americans With Disability Act re-
quiring ‘“adequate access” and ‘“reasonable
accommodations” are being interpreted through
litigation. Also, compliance with the federal act
does not assure compliance with conflicting
state and local regulations.

While Employment Practices Liability insurance
is available, underwriters require evidence that
employers have developed and are consistently
enforcing fair employment practices.

Bailments

Bailments refer to a special type of legal iiability.
In the case of a port, it is mainly reflected by the
warehousemen'’s liability for damage to goods
left in the port's care, custody, or control. Other
exposures are represented by any type of prop-
erty that is in the port's care, custody, and
control.

Many ports have broadly worded tariff agree-
ments under which customers who use the port
facilities must absolve the port from any loss or
damage to the customers’ property. The value
of these agreements is questionable to the ex-
tent the loss or damage is attributable to
negligence of the port. The courts generally
hold that ports may not contractually transfer
their sole negiigence. In other words, regardless
of what a tariff may say, if a customer sustains
loss or damage and can show the cause of such
to be negligence of the port, the port may be
held responsible. Since ports typically have
substantial warehousing and storage facilities,
they should recognize that a very large potential
for liability exists should property be damaged
because of their negligence (such as by a fire
that originates from a negligent cause).
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Common carriers are another type of bailee. For
example, ports that operate their own railroad
would have this exposure. In most cases, a
common carrier retains absolute liability for
damage to goods being carried, except for dam-
age afttributable to “acts of nature” or “the
common enemy” (war-like acts and revolutions).
Governments usually control the ability of com-
mon carriers to limit their liability by contract via
the control exercised over rates and terms of
shipment.

Motor Vehicle Liability

The use of automobiles is a common exposure
to almost every business. To the extent that the
operation of a port automobile results in injury to
others, a port will no doubt be liable for resulting
damages. In addition to the obvious exposure
represented by owned vehicles, a port can incur
liability from the operation of non-owned auto-
mobiles such as leased automobiles, rental
automobiles (should the renter's insurance be
inadequate, deficient, or non-existent), the per-
sonal automobiles of employees used on port
business, and automobiles of contractors or sub-
contractors.

Exposures may also arise out of no-fault laws
and uninsured/underinsured motorists’ laws.

Product Liability

Anyone who makes, sells, or distributes prod-
ucts to be used by others is susceptible to
liability if the product is defective, or not fit for its
intended use. Ports can have a serious product
liability exposure in some instances. An exam-
ple is a port that in some way processes bulk
grain. To the extent the grain may be contami-
nated, significant damages may result if the
grain is then used in food products or animal
feed. The exposure related to product liability
can be further complicated if the product is ex-
ported to a foreign country. In that case, the port
is faced with foreign laws and practices, which
can be totally different from those of the U.S. In
some states, equipment designed or manufac-
tured by an employer could allow the injured
employee to bring suit under product liability.

Contractual Liability

The risk of loss arising out of a particular under-
taking can be transferred from one party to

another via contract. Contractual transfer of risk
and the assumption of risk are commonplace
occurrences in the business environment.

A port is responsible for its own negligent acts
and should avoid assuming contractually the
responsibility of others, particularly those for
whom they provide services or the use of port
facilities.

Application of this principal is sometimes not
possible or practical because of business or
other overriding reasons, especially where a port
is doing business with another governmental
body, a valued customer, a local or specialized
contractor. In such instances, the port may be
obliged to accept the transfer of liability because
it wants or needs a particular unique service, or
because a firm will not do business on any other
basis. However, as a matter of policy, a port
should attempt to eliminate contractual assump-
tion of risk whenever possible. Where there is
leverage, efforts should be made to transfer risk
to the other contracting party.

All matters pertaining to contractual transfer of
risk should be reviewed by legal counsel and
others who are familiar with legal and business
implications of the contract.

In some instances, the risk assumed in the con-
tract will explicitly identify primary exposure
areas. An example of this would be a construc-
tion contract for a new dock, where the
contractor is required to specifically assume li-
ability for bodily injury and property damage to
others, and to his employees, arising out of the
performance of the work.

In other cases, the potential exposure may be
latent, due to the fact that the contract is silent in
a particular area. An example of this would be
where a port hires a helicopter to photograph
certain port-owned facilites along with adjoining
neighboring property, and the rental agreement
is silent as to responsibility for injuries or dam-
ages arising out of use of the helicopter. It is
important that exposure to a port should be spe-
cifically identified and analyzed by those who are
familiar with both the legal and risk management
implications of a contract to determine what the
exposures are, and which exposures have been
assumed or transferred.
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Liabilities are inherent in a wide variety of activi-
ties and services related to contractual
agreements, and care should be taken to see
that a port is properly insulated against liabilities
that should have been clearly assumed by the
other party to the agreement. Contractual risk
assumption or transfer can occur under a wide
variety of agreement including:

» Construction Contracts
o Lease Agreements

e Purchase Orders

e Rental Agreements

e Maintenance Contracts
e Service Agreements

» \Warranties

s Vendors

e Mutual Aid Agreements
e Verbal Agreements

e Contracts of Sale

o Charters

The most commonly found example of contrac-
tual transfer of risk for ports is in the port tariff. A
landlord typically has only minimal liability for

damage to ships or injury to stevedores or crew

during the loading and unioading process be-
cause the tariff makes the user of the port
facilities responsible for such damages.

Aircraft Liability

Liability related to use of aircraft is comparable
to that under automobile insurance. A port does
not have to own an aircraft to incur liability.
Rental, charter, or use of any non-owned aircraft
on behalf of a port may result in liability shouid
the aircraft injure persons or damage property.
Additionally, the use of port property as a land-
ing area (heliport) or hangar facility can resuit in
liability to an aircraft owner or operator similar to
the exposures under garage or garagekeepers
insurance.

Watercraft Liability

As with automobiles and aircraft, a port may in-
cur liability from either owned or non-owned
vessels. Port vessels can be involved in occur-
rences with other vessels or property resulting in
injuries to both the port's crew and third parties
as well.

Liabilities may arise from pollution situations and
for removal of wrecks that block or impede navi-
gation. A port with a fireboat(s) may aiso be
exposed to liability from fire fighting activities.

Poliution Liability

Exposures can vary depending largely on
whether or not a port handles or stores petro-
leum, flammable or hazardous materials, the
volume of such goods handled, and the potential
they pose for pollution and contamination. Pol-
{ution liability can be a gradual occurrence over
a period of time such as leakage from a storage
tank or sudden or accidental, such as a fire, ex-
plosion or tank collapse. Required clean-up
costs can make up a significant portion of pollu-
tion liability claims. Exposures may exist from
old or prior uses of a port's property. Remedia-
tion costs can be substantial.

Pollution liability can be based on common law,
the Federal Water Pollution Controf Act of 1972
and its amendments in the Clean Water Act of
1977; the Qli Pollution Act of 1990; the Clean Air
Act of 1970 and its 1990 amendments; the
Emergency Planning and Community Right-to-
Know Act of 1986; and the Noise Control Act of
1972 and other state or federal statutes. In ad-
dition to poliution losses arising from the
discharge, claims for disposal or seepage of
contaminants into or upon land, water, or air, can
be based on the generation of smells, noise,
vibration, light, or other sensory phenomena.

Professional Liability

A growing area of liability exposure is that relat-
ing to the errors or omissions of employees
acting in a professional capacity. In these in-
stances, the empioyee and port may both be
held responsible, the employee directly and a
port vicariously.

Professional liability insurance should be con-
sidered for the following professions:
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e Health care professionals

e Accountants and financial analysts
e Lawyers

e Surveyors

e Engineers

¢ Non-employee trustees of benefit plans
e Consultants

e Police or harbor patrols

o Fire departments

e Pilots

e Harbor masters

The liability of accountants, financial analysts,
lawyers, surveyors, or engineers will generally
be minimized by the fact that they are not in

public practice. As long as the port is the only

organization to which they provide their profes-
sional skills they are relatively shielded from
liability claims — so long as the port itself
chooses to absorb their mistakes (if any) as a
business risk. Outside counsel, of course,
should rely on its own professional liability insur-
ance. :

Ports with their own police, guard, or security are
exposed to claims for such acts as false ar-
rest/detention, malicious ~prosecution, libel,
slander, wrongful entry/eviction, assault-battery,
violation of civil rights, and abuse of prisoners.

Fire fighting departments can also incur liabilities
such as when they are allegedly negligent in
their fighting of a fire (improper equipment, faulty
equipment, failure to recognize fire fighting
- needs for special exposures, etc.).

Completed Operations Liability

This is a stand-alone companion coverage to
Products Liability. Completed operations liabil-
ity includes bodily injury or property damage
arising out of work completed by or on behalf of
a port after the acceptance of the work or after it
is put to its intended use.

Personal Injury Liability

Personal injury liability claims can arise out of a
variety of allegations including libel, slander,
defamation of character, false arrest or impris-
onment, malicious prosecution or invasion of the
rights of privacy.

Fiduciary Liability

Passed in 1974, the Employment Retirement
Income Security Act (ERISA) deals primarily
with employee welfare plans. The Act holds the
trustees of these plans to the standard of an or-
dinary, reasonable, and prudent expert.
Reliance upon outside, professional advice is
not a defense.

Employee Benefits Liability

This is often confused with Fiduciary liability.
Employee benefits liability refers to the common
law liability: that can arise out of errors or omis-
sions in the administration of the port's
employee benefits programs. These can result
from improper advice, mistakes in enrollment,
errors in counseling as to plan options, and from
other acts or failure to act.

Joint Ventures

Ports can become exposed to risk arising out of
activities of others when they participate in joint
ventures. A joint venture may involve a regional
security or fire fighting organization, joint owner-
ship or operation of special loading and storage
facilities, joint operations of railroad facilities,
etc. To the extent the written joint venture
agreements establish liabilities through hold
harmiess and indemnity agreements or insur-
ance provisions, these must be reviewed to
determine a port's liability exposures. Also, a
port can find itself exposed to significant un-
known risk when a joint venture agreement does
not address these important subjects.

Wharfinger’s Liability

Docks and wharf owners have a recognized li-
ability to provide for safe berthing of visiting
vessels. They must exercise care to protect cli-
ents’ property from damage from causes which a
port can reasonably control
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Ports, in general, rely heavily on their tariffs and
hold harmless and indemnification provisions to
insulate and protect against claims involving
property damage to vessels, cargo, and bodily
injury to crew, stevedores, etc. To the extent
that a port does not negligently contribute to a
loss, such provisions may be sound and reliable.
However, in any claim or loss situation where a
port is judged negligent, injury and property
damage liabilities can be substantial.

Mutual Aid Liability

Ports will, at times, participate in mutual aid
agreements with other organizations. These
agreements will most often invoive the areas of
fire fighting, fire inspections, hazardous waste
material handling, oil spill clean up, and police
activity. Care should be taken to structure the
agreement to minimize potential liabilities. For
example, a mutual aid agreement with a nearby
chemical complex for fire fighting may be sound
and desirable. However, there should be ade-
quate and regular training of a port’s fire fighting
personnel in any special or unique fire fighting
requirements that may be present at the chemi-
cal complex. Otherwise, improper fire fighting
could result in a claim for damages against the
port.

Charterers Liability

Ports, from time to time, charter watercraft. This
can involve the charter of a dredge, a floating
crane or pile driver, a temporary replacement for
a police or fire boat, or a passenger boat to take
people on a tour of port facilities (such as might
be done on completion of 2 new important addi-
tion to the port's facilities or for a special event).
The usual liabilities exist in such situations (po-
tential for damage to the vessel under charter,
damage to property of others, injury to employ-
ees, and injury to others). Particular care should
be exercised in those cases where the vessel is
chartered with captain and crew. In these
cases, the port can still be held liable for claims
arising out of use of the vessel. Hold harmiess
and insurance requirements contained in the
charter agreement should be reviewed carefully
and evidence of insurance obtained from the
charter operator.

Liability to Employees

Workers’ Compensation, Other Statutory
Liabilities, and Employers’ Liability

Every employer is exposed tc the liability inher-
ent in work related employee accidents or
occupational illnesses. These are typically “no
fault” situations where the employee does not
have to prove negligence on the part of a port.
The employee must establish only that the injury
in an accident arose out of employment.

The employer's statutory obligation in most
cases is to provide for all required medical care,
disability payments for wage loss, and death
benefits.

There are many different laws applicabie to em-
ployee injuries. Each state has its own workers'
compensation law and the scope of benefits
varies from state to state. In addition, depending
on the circumstances of a given injury, federal
workers’ compensation statutes may apply. The
two federal laws that may apply to a port's em-
ployees are the Federal Longshore and Harbor
Workers’ Compensation Act (USL&H), and the
Jones Act.

Except for empioyees of governmental bodies
(who are specifically exempted from the
USL&H), any employee working around naviga-
tional waters may fall under USL&H. These
benefits are typically substantially higher than
state workers’ compensation benefits.

If @ port owns vessels and employs crewmen, it
may be subject to the Jones Act, which imposes
the obligation on the employer for transportation,
wages, maintenance and care for disability, or
illness incurred by employees on the vessel.

General maritime law may also be applicable
should a port owned or operated vessel be found
unseaworthy, after injury to a crew member.
Unlike state workers’ compensation acts where
liability is limited, the Jones Act is a negligence
type act without statutory limitations for injuries
or medical benefits. In such circumstances, the
crew member has the right to bring action di-
rectly against the vessel and any liability that
exists is imposed against the vessel, rather than
the port (in rem actions).
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Employers’ liability claims result from injuries not
included under the jurisdiction of a state or fed-
eral compensation act. Employers’ liability
claims are not common, but they do occur. Em-
ployers’ liability claims can result from such
occurrences as illegally employed minors, suits
from spouses for loss of consortium, and em-
ployees of third parties working for a port where
there is a contractual assumption of liability by a
port.

Employers’ liability claims can also arise out of
dual capacity situations. These arise when an
employee is also a “consumer.” The allegation
is that, as a consumer, an employee should be
entitled to sue as a consumer with empioyer
immunity waived. Dual capacity claims are an
area of concern to employers. However, as with
most employers liability claims few, if any, are
successful.

The Occupational Safety and Health Act (OSHA)
or similar state statutes are designed to ensure a
safe work place for employees. While not di-
rectly related to liability for employees, they do
create liabilities for employers, typically in the
form of costs for both compliance with regula-
tions and in fines and penalties for failure to
meet required safe working conditions. Attention
to OSHA requirements is a prudent application
of sound risk management practices.

Terminal Operators Liability

Like any other business enterprise, a port is ex-
posed to losses from the existence of its
premises and those operations conducted at and
from those premises. All other exposures to loss
emanate from the port environs and operations
thereon. ‘

Exposures exist from bodily injury and property
damage to the general public, visitors, contrac-
tors, and others working at port facilities, vessels
and their cargo, and surrounding property. In-
surance normally covers (1) liability from the
premises hazard and operations necessary or
incidental thereto, (2) vicarious liability from the
operations of contractors or sub-contractors, and
(3) liability assumed under contract, products,
completed operations, personal injury and the
ownership, operation, maintenance, loading or
unloading of watercraft.

Garage Operations

All ports have parking facilities for employees,
clients, visitors, and others with business at the
port. These require no special treatment other
than the care exercised at all port facilities.

Some ports have paid parking areas and some
even provide valet parking. These activities are
outside the normal scope of a port's operations
and offer unique exposures to loss, which must
be considered.

Park and lock facilities create a situation requir-
ing a duty to warn of dangers to the business
invitee. Failure to provide normal security or al-
lowing parking in dangerous or unsuitable areas
will create liability exposures.

Valet parking can aiso create a situation which
requires a higher degree of care, including pro-
tection from harm, for the invitee.

Also, exposures exist from the operation of
automobiles resulting in bodily injury or property
damage to others and damage to the automobile
itself.

As respects damage to automobiles belonging to
others, for which a port is providing parking fa-
cilities, exposures arise from collision of the
automobile and comprehensive perils such as
windstorm, fire, theft, vandalism, glass break-
age, flood, etc.

Exposures must be measured in terms of the
value of individual automobiles and the aggre-
gate value of all automobiles at risk from a single
occurrence.

Then, the decision to treat collisions or compre-
hensive exposures separately or together is
required. Normally, collision loss involves single
automobiles and may be considered for self-
insurance treatment.

Comprehensive exposures involve many auto-
rmobiles exposed to the same loss and can be
significant. Insurance with an acceptable occur-
rence deductible is prudent.

If the decision is made to insure, then two forms
of “Garagekeepers” coverage are available:

1) Direct Damage — payment is made without
regard to liability and may be written as ex-
cess of an owner's own insurance (covers
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the owner’'s deductible) or as primary insur-
ance without involving the owner's
insurance.

2) Legal Liability — provides defense to a port
and will pay only if liability is imposed.

Damage to Owned or Leased
Property

All ports have the loss potential associated with
damage to, or destruction of, owned or leased
property. The obvious loss exposures are those
related to buildings and their contents, to equip-
ment, and to vehicles. These classes of
property are all readily insurable. We will com-
ment in this section on some of other property
risks to which a port is exposed.

Piers, Wharves, and Docks

These are common to all ports. However, they
are often not insured. Flood damage, collapse,
wave damage, slippage of pilings, damage or
loss of pilings below the water line, unreported
dock damage (such as by vessel collisicn), and
earthquakes are all examples that are typically
not insured.

Electronic Data Equipmenf and Media

Loss exposures in this area are often uninsured
or overlooked. Equipment should be both lo-
cated above the ground floor to protect against
water damage and located in non-combustible
buildings.  Special hazards include possible
power surges, short circuits, damage caused by
dampness, dryness or extremes of temperature
(such as might occur through failure of an air
conditioning or heating system), and electronic
or methanical failure. Media can be subject to
accidental erasure, to magnetic injury, and to
damage resulting from breakdown or maifunc-
tion, in addition to the more obvious loss
exposures such as fire and other standard
causes of loss.

Storage Tanks

These are often not insured if constructed of
metal or concrete. One could easily believe that
there is only minimal chance of loss, particularly
if no flammables or caustics are being stored.
However, storage tanks are susceptible to loss

from collapse, vehicles, vessels, and from such
incidents as tornadoes, hurricanes, and earth-
quakes. Including such assets in an overall
property insurance program is generally worth
considering.

Boiler, Machinery, and Equipment
Breakdown

Machinery and equipment breakdown often re-
sults in significant repair costs. Large
transformers, motors, air conditioners, cranes,
electric control panels, compressors, pump gen-
erators, and other equipment can fail,
breakdown, or be subject to electric injury. Boil-
ers and other pressure vessels are subject to
cracking and explosions where mechanical and
safety controls fail or malfunction.

In addition to damage to the equipment itself,
explosions create potential exposures for dam-
age to surrounding equipment as well as
buildings housing the boilers and machinery.
Consequential loss exposures frequently far ex-
ceed costs associated with repairs to boilers,
machinery, and equipment. Objects of small
value can cause losses far in excess of the
value of the object. A small cooling fan which
breaks down can cause failure of a much larger
or more complex piece of equipment, resulting in
a sizable loss.

Mobile Equipment and Vehicles

Railroad switch engines and cars, cranes,
trucks, loading and unloading equipment, ship
trimming equipment, bulldozers, and other simi-
lar types of equipment are by their nature usually
not readily susceptible to severe damage as
they are generally of heavy construction. In
some cases, the loss of a single piece of equip-
ment may not be significant. However, a major
loss occurrence involving a number of such
items in one incident can result in a substantial
expenditure for repairs or replacement equip-
ment. Explosions, fires, floods and hurricanes
all can cause significant losses to such equip-
ment.

Fire Sprinkler Leakage

Warehouse and storage facilities often have
automatic sprinkler systems for fire protection.
Whenever a facility has sprinklers, the exposure
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to water damage from accidental discharge, or
rupture of the system, is present. Coverage for
such damage is available by endorsement to
‘property insurance policies. It should be noted,
however, that standard sprinkler leakage cover-
age includes only the water pipes and heads of
the system. Large sprinkler leakage losses have
resulted from breakage of underground feed
mains. Without specifically covering the feed
mains as well, such damage would not be in-
sured.

Bridges

Many ports own and operate bridges as part of
their normal operations, and, many are served
by bridges owned and operated by others
(authorities, municipalities, private companies).

Usually, bridges over navigation channels will be
designed to avoid impeding navigation. These
can include lift bridges, draw bridges, and swing
bridges.

A port must consider not only exposures of di-
rect damage to the bridge itself but also
exposures from mechanical breakdown or dam-
age to the mechanism which operates the
bridge.

Loss exposures exist from the cost of repairing
or replacing a bridge, the cost of repairing or
replacing machinery, gears, etc., and lost reve-
nues from the inability to move either vessels or
land vehicles through or over a bridge.

If a bridge becomes inoperable or unusable,
consider the alternatives available. Are there
alternative routes to move traffic, can vessels be
berthed at other piers or docks, or can traffic can
be diverted to other ports? Crisis management
is a must if bridges are an essential part of a
port's operation.

Boats and Barges

Ports generally own some watercraft, which may
be small and of low value. Physical damage to
these type boats, such as those used for inspec-
tion of docking areas and vessels, or to take
soundings, are probably well suited to self-
insurance. However, larger vessels of signifi-
cant value are typically insured. Care should be
taken to be sure that all special outfitting or
equipment that is part of a vessel (cranes, com-

pressors, pumps, tanks, etc.) are included in a
vessel's total value for insurance purposes.

Locks

Some ports may own locks as part of their facili-
ties. The most obvious exposure is that related
to collision from vessels. Floods can also dam-
age locks if the flood water is of sufficient
volume and strength. Where an exposure ex-
ists, a decision to insure or retain the risk must
be considered.

Radio Masts and Antennas

Ports will sometimes have a communications
center that includes broadcasting and receiving
antennas. Masts and antennas can be damaged
by lightning, wind, and other perils. When masts
and antennas are of more than incidental value,
insurance should be considered. Antennas
generally are not covered by standard insurance
policies without special endorsement.

Valuable Papers and Records

Ports will, at times, have what are considered to
be valuable papers and records. These are rec-
ords that are not maintained on electronic data
media (discs, tapes, etc.). Examples include
blueprints, deeds, engineering drawings, maps,
abstracts, leases, etc. The cost to reproduce
such documents, if lost or destroyed, can be
significant. Standard policies provide small sub-
limits, if at all. Reproduction before a loss is the
best insurance along with safe storage. VVhere
neither is practical, securing insurance coverage
should be considered.

Accounts Receivable

Destruction of accounts receivable represents a
special loss exposure from the inability to collect
or even know the amount of moneys owed by
customers. In addition to loss of revenue, a port
can have additional costs including:

e Interest charges on loans to offset the reve-
nue lost;

e Higher than customary collection expenses;

* Expenses incurred to reconstruct, to the ex-
tent possible, the records of accounts
receivable.
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Crime

Loss exposures from crime arise from two
sources, employee dishonesty and third party
theft including burglary, robbery, pilferage, for-
gery, etc.

Third party losses are usually immediate and
easily discovered. Employee losses are more
insidious and can occur over a long period of
time. Embezzlement, check kiting, cash or in-
ventory pilferage are difficult to detect and can
result in a large aggregate total although each
transaction is small.

When considering insurance, the amount of
coverage for third party theft of money, securi-
ties or other property, the amount at risk at a
given time is the proper amount to be insured.
Employee dishonesty limits are more difficult to
measure because of the time over which losses
can occur.

The best protection is the proper application of
security, physical protection, internal controls
and procedures and audits.

Loss of Use of Property

Loss of use of property can resuit in both direct
and indirect losses. A direct loss includes the
loss of revenues resulting from damage to or
destruction of a revenue-producing facility or
assets. An indirect loss could include extra ex-
penses incurred to continue operations such as
employee overtime to carry out necessary func-
tions manually, air freight, rental expenses for
temporary equipment.

The “loss of use” exposure is referred to in the
insurance business as “Time Element Risk,” as
all such losses are related to the time period for
which there is loss of use.

All ports are subject to varying degrees of the
“loss of use” exposure. The measure of expo-
sure is the amount of lost profit and continuing
expenses, or extra expense incurred in operat-
ing alternative systems, or a combination of both
during the period that damaged facilities are be-
ing repaired or replaced. These also include
extraordinary expenses incurred in expediting
the return to normal operations.

Channel Blockage

This can result from both direct and indirect
causes including the sinking or stranding of ves-
sels, weather related incidents affecting the shop
channel (silting, shifting, etc.) or “Humpfrey the
Whale” type incidents (a lost whale in the Sac-
ramento ship channel forced closure of the
channel during rescue operations).

Damage to Real and Personal Property

Any part of a port's facilities (docks, ware-
houses, silos, cranes, conveyor systems,
storage tanks, etc.) is at risk of damage or de-
struction. Likely events include any of the perils
that can damage property, such as fire, wind-
storm, explosion, flood, earthquake, vessel
collision, etc. Business interruption loss is a
consequential exposure resulting from damage
to real and personal property.

Facilities Leased or Rented to Others

Many ports operate in a landlord capacity where
land, warehouses, and docks are leased to oth-
ers. In such cases, the potential “loss of use”
exposure is generally governed by the terms of
the lease or rental contract. If a port's contract
requires continued payment of rent even though
the property may be severely damaged or de-
stroyed, then there may be little or no business
interruption exposure to the port. However, typi-
cally, such contracts will contain clauses that
cancel the obligation to continue rent payments
because of damage to the facilities from “acts of
God” or other causes. Care must be taken to
determine if an exposure presented by any
rental or lease agreement terms or conditions
present risk of loss to a port.

Consequential Loss

Ports with warehouses for temperature/humidity
controlled goods have a special exposure from
interruption of refrigeration resulting in spoiiage
of stored goods.

Also, certain products may be stored in bulk
tanks where the contents must be kept at fixed
temperatures to allow for pumping, to prevent
solidification, or to prevent a chemical reaction.
Loss of temperature, fractures in tanks, or dam-
age to equipment can result in substantial
business interruption losses. Port tariffs will, in
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most cases, place liability for such loss on the
customer. However, where such losses can be
shown to result from the port's negligence, the
tariff hold harmless agreement may not be en-
forceable.

Contingent Business Interruption
Exposures

This is a loss exposure to a port resulting from
third party property destroyed or damaged. Ex-
amples of contingent business interruption
include:

« Damage to a non-owned lock that prevents
vessels from using port facilities.

« Damage to a non-owned bridge that pre-
vents or impairs the movement of rail, truck,
or vessel traffic.

e Damage to the facilities of a crane manu-
facturer that delays delivery of a new crane
for a dock. Without the crane, the use of the
dock is limited from its intended operation
with a resulting loss of revenue.

e Severe damage to a nearby manufacturing
or processing plant that utilizes port facilities
to import bulk raw materials or other neces-
sary goods.

e Interruption of incoming utility service (gas,
electricity, water) resulting from damage at
utility facilities.

Contingent loss exposures are present in many
situations and are often overlooked in the risk
identification process.

Transit Business Interruption

This type of business interruption is a ioss expo-
sure from transportation of a critical piece of
equipment or other property. For example, a
loading system is being delivered by barge. The
barge is involved in an accident causing sub-
stantial damage to the equipment. The planned
start-up date is significantly delayed while the
equipment is salvaged for repair, or replaced.

Loss of Information

This can involve loss of property comprising data
processing media, other valuable records, and
information in conventional form. If duplicate

data and records do not exist, a port must incur
the expense to reconstruct the lost information to
the fullest extent possible.

Leasehold Interests

Ports holding tenancy under an advantageous
lease can lose such advantages if the leased
building is severely damaged or destroyed and
new leased space must be arranged at a higher
cost or less liberal terms. Inflation or high occu-
pancy rates can substantially increase real
estate values and the attendant cost of ieasing
space. A port with favorable leases should rec-
ognize the loss potential that exists should the
lease be lost resuiting in relocating to more ex-
pensive quarters.

Strikes

Employee relations wiil, at times, deteriorate to
the point where strikes may occur. Failed labor
negotiations can result in a strike, which may
shut down a port facility. The principal differ-
ence between a strike and the other loss
exposures discussed is that a strike is not inher-
ently accidental, and does not, in itself, involve
damage to or destruction of a physical asset.

MANAGING ENVIRONMENTAL
HAZARDS

Managing the risks associated with environ-
mental hazards presents a number of unique
challenges. If properly managed, loss exposures
can be significantly minimized. One of the basic
premises of minimizing environmental liability is
having in place an action plan to respond to
pollution contingencies. A key element in such -
plans is clear instructions concerning notification
of appropriate governmental agencies. Some
statutes, such as the Oil Pollution Act of 1990
and the Emergency Planning and Community
Right-to-Know Act of 1986, place great empha-
sis on such notifications.

Aiso, knowledge of the growing field of environ-
mental audits and the role of International
Standards Organization's Environmental Man-
agement Standards is a crucial skil needed
today.

CHAPTER 4: |dentification of Loss Exposures

413



It is important to have a basic understanding of
some of the laws that affect the management of
environmental hazards. In addition, knowing the
agencies involved and the resources available
can reduce critically important response time.
The following is a summary of laws, agencies
and other related information.

Organizations and Agencies

Federal

. Environmental Protection Agency (EPA)

The purpose of the federal EPA is the protection
of the environment today, and, for future genera-
tions to the fullest extent possible under the law.
The Agency’s mission is to control and abate
pollution in the areas of water, air, solid waste,
pesticides, noise, and radiation. EPA’s mandate
is to mount an integrated, coordinated attack on
environmental pollution in cooperation with state
and local governments. Recent Brownfields
legislation changes what had been an adver-
sarial relationship to that of a partnership
between government and industry.

It should be noted that states have "Departments
of Environmental Protection” that have dele-
gated authority from EPA, as well as legislated
state authority over water quality, air quality,
hazardous materials, and waste management.
These agencies can be involved in everything
from construction permitting near wetlands to the
proper disposal of fluorescent bulbs.

Occupational Safety and Health
Administration (OSHA)

The Occupational Safety and Health Administra-
tion functions under the United States
Department of Labor. lts primary purpose is to
prevent workplace injuries and protect the health
of America’'s workers. lts enforcement powers
are largely derived from the Occupational Safety
and Health Act of 1970. OSHA’s staff of in-
spectors, investigators, engineers, physicians,
educators, standards writers, and other person-
nel reaches out to the American public through
technical assistance and consuitation programs.

U.S. Coast Guard (USCG)

Founded in the 1790s as part of the Department
of Treasury, the USCG is now part of the De-

partment of Transportation. Its mission is to
enforce the rules of navigation, including vessel
traffic management and recreational boating
safety, regulate merchant marine licensing and
exams, administer vessel documentation, and
oversee vessel response and shipboard ocil pol-
lution emergency plans.

Among the USCG responsibilities that may be of
concern to risk managers are:

e Proper receiving, storing, and shipping of
hazardous cargo

» Placarding and stowage of hazardous cargo

« Emergency response to hazardous cargo
releases

e inspection procedures for certain high-
hazard cargoes

 Employee training and retraining on hazard-
ous material regulations

e Fire prevention requirements on berths,
piers, and vessels

e Local hurricane contingency planning

e Coordination of military deployments through
the terminal

Additionally, the USCG often assigns some of
their younger officers to a terminal or port to
learn industry practices and procedures. This
can be an excellent oppartunity to educate future
compliance officers as to the real problems and
exposures faced by entities attempting to earn a
profit while complying with applicable regula-
tions.

Some pertinent regulations are:
e 33 CFR Part 126 (Explosives)
e 33 CFR Subchapter M (Qil Spill Liability)

e 49 CFR Subchapter C (Hazardous Materials
regulations

U.S. Army Corps of Engineers (USACE)

USACE provides engineering, construction
management, and environmental services to
defense and civilian agencies, as well as to the
nation. Scme of the agency’'s many responsi-
bilities include: planning, designing, building and
often operating and maintaining projects that
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provide ‘river and harbor navigation, flood con-
trol, water supply, hydroelectric power,
environmental restoration, wildlife protection,
and recreation;’ protecting U.S. waterways and
wetlands; and undertaking disaster relief and
recovery work. USACE also issues permits for
dredging projects.

Federal Emergency Management Agency
(FEMA)

Founded in 1979, FEMA is an independent
agency of the government. The agency is re-
sponsible for the U.S. emergency management
system and works to reduce risks, strengthen
support systems and help people and their
communities prepare for and cope with disasters
regardless of the cause.

The range of FEMA's activities is broad and in-
cludes: administering the national flood and
crime insurance programs; advising on building
codes and flood plain management; coordinating
the federal response to a disaster; and making
disaster assistance available to states, commu-
nities, businesses, and individuals. |

National Oceanic and Atmospheric
Administration (NOAA)

An administration within the Department of
Commerce, NOAA’s mission is to describe and
predict changes in the Earth's environment, and
conserve and wisely manage the United States’
coastal and marine resources. Four of NOAA’s
agencies are the National Weather Service
(NWS), the National Marine Fisheries Service
(NMFS), the Office of Oceanic and Atmospheric
Research (OAR), and the National Ocean Serv-
ice (NOS).

One of NOAA's many responsibilities is to pro-
mote safe navigation by managing the nautical
chart data collection and information programs.
The only official chartmaker, NOAA produces
marine navigation and tidal current charts, as
well as tide tables. Another responsibility is to
administer agency programs that support the
domestic and international conservation and
management of living marine resources.

National Institute of Occupational Safety and
Health (NIOSH)

NIOSH was established to conduct research on
a national level to eliminate on-the-job health

and safety hazards. NIOSH is responsible for
identifying workplace safety and job health haz-
ards and for recommending changes in health
and safety regulations. NIOSH conducts re-
search to study the effects of exposure to
hazardous substances and other factors in-
volved in occupational health and safety.

Non-Federal

Air Quality Management District (AQMD)

The Air Quality Management District controls
emissions from a variety of stationary sources of
air pollution. The AQMD continually monitors air
quality at many different locations and notifies
the public whenever air quality is unhealthful.

Board of Equalization (BOE), or its equivalent

For example, in California one of the functions of
the Board of Equalization is to administer Envi-
ronmental Taxes through the Environmental
Fees Division. These environmental taxes in-
clude an annual Hazardous Waste Generator
Fee and Waste Reporting Surcharge Fee, a
quarterly Underground Storage Tank Fee, Ex-
tremely Hazardous Waste Permit Fee, and a
Hazardous Substance Disposal Fee.

American Industrial Hygiene Association

(AIHA)

The American Industrial Hygiene Association is
engaged in protecting the health and well-being
of workers and the general public through the
scientific application of knowledge concerning
chemical, engineering, physical, biological, or
medical principles to minimize environmental
stress and to prevent occupational disease.

National Fire Protection Association (NFPA)

This is a non-profit organization dedicated to fire
safety, fire research, and education. It publishes
a number of publications on fire safety and pre-
vention.

Technical Resources

Chemical Transportation Emergency
Center (CHEMTREC)

CHEMTREC provides emergency information
about hazardous chemicals involved in trans-
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portation accidents 24 hours a day. The nation-
wide telephone number is 1-800-424-9300.
Information i1s provided on response actions and
procedures to follow in the event of a spill, leak,
fire, or exposure.

Chemical Evaluation Search and
Retrieval System (CESARS)

The Chemical Evaluation Search and Retrieval
System is part of the ongoing cooperative effort
to regulate toxic chemicals in the environment by
the Michigan Department of Natural Resources
and the Ontario Ministry of the Environment.
CESARS contains profiles on chemicals of envi-
ronmental concern. Each record consists of
chemical identification information and provides
descriptive data on up to 23 topic areas, ranging
from chemical properties to toxicity to environ-
mental transports and fats.

Chemical Information (CHEMINFO)

CHEMINFOQ provides comprehensive, practical,
summarized occupational health and safety in-
formation on chemicals. Produced by the
Canadian Centre for Occupational Heailth and
Safety, occupational health specialist, each
chemical profile uses non-technical language to
describe potential workplace hazards and con-
trol measures. Each profile provides a detailed
evaluation of health, fire and reactivity hazards,
as well as recommendations on topics such as
handling and storage, personnel protective
equipment, accidental release, first-aid, and
hazardous classifications.

Chemical Hazards Response Information
System (CHRIS)

The Chemical Hazards Response Information
System database represents the literal text of
the United States Coast Guard printed CHRIS
Manual. CHRIS was developed in 1985, and
new records are added periodically. It was de-
signed as a comprehensive source of
emergency response information for those indi-
viduals in the transport of hazardous materials.
However, it is useful for many emergency situa-
tions involving hazardous materials. Records for
more than 1,300 materials are provided in Eng-
lish.

Federal Health, Safety, Labor,
and Environmental Statutes and
Their Regulations’

[Citations are to the United States Code (U.S.C.)
or to the Code of Federal Regulations (CFR)]

To underscore the complexity of the legal sys-
tem, a good example of the interplay between
legal requirements that can iead to uncertainty to
everyday activity is the legal treatment of a ma-
rine terminal. The law deals with the terminal at
various times, and, occasionally, at the same
time, as different legal entities. The uncertainty
created by different liability concepts can be
viewed as an administrative obstacle to imple-
menting a risk management plan. For example,
a marine terminal can be viewed as one of eight
different legal entities, depending upon the facts.
(See Exhibit | in Appendix B, page B--10 for a
detailed discussion.)

The Clean Air Act (CAA)

Statute: The Clean Air Act (CAA), 42 U.S.C.
§§7401-7431; 7501-7671q - Regulations: 40
CFR: e.g. Part 52 (EPA - Approval and Promul-
gation of State Implementation Plan); Part 63
(EPA - National Emission Standards for Hazard-
ous Air Pollutants for Source Categories); Part
90 (EPA - Emission Standards for New Nonroad
Spark-Ignition Engines at or Below 19 Kilowatts);
Part 81 (EPA - Designation of Areas for Air
Quality Planning Purposes), Part 82 (EPA -
Protection of Stratospheric Ozone/Incorporation
of Montreai Protocol Decisions); Part 89 (EPA -
Control of Emissions of Air Pollution from New
Cl Marine Engines at or Above 37 Kilowatts).

The Clean Water Act (CWA)

Statute: The Clean Water Act (CWA), 33
U.S.C. §§1251-1387 (alsc referred to as the
Federal Water Pollution Control Act of 1972), as
amended by the Oil Pollution Act of 1990 (33
U.S.C. §§2701-2761; 46 U.S.C. §3703a) -
Regulations: 40 CFR: e.g. Part 227 (EPA -
Ocean Dumping Testing Requirements); Part
228 (EPA - Ocean Dumping Site Designation);
40 CFR Part 110 (EPA - Oil Discharge Pro-
gram); 33 CFR: e.g. Parts 130-138 (USCG

! To the extent not pre-empted by Federal law,
state health, safety, labor, and environmental
statutes and their regulations would apply.
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pollution regulations); Parts 150 and 154 (USCG
- Response Plans for Marine Transporta-
tion-Related Facilities); 15 CFR: e.g. Part 990
(National Oceanic and Atmospheric Administra-
tion - Natural Resource Damage Assessments).

Comprehensive Environmental
Response Compensation, and Liability
Act of 1980 (CERCLA)

Superfund Amendments and
Reauthorization Act of 1986 (SARA)

Statute: The Comprehensive Environmental
Response Compensation, and Liability Act of
1980 (CERCLA), 42 U.S.C. §§9601-9675 (which
includes the Superfund Amendments and
Reauthorization Act of 1986 (SARA), Pub. L. 99-
499 & 99-563, 42 U.S.C. §§9611, 9671-9675, 29
U.S.C. §655) — Regulations: 43 CFR: e.g. Part
11 (Department of the Interior - Natural Re-
source Damage Assessments: Type A
Procedures); 40 CFR: e.g. Parts 51 (EPA - Re-
quirements for Submittal of Implementation
Plans), 279 (EPA - Standards for management
of Used Qil), 300 (EPA - National Oil and Haz-
ardous Substances Pollution Contingency
Plans).

The Noise Control Act of 1972

Statute: The Noise Control Act of 1972, 42
U.S.C. §§4901-4918 — Regulations: 29 CFR
e.g., §1010.16 (OSHA - Longshoring and marine
terminals); §1910.95 (OSHA - Occupational
Noise Exposure).

Resource Conservation and Recovery
Act (RCRA)

Hazardous and Solid Waste Act
Amendments of 1984 (HSWA)

Statute: The Resource Conservation and Re-
covery Act (RCRA), 42 U.S.C. §§6901-6992k
(which includes the Hazardous and Solid Waste
Act Amendments of 1984 (HSWA), Pub. L. 98-
616) — Regulations: 40 CFR: e.g., Parts 261,
262, 264, 265, 270, and 271 (EPA - Hazardous
Waste Treatment, Storage, and Disposal Facili-
ties and Hazardous Waste Generators; Organic
Air Emission Standards for Tanks, Surface Im-
poundments, and Containers); Parts 148, 261,
266, 268, 271, and 302 (EPA - Hazardous
Waste Management System).

Hazardous Waste Operations and
Emergency Response (HAZWOPER)

Statute: SARA — Regulations: The Hazardous
Waste Operations and Emergency Response
(HAZWOPER) Regulations issued by OSHA, as
mandated by SARA — 29 CFR Part 1910

Toxic Substance Control Act of 1986
(TSCA)

Asbestos Hazard Emergency Response
Act of 1986 (AHERA)

Statute: The Toxic Substance Control Act of
1986 (TSCA), 15 U.S.C. §§2601-2629 (which
includes the Asbestos Hazard Emergency Re-
sponse Act of 1986 (AHERA), Pub. L. 99-519,
15 U.S.C. §§2641-2671) — Regulations: 40
CFR: e.g. Parts 750 and 761 (EPA - Disposal of
Polychlorinated Biphenyls (PCBs);, Part 763
(EPA - Asbestos); Part 799 (EPA - Test Rule for
Hazardous Air Pollutants).

The Emergency Planning and
Community Right-to-Know Act of 1986
(EPCRA)

Statute: The Emergency Planning and Commu-
nity Right-to-Know Act of 1986 (42 U.S.C.
§§11001-11050) (EPCRA) — Regulations: 40
CFR e.g., Part 372 (EPA - Toxic Chemical Re-
lease Reporting;  Facilities Included; Toxic
Release Inventory Reporting; Community
Right-to-Know).

Longshore & Harbor Workers’
Compensation Act (USL&H)

Statute: Longshore & Harbor Workers’ Com-
pensation Act (USL&H), 33 U.S.C. §§901-944;
948-950 — Regulations: 20 CFR e.g., Parts
500-599 (Employees' Compensation Appeals
Board); Parts 800-899 (Benefit Review Board).

Jones Act
Statute: Jones Act, 46 U.S.C. app. §688.

The Occupational Safety and Health Act
of 1970

Statute: The Occupational Safety and Health
Act of 1970, 29 U.S.C. §§651-678 — Regula-
tions: 29 CFR Part 1910 (Occupational Safety
and Health Standards).
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RISK MANAGEMENT

The risk management function for ports is that
management function responsible for:

+ Identifying exposures to accidental loss that
may interfere with the port's basic objectives

e Examining the feasible alternatives for
dealing with these exposures

e Selecting the best risk management tech-
niqug(s)

¢ Implementing the chosen techniques

e Monitoring the results of the chosen tech-

nique(s) to ensure that the risk management
program remains effective

The objective of this specialized management
area is to protect the port from catastrophic loss
of assets, earning power, and personnel. An
extremely important step in the risk management
process is risk reduction. Only with effective
control of identified risks can a port hope to
achieve long term cost reduction. The control of
these risks is achieved by effective loss control
and safety programs designed to reduce both
the frequency and severity of losses.

L0SsS CONTROL

Loss control is a generic term covering a variety
of techniques available to ports to handle the
" loss potential identified in the measurement step
of the risk management process. Loss control
has often been undervalued by management
personnel and, consequently, those organiza-
tions spend substantially more of their resources
on loss financing methods than on loss control
programs. A properly run risk management pro-
gram should first attempt to eliminate or reduce
the severity and frequency of losses with loss
control techniques. Those losses that then oc-
cur, in spite of these efforts, should be handled
by the loss financing and other techniques cho-
sen by the port.

CHAPTER 5: TREATMENT OF RISKS

The lack of hard, documented evidence of loss
control effectiveness is the main reason why
many entities expend insufficient resources on
this important topic. Losses can be tracked by
their cost to the organization, whereas losses
prevented are not tangible measures that are
readily convertible to budget line items. The
benefits of loss control programs will normally be
spread over many years. Reduced employee
and public suffering are difficult to quantify.
Therefore, the dollar savings are not readily cal-
culable thus making cost/benefit analysis very
difficult to perform.

The introduction of properly run safety/loss con-
trol programs into public entity management has
resulted in documented cost savings. Graphic
examples can be found in both public and pri-
vate organizations throughout the United States.
While much of this documented proof of savings
is in the workers' compensation and automobile
loss areas, considerable experience has also
been documented in reduced frequency/severity
of losses to property and buildings. 1n addition
to the direct cost savings arising from reduced
losses and/or premiums, public entities have
enjoyed reduced employee lost time, enhanced
employee morale, and other benefits.

Loss control can be broken down into ﬁvé steps,
alt of which are relevant to ports.

1. Exposure avoidance

L.oss prevention

2

3. Loss reduction
4 Seg'regation of exposure units
5

Contractual transfer for risk controi.

Exposure avoidance is where a port makes a
conscious decision to avoid adding a new op-
eration or ceases a current one because the risk
exposure is substantial. An example of expo-
sure avoidance would be where a port makes a
conscious decision not to provide a service such
as pilotage because of the loss exposures in-
herent in such services.
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Loss prevention is defined as the activities un-
dertaken to prevent an occurrence that results in
loss to the organization. Examples of loss pre-
vention are: employee and fleet safety programs,
housekeeping standards, operation and design
pianning and review for the purpose of prevent-
ing and/or reducing potential losses, and
awareness programs designed to make employ-
ees and visitors aware of dangerous conditions
or acts which can result in losses.

Loss reduction is any technique that lessens the
amount of losses that do occur. Water sprin-
klers was the example used in the introduction of
this Guidebook. "However, loss reduction can be
applied to areas not immediately recognizable.
For example, the quick and fair settlement of
workers' compensation claims or general liability
claims following an injury has saved many or-
ganizations a substantial amount of money. The
reason is people expect immediate attention
following an accident. When they perceive that
they are not receiving the proper attention, they
may seek legal counsel. Attorneys' fees add
another cost to the system.

Segregation of exposure units is where a port
spreads its property values over a number of
locations so that if loss occurs at any one loca-

tion there will not be a high concentration of its
assets at stake. An example of this application,
is where a port parks its motor vehicles or
equipment at several locations that are totally
independent of each other instead of parking all
at one location. When all vehicles are parked at
one location they are all susceptible to loss or
damage by a single localized occurrence such
as fire and explosion.

Contractual transfer for risk control is the final
method of loss control. Examples of transfer for
risk control would be where contractors and oth-
ers who are involved with the port would be
required to provide agreements which indemnify
the port in event of loss or hold the port harm-
less, and/or insurance to make sure the port is
financially able to meet its obligations.

As mentioned earlier, the support of the port's
management is critical to program success.
Consequently, the board, counsel, or commis-
sioners of the port should endorse a loss control
or safety policy. An example of a safety policy is
shown below. Notice how it spells out the re-
sponsibilities of all port employees. The policy
also spells out the objectives of the loss control
program or safety program.

Figure 6
Sample Safety and Loss Control Policy

PURPOSE:

The Commissioners of the Port of <

> highly value the safety and well being of both its employees and

the public it serves. To provide a safe environment for each, we will constantly work towards:

e The maintenance of safe working conditions;

e The development of port policies and procedures which are consistent with its loss control programs designed
to reduce the frequency and severity of bodily injury and property damage losses; and

. The strictest conformance to Federal, state, and local laws and ordinances.

To accomplish this purpose, the following responsibilities are assigned.

RESPONSIBILITIES:

Risk Management Department (or designated department): shall draft, promote, coordinate, and maintain a port
safety program. The safety program will include educational seminars, safety meetings, and safety committees.

The Risk Management Department is responsible for creating and maintaining a reporting and record keeping sys-
tem that monitors accident frequency and severity. The Department shall work with all departments, customers, and
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vendors to insure that loss control and safety considerations are an integral element in the design, purchase, and use

of buildings, equipment, tools, and work processes.

Departmental Responsibility: Each department shall take an active role in the programs developed and coordinated
by risk management to ensure that safety programs reach each and every employee. Each department shali be held
accountable for its own losses or its portion of insurance premiums.

Supervisory Responsibility: Supervisory personnel at all levels will be responsible for the safety of employees under
their supervision and will be expected to conduct operations in a safe manner, following established rules and best

practices at all times.

Employee Responsibility: All employees are expected to follow safe procedures and to take an active role in the task
of protecting themselves, their fellow workers, their respective work areas, and the public using the port facilities.

Safety Committees

The establishment of safety committees is one
example of programs that have been success-
fully implemented by many public entities in
response to their safety and loss control policies.
These committees are required under many
state laws and recommended by OSHA. The
safety committee advises management and em-
ployees on issues of safety and health.

Safety committees may be composed of man-
agement, employees, or both. [f management
does not directly participate, it is imperative that
they support the activities of the committee. If
there are unions in the port, they should have a
representative included as a member. The Na-
tional Safety Council lists the following items as
responsibilities often assigned to safety com-
mittees.

e Actively participating in safety and health
instruction programs and evaluating the ef-
fectiveness of these programs.

e Regularly inspecting the facility to detect
unsafe conditions and practices and hazard-
ous materials and environmental factors.

« Planning improvements to existing safety
and health rules, procedures, and regula-
tions.

e Recommending suitable hazard elimination,
reduction, or control measures.

e Periodically reviewing and updating existing
work practices and hazard controls.

e Assessing the implications of changes in
work tasks, operations, and processes.

« Field testing personal protective equipment
and making recommendations for its use or
alteration based on the findings.

e Monitoring and evaluating the effectiveness
of safety and health recommendations and
improvements.

« Compiling and distributing safety and health
and hazard communications to the employ-
ees.

e Immediately investigating any workplace
accident.

e Studying and analyzing accident and injury
data.

e Acting as advisory body to the port for all
safety related problems.

The safety committee should be large enough to
ensure adequate attendance and yet small
enough to achieve the goals. In addition to on-
the-job safety, it is advisable to have an off-the-
job committee to support and promote safety
activities for home and recreation. Employers
incur similar indirect expenses for off-the-job
injuries, iinesses, or missed work as for on-the-
job. Other indirect expenses include productivity
losses, hiring of temporaries, disruptions, etc.

The port safety committee should meet monthly,
or whenever the committee chairman deems that
such a meeting is necessary. Reports and rec-
ommendations arising out of the meeting should
be distributed to employees and management.

If the fleet exposure is adequate the port may
wish to consider a Vehicle Accident Review
Committee (VARC). This committee should
consist of drivers who receive additional training
on the determination of preventability of acci-
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dents. The VARC reviews accident reports, po-
lice reports, maintenance reports, and other
information that may lead to determination of
cause. They make needed inquires of the su-
pervisors and drivers when questions exist as to
the issues surrounding an accident. They then
make a determination as to the cause of the ac-
cident, and if it could have been prevented. If it
is preventable due to driver error, the information
is provided to management for action. If they
find the accident preventable due to other than
driver causes, they will make recommendations
for the desirable corrective actions. The pur-
pose of the rommittee is to prevent future
accidents from the same cause.

Guidelines for committee development and the
preventability of accidents can be obtained from
the National Safety Council, state, and federal
transportation agencies, and other groups such
as insurance carriers, brokers and agents. The
organization's safety personnel are often mem-
bers of the VARC and safety committees.

Even with the establishment of safety policies,
safety committees, and vehicle accident review
boards, many public entities have found that
there still is a problem of gaining complete su-
pervisor support.

One technigque that has worked effectively for
many organizations is a charge back of premi-
ums and losses, or a percentage thereof, to the
departments which are responsible for the
losses. Department heads are more inclined to
support and participate in port safety programs
when they are held responsible for their own
losses and must budget for them. In addition,
loss trends and safety problems can be more
easily identified when losses are charged back
to the appropriate department. When the losses
of the port are financed by insurance, the basis
for the allocation of insurance premiums among
departments should be each department's pro-
portionate share of losses. When the port has a
self insured program, losses that occur can be
charged back directly to the department that
causes them. Of course, not all losses can be
attributed to a certain department. The appro-
priate treatment for these losses may be to
charge them to overhead accounts.

Many public ports nationwide are unable to em-
ploy safety specialists because of their small
size. Just because a port is small does not

mean it should not be developing safety pro-
grams. Most insurance companies have safety
personnel that will develop safety programs for
their clients upon request. The more a port can
reduce its losses by loss control, the less the
insurance company has to pay out of its pockets.
Insurers offer many services to their clients, but
insurance buyers must sometimes press them to
get the loss control services that they desire.

Similarly, many insurance agencies and broker-
age houses have trained safety personnel which
can provide assistance in the development of
safety programs. When negotiating insurance
policy renewals, ask your broker(s) what serv-
ices are included within the commission fees
that are being paid. If safety consulting is pro-
vided, make sure that it is adequate, and they
provide you with this service.

Finally, for those ports that retain a substantial
portion of their own losses, there are independ-
ent loss control and safety specialists available
to assist in the development of loss control pro-
grams.

NON-INSURANCE TRANSFER OF
RiISK

One of the important methods of handling risk is
transfer. The insurance mechanism is essen-
tially a form of risk transfer. Other transfer
techniques exist, including:

e Hold harmless agreements (indemnity).

» Requirements that others provide the port
with insurance protection.

¢ Requirements that others provide minimum
insurance coverage for themselves in order
to defend suits against the port.

If properly handled, these non-insurance transfer
techniques shift the port's risk-of-loss to another
party. It is important to ascertain the contracting
party's ability to pay its own losses, and limit the
port's acceptance of ancther party's risk. The
port and its attorneys should use these risk
transfer techniques when dealing with contrac-
tors, suppliers, and lessees.

The person who contractually assumes the li-
ability of another is known as the "indemnitor.”
The "indemnitee" passes the risk of loss to the
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indemnitor. It is important to understand the
contractual transfer of risk from both the position
of an indemnitee and indemnitor since a port
may find itself in either position when negotiating
contracts. :

When a port assumes the liability of another, this
creates a contractual liability exposure that is not
normally covered under the standard general
liability policy unless they are “insured contracts”
as defined and limited in the policy. Generally
insured contracts under standard policies are:

e Lease of premises;
e Asidetrack agreement;

e Any easement or license agreement, except
in connection with construction demolition
operations on or within 50 feet of a railroad,;

e An elevator maintenance agreement; or

e That part of any other contract or agreement
pertaining to your business (including an in-
demnification of a municipality in connection
with work performed for a municipality) un-
der which you assume the tort liability of
another to pay damages because of “bodily
injury” or “property damage” to a third per-
son or organization. Tort liability means a
liability that would be imposed by law in ab-
sence of any other contract or agreement.

Contractual liability protection to expand this
coverage area can be added to the general li-
ability policy by endorsement.

When the port either passes or accepts risk, this
will have a direct effect on its loss experience
and the price it pays for its risk financing. This
area of risk management can be difficult and
should be reviewed by your broker/agent and
legal council. The rules and court interpretations
vary by state and application.

Discussions of risk transfers by ports through
non-insurance methods can be divided into two
general categories: (1) contractual transfers of
risk to contractors, lessees, suppliers, and {2)
transfer of risk by port tariff provision.

Contractual Transfer to
Contractors, Suppliers, Etc.

The use of the non-insurance transfer technique
is more important to ports than most organiza-
tions because of the number of contracts that
ports enter into with contractors, lessees, or
suppliers. For those ports that operate solely as
"landlords," the use of non-insurance transfers
can be used to both control and finance losses.

There are many forms of indemnification lan-
guage that are used by organizations in
transferring responsibility for losses. Each port
working with its attorneys must develop indem-
nification language which it feels comfortable
with. Ports should make sure that the language
used is reviewed on an annual basis to keep
abreast of changes in the law and interpretations
of such clauses. Below are samples of indemni-
fication language used in regards to contractors.
Each passes a different degree of risk on to the
contractor. The indemnity language in the con-
tract should be in bold or larger lype so it is
conspicuous to anyone reading the contract.

Limited Form Hold-Harmless

"The contractor agrees to defend, protect, in-
demnify, reimburse and save harmiess the Port
of ‘Insert’, their agents and employees, from and
against all loss and damages including attorneys
fees, by reason of liability imposed by law upon
the Port of ‘Insert' for damages because of bodily
injury, including death at any time resulting
therefrom, sustained by any person or persons
or on account of damage to property, including
loss of use thereof, arising out of or in conse-
quence of the performance of this work, provided
such injury or damage is due to negligence of
the contractor, his subcontractors, employees, or
agents.”

The limited form provides protection to the port
where the contractor's activities or negligence
causes harm to a third party. This really does
not provide any more protection than what is
normally found under the law. A contractor is
responsible for those claims and legal fees that
arise due to his sole negligence. A limited form
indemnification is generally nothing more than
an affirmation of the contractor's legal responsi-
bilities. Thus, very little, if any, of the liability of
the port may be passed on to the contractor.
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Intermediate Form Hold-Harmless

"The contractor agrees to defend, protect, in-
demnify, reimburse, and save harmless the Port
of ‘Insert’, their agents and employees, from and
against all loss and damages, including attor-
neys fees, by reason of liability imposed by law
upon the Port of ‘Insert’ for damages because of
bodily injury, including death at any time result-
ing therefrom, sustained by any person or
persons or on account of damage to property,
including loss of use thereof, arising out of or in
consequence of the performance of this work,
whether such injuries or damage is due to the
negligence of the contractor, his subcontractors,
the Port, their agents and employees, except
only such injury or damage as shall have been
occasioned by the sole negligence of the Port."

This intermediate form of hold harmiess makes
the contractor responsible for all claims and le-
gal expenses which result from any negligence
on his part or joint negligence by both the port
and the contractor. Note that the contractor is
not responsible for the sole negligence of the
port. Where the port is solely negligent, no pro-
tection will be provided by the contractor.
However, where both parties are at fault, instead
of apportioning responsibility for a claim as
would normally occur, the contractor assumes
the full cost. Problems can arise when the par-
ties end up arguing as to whether the contractor
has any negligence or not. Thus, the hold-
harmiess language developed under intermedi-
ate -hold-harmless form to eliminate possible
conflicts could ultimately lead to a lawsuit among
parties.

Broad Form Hold-Harmless

"The contractor agrees to defend, protect, in-
demnify, reimburse and save harmless the Port
of 'Insert’, their agents and employees, from and
against all loss and damages, including attor-
neys fees, by reason of liability imposed by law
upon the Port of ‘Insert' for damages because of
bodily injury, including death at any time result-
ing therefrom, sustained by any person or
persons or on account of damage to property,
including loss of use thereof, whether caused by
or contributed to by the Port and its agents and
employees."”

Under the broad form hold-harmless, the port is
completely absolved from claims and legal ex-

penses that arise out of contractor activities
regardless of whether the port is fully responsi-
ble or not. Here the port can be found solely
negligent and all claims costs and attorney fees
would revert back to the contractor.

The hold-harmiess language used will have an
effect on a port's loss financing costs. The
amount of risk passed onto contractors, lessees,
and suppliers through the various indemnifica-
tion forms presented above will influence
insurance underwriters when they determine
premium costs for port insurance policies.
Therefore, deciding what form is appropriate
should be an important negotiating point when
entering into contractual agreements.

Local, state, or Federal law may affect hold
harmless and indemnity agreements. It is im-
portant, therefore, when developing hold-
harmless provisions or indemnity agreements to
have your legal counse! review applicable local,
state, or Federal statutes that might influence the
contract. For example, many states do not allow
construction contracts to require the contractor
to indemnify the owner for his/her sole negli-
gence. It is important to verify whether your
state may have any legislative restrictions or
prohibitions against indemnity and hold-
harmless agreements.

Transfer of Risk by Port Tariff Provisions

in contrast to agreements between ports and
their contractors, lessees, and suppliers, risk-
transfer provisions in port tariffs have been lim-
ited by rulings of the Federal Maritime
Commission (FMC) in rulings issued under Sec-
tion 10(d)(1) under the Shipping Act of 1984 (46
U.S.C. app. §1709(d)(1)) and its predecessor
provision, Section 17 of the Shipping Act, 1916
(46 U.S.C. app. §816).

The Commission has declared two categories of
risk-transfer provisions invalid and published
regulations prohibiting their inclusion in the tariffs
of marine terminal operators regulated by the
agency. The prohibitions are published in the
Commission's regulations, 46 C.F.R. §514.4
(b)(3)(i) and (ii) (1997 ed.):

(i) Limitation of liability. Tariffs may not contain
Tariff Rules purporting to limit liability for
loss or damage in a manner that is prohib-
ited by applicable statute or regulation.
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(i) Exculpatory tariff provisions. No terminal
tariff may contain provisions that exculpate
or otherwise relieve marine terminal opera-
tors from liability for their own negligence or
that impose upon others the obligation to in-
demnify or hold-harmiess the terminals from
liability for their own negligence.

The first tariff-limiting provision applies to ocean
carriers as well as to marine terminal operators,
and is a general admonition that any tariff rule or
provision included in a tariff filed with the FMC
must comply with other provisions of law, such
as the Carriage of Goods by Sea Act. -

The second provision, prohibiting “exculpatory”
clauses, applies by its terms only to marine ter-
- minal tariffs. It expressly prohibits a marine
terminal operator from attempting to protect itself
from its own negligence, whether by use of an
exculpatory clause or by means of an indemnity
provision in the tariff. This limitation has its ori-
gin in a line of Commission cases holding that it
is unjust and unreasonable for a marine terminal
operator to attempt to shield itself from the ef-
fects of its own misconduct.’

The risk transfer provisions which the FMC does
not permit a port to include in its tariffs may very
well be permissible in contracts between ports
and their contractors, lessees, and suppliers. In
contractual relationships, the parties bargain at
arms length, and the resulting contract reflects
the mutual agreement of the parties. If the port's
demands are too onerous, the other party is un-
der no compulsion to enter into the contract.
The decision as to whether risk transfer provi-
sions are agreed to is made based upon
commercial considerations. Port tariffs, on the
other hand, are unilaterally promulgated, and the
users of the facilities of the ports and services
lack the bargaining power of parties to contrac-
tual negotiations.

A word of caution is in order. The prudent risk
manager should not expect that the FMC will
necessarily endorse an onerous risk transfer

! See, for example, Pate Stevedore Co. of Alabama v.
Alabama State Docks Dept., F.M.C. __,24 SRR
1222 (1988); Lucidi v. Stockton Port District, 22
F.M.C. 19 (1979); and Truck and Lighter Loading
and Unloading Practices at New York Harbor, 9
F.M.C. 505 (1966).

clause in a lease that might be attacked under
Section 10 (d)(1) as being unjust and unreason-
able. The Commission decides cases in this
area on a case-by-case basis, and the outcome
of each case depends upon its own facts. For
example, it has held some agreements which
restrict competition in the tug business to be
unlawful 2 while it has found similar agreements
to be proper.®

The Commission will, upon the complaint of a
port customer (in this case a stevedore), exam-
ine the provisions of a terminal agreement which
was reached in arms length bargaining, and hold
them to be unlawful under the provisions, inter
alia, of Section 10(d)(1), despite the fact that the
stevedore obtained the benefits of the agree-
ment for a number of months before comptlaining
about its economic provisions.*

A port cannot protect itself by arguing that a “use
equals consent” provision in a tariff creates a
contractual relationship between the parties and
thus justifies an otherwise onerous prohibition or
restriction. The Commission has taken the posi-
tion that a “use equals consent” clause adds no
independent validity to provisions imposing li-
ability. Regardiess of the “use equals consent”
provision, substantive restrictions or rules in the
tariff are subject to FMC scrutiny under the rea-
sonableness standard.’

Another area in which ports have attempted to
shift risk of liability to their users involves the
“borrowed servant” doctrine. This typically is the
situation created when a stevedore company
leases a container crane and its operator from
the port, and the port tariff specifies that the op-
erator is the “borrowed servant” of the
stevedore, meaning that the port intends to shift

2 A.P. St. Philip, Inc. v. Atlantic Land & Improve-
ment Co., 13 F.M.C. 166 (1969).

3 Petchem, Inc. v. Canaveral Port Authority,
FM.C. _,23 S.R.R. 974 (1986) aff’d sub nom
Petchem, Inc. v. Federal Maritime Commission, 853
F.2d 958 (1988).

4 Ceres Marine Terminal, Inc. v. Maryland Port Ad-
ministration, __ FM.C. __,27 S.R.R. 1250 (1997)
now pending appeal in the U.S. Court of Apeals for
the Fourth Circuit, Maryland Port Admn. v. Federal
Maritime Commission, Docket No. 97-2418.

> West Gulf Maritime Ass’n v. Port of Houston
Authority, 22 F.M.C. 420 (1980).
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liability for the crane operator's actions to the
stevedore. The FMC is hostile to “borrowed ser-
vant” provisions, and while not prohibiting them
as a matter of law, the agency has twice refused
to enforce them in recent years.®

Contractor Insurance Requirements

The use of hold-harmless or indemnification lan-
guage is only effective if the party who accepts
another's liability has adequate insurance or risk
financing to pay for claims and attorney's fees. [f
they are unable to satisfy the judgement and
- legal fees, these costs could ultimately revert to
the port. Conséquently, the port should make
sure that its contractors have adequate insur-
ance protection. This is important for two
reasons. First, if the contractor is unable to sat-
isfy a judgment made against him, the person
who was injured may ultimately make a claim
against the port. When the contractor has ade-
quate insurance, the injured party wil be less
likely to entertain such a notion to sue the port.
Second, the port would find it desirous for its
contractors to carry insurance should it decide to
take legal action against the contractor.

There are a number of things that a port should
include in its minimum insurance requirements
to ensure that the contractors' insurance cover-
age is available when losses arise.

First, the contractor should name the port as an
additional insured under its insurance contracts.
On the surface, this seems to afford the port the
insurance coverage of the contractor. However,
a problem has arisen for a number of organiza-
tions that have become additional insured under
other parties' policies. There is a provision in
most insurance policies which addresses "other
insurance." This provision states that the insur-
ance in the policy is excess to any other valid
and coliectible insurance. Cases have arisen
where a contractor's insurers have stated that
coverage provided them is excess over what is
carried by the additional insured. The end result
is that the insurers of the contracting parties bat-
tle it out as to who is responsible. Court

* Stevens Shipping and Terminal Company v. South
Carolina State Ports Authority,  F.M.C. _,23
S.R.R. 684 (1986); and Southeastern Maritime Co. v.
Georgia Ports Authority, _ F.M.C. _ ,23 S.R.R.
941 (1986).

decisions indicative of issues relating to this
problem are:

Gulf Oil Corp. v. The Mobile Drilling Barge Mar-
garet, 441 F. Supp. 1 (E.D. La. 1975), affd. 565
F.2d 958 (5™ Cir. 1978); see also, Old Republic
Ins. Co. v. Concast, Inc., 558 F. Supp. 616
(SDNY 1984); compare, Musgrove v. Southland
Corp., 898 F.2d 1041 (5" Cir. 1990); Honeywell,
Inc. v. American Malousts Ins. Co., 441 NE 2d
348, 109 lll. App.3d 955 (1982); Truck Insurance
Exchange v. Liberty Mutual 428 NE 2d 1183,
102 Ill. App.3d 24 (1981).

To avoid a possible conflict between the ports
insurers and those of a contractor, the contrac-
tor's insurance policy should state in the
additional insured endorsement that the policy
will provide primary coverage to the port for
claims arising out of the contractual relationship
regardless of policy language to the contrary.
The policy should also state that premiums or
deductibles are for the amount of the insured(s)
named in the policy. It is important that the en-
dorsement accurately depicts the agreement
between the port and its contractor.

A second consideration is that insurance limits of
liability should be based on the loss exposures
generated by the contractual relationship. The
contractual agreement shouid spell out what
forms of insurance are required of the contrac-
tor. The required insurance coverages should
be based on the "subject’ of the contract being
executed. Insurance coverages that may be
required of contractors, suppliers, or lessees
based on the nature of the contract could in-
clude:

o General Liability
s Wharfingers' Liability
 Warehouseman's Legal Liability

e Workers' Compensation (state and/or U.S.
Longshore and Harbor Workers' Compensa-
tion Act) (USL&H)

e Business Automobile Liability

. » Protection and Indemnity

o Jones Act Compensation
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Third, the policy or endorsement should provide

coverage for contractual liabilities, such as an
indemnity agreement.

A hold-harmless agreement can pass liability
back to the contractor but if the contractor does
not have insurance protection nor the resources
to satisfy the judgement and legal fees, all or a
portion of the loss could revert back to the port.
A similar problem could arise where the con-
tractor has the appropriate insurance coverage
but insufficient limits of liability. Again, the plain-
tiff could turn to the "deep pockets" of the port to
fully satisfy the judgement. The insurance re-
quirements section of the contract should define
the minimum amounts of insurance to be re-
quired. The amount of insurance required of
contractors, suppliers, or lessees should be
based on the severity of the loss exposures
generated. At the very minimum, a port should
require a $1,000,000 liability limit from all con-
tractors in addition to full workers' compensation
protection. The more hazardous the contractor's
operations, the greater the amount of insurance
that should be required. To ensure that the con-
tractor is maintaining the required insurance
coverages, the port should be provided with
"certificates of insurance” or copies of required
insurance policies. All certificates of insurance
and insurance policies should be kept current to
satisfy the contract. As an additional precaution,
the port should require that the contractor's in-
surance carriers provide at least 30 days notice
to the port before limits and scope of coverage
are materially altered or insurance protection is
canceled.

Finally, it is important for the policy to provide
coverage for the consequences of the port's own
negligent acts (as opposed to the vicarious li-
ability of the insured(s) named in the policy) that
arise out of operations under the contract.

Certificates of Insurance

Many insurers have developed standard certifi-
cates of insurance which often contain
provisions that may not be in the best interest of
a port. Provisions often found in certificates of
insurance that the port risk manager should be
aware of include:

» Certificates often state that it is for "informa-
tion purposes only” and that it does not

confer any rights to the holder nor amend,
extend, or alter the coverage afforded by the
policies shown in the certificate.

e Cancellation notices of certificates often
state the carrier will endeavor to mail written
notice of policy cancellation to the certificate
holder but failure to provide such notice im-
poses no obligation or liability upon the
insurer.

e Cancellation notices in certificates also often
specify the number of days advanced notice
the carrier will endeavor to provide prior to
canceling a policy. Contrary to what may be
specified in an agreement between the port
and contractor, insurers will often insert only
10 to 15 days' notice in these provisions.

s Ports should carefully review certificates of
insurance provided by tenants and contrac-
tors. The certificate should be signed by the
insurance company or its agent (the agent
must provide written proof that he/she has
authority to issue the certificate). Standard
provisions such as those listed above may
not be in the best interest of the port and
should generally be rejected. Insurers will
generally modify or delete these provisions
where a port insists on their modification or
deletion.

As the port is cognizant of the financial standing
and policy-holder's reputation of its own insur-
ance companies, it should also pay particular
attention to the quality of contractor, lessee, or
suppliers insurance companies. Contractors'
insurance coverage should be provided by reli-
able and acceptable insurance companies.
Insurers maintaining a good or higher rating are
recommended (see discussion under Insurance
Company Solvency Ratings on page 2--24.).

Maintaining files on the port's contractors and
the insurance policies they have in force is an
important process. To streamline this process,
some ports have developed computer programs
which track contractor insurance programs and
alert the port to possible lapses. Ports may have
the computer issue form letters when contrac-
tors’ insurance policies are about to expire,
warning them that evidence of insurance must
be provided for the new period. Such a comput-
erized program reduces the amount of clerical
time involved and often leads to greater operat-
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ing efficiencies. Developing a computer pro-
gram that monitors contractors’ insurance is not
difficult, and the benefits derived from such a
system can be substantial.

The Port of Los Angeles has created an en-
dorsement (see Exhibit H, page B--9) that must
be attached to all contractors, lessees, or sup-
pliers' policies before port insurance
requirements are satisfied. This endorsement
deserves particular mention since it includes
many of the factors discussed above on con-
tractor insurance requirements. Notice how this
endcrsement spells out that the contractors' in-
surance coverage is primary, that the port will be
notified 30 days pricr to any major changes of
insurance coverage, plus a host of other consid-
erations. Such an endorsement provides much
greater protection than the standard "Certificate
of Insurance” which does not state that contrac-
tor coverage is primary or guarantee that the
port will be notified 30 days prior to cancellation.

LOSS FINANCING

Loss Development

To fully understand and appreciate alternative
loss financing methods, one first needs a basic
understanding of claims reserving and claims
payout patterns. All factors used in this segment
are those of 1997.

Claims Reserving

Claims cost for a particular insurance policy year
is made up of two components. The first com-
ponent is the amount that has actually been paid
to claimants, their medical providers, etc. The
second component consists of reserves estab-
lished to meet future obligations. Generally,
these reserves are established on a claim by
claim basis, based on the particular facts and
circumstances of each case. These are often
referred to as case reserves. Insurers may also
establish a second reserve to cover the cost of
claims which have not yet been filed. These are
generally referred to as "incurred but not re-
ported” or IBNR reserve.

Estimating claims reserves can be difficult and
often imprecise because it represents an esti-
mate of future obligations. To illustrate the

difficulty, consider a workers' compensation
back injury where the initial medical information
indicates treatment with bed rest and traction. A
reserve is established of $1000 indemnity and
$500 medical to cover two weeks of lost work
and associated medical treatment. Following
this treatment, the employee continues to "expe-
rience pain” and further medical tests indicate
surgery is necessary. The insurer raises the
reserve to $4,000 indemnity and $10,000 medi-
cal. This emergency surgery fails to relieve the
pain, and a second surgical procedure is under-
taken. The second procedure also fails to
correct the injury, and the employee is deter-
mined to have a permanent partial disability.
The reserves are once again increased to
$65,000 indemnity and $40,000 medical.

The transition of reserves from initial estimates
to final cost is referred to as "development" or
"loss development.”  Historically, claims re-
serves develop upward (increase). National
statistics indicate that it takes claims reserves
from one policy year, five years or more to fully
develop to their ultimate cost. For some insur-
ance lines such as product liability, it may take
10 to 20 years for claim costs to develop fully.
Figure 7 on the next page provides a general
overview of loss development factors for several
lines of insurance. The reserve development will
vary depending on the organization, geographic
location, reserves and claims handling practices,
etc.

Claims Payment Patterns

To appreciate the benefits of various loss fi-
nancing techniques, one must understand
claims payment patterns.

The important element is that it takes many
years to pay off the total claims incurred in a
single insurance policy year. Workers' compen-
sation is a good example. The incurred to
ultimate development for a loss which occurs in
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one policy year may take up to 13 years. The
development factors vary by jurisdiction and type

~ of claim. A typical workers’ compensation pay-
ment pattern is as follows:

Figure 7
Loss Development Factors
Months from Workers’ Automobile General Liability
Policy Inception Compensation Liability Including Products
12 1.612 NA NA
18 1.437 1.154 3.966
24 1.261 1.114 3.169
36 1.171 1.045 2.082
48 1.131 1.019 1.600
60 1.109 1.009 1.390
72 1.095 1.005 1.290
84 1.830 1.000 1.228
96 1.075 1.000 1.183
108 1.050 1.000 1.160

* To estimate ultimate claims cost, multiply total incurred (reserved plus paid) losses by the factor in the
above table which corresponds to the valuation age of the loss. For example, $100,000 of workers'
compensation losses at 12 months would be multiplied by 1.612 to find the expected ultimate cost.

Year of Payment Percent Paid Out*
1o 22 :
2™ e 25
3 s 15
AP 9
B e 6
B e 4
T 3
B e 2
O 1
10M e 2
>10 1"
100
* Annually

The claim payment lag occurs for a number of
reasons. Claims will occur throughout the year
and some will take longer to treat and close out.
A serious injury may require prolonged medical
treatment. A contested claim must be heard by
a State Board or appropriate judicial body. Even
when a serious claim is well valued, it can take
time to close it out as the workers' compensation
system is predicated on benefits being paid in
weekly installments. As an example, an em-
ployee who is considered temporarily totally
disabled may be paid $425 per week. This
same claim, however, may carry a total esti-
mated reserve of $60,000 or more, even though
the obligation is only to pay the prescribed
weekly installment. In such a case, the entire
estimate claim cost of $60,000 would be recog-
nized as a liability. The difference between the
estimated total cost and the amount actually paid
is the reserve for future estimated payments.
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Payment patterns for claims vary by line of in-
surance coverage, jurisdiction, and claims
management practices. Property damage
claims generally are paid out in a relatively short
period of time. Liability and workers' compensa-
tion claims tend to be paid over a longer period.
Figure 8 provides a schedule of representative
payout patterns for workers' compensation and

general and automobile liability claims. [t should
be noted that these averages are based on na-
tional statistics. The payout distributions of
individual organizations will vary from this. It is
important, therefore, that each organization de-
velop its own payout profile based on credible
historical loss data, if possible.

Figure 8
Claims Payout Profile
As a Percentage of Ultimate Incurred Losses

- Months:from- Workers’ General | Automobile
Policy. Inception .|| Compensation. | Liability | - Liability
12 22 8 32
24 25 10 31
36 15 12 16
48 9 12 10
60 6 12 5
72 4 9 2
84 3 7 1
96 2 5 1
108 1 4 0
120 2 3 1
>120 11 18 1

Since claims reserves have an investment value

until they are finally paid, the interplay between
the creation of reserves, timing of claims pay-
ments, and the investment value of unpaid
reserves can have a significant impact on the cost
of an insurance program. Figure 9 illustrates this
interplay and its impact on cost. For ease of un-
derstanding, the illustration is limited to a single
policy year for workers' compensation and is lim-
ited to 10 years, although 11 percent of claims
remain open and will be paid out after the 10-year
cut-off date. From this illustration, it can be seen
that the interplay or "cash flow" of these compo-
nents can have a significant impact on costs. |t
should be kept in mind that the illustration is for a
single insurance year. The cost impact becomes

insurance policy years.

Loss Financing Alternatives

cur.

and non-insurance techniques.

harmless clauses such as often exist in a port's

CHAPTER 5: Treatment of Risks

5--12

even more significant when one considers multiple

Loss financing can be defined as a plan permitting
a port to provide funds to handle losses that oc-
Loss financing alternatives can be broken
down into loss transfer and loss retention alterna-
tives. Loss transfer alternatives include insurance
Non-insurance
techniques are generally achieved through con-
tractual transfers using indemnification or hold



the emphasis of this section is on insurance loss

lease agreement. Since these are discussed in
funding techniques.

greater detail in another section of this Guidebook,

Figure 9
Illustration of Workers' Compensation
Loss Development, Payout Profile, and Investment Value of Unpaid Reserves

Months from Inception
12 24 36 48 60 72 84 96 108 120

A. Loss .
Development | 620,000 | 793,000 | 854,000 | 884,000 | 902,000 | 913,000 923,000 { 930,000 | 952,000 1M

B. Claim Payout
- Period 220,000 | 250,000 | 150,000 | 90,000 60,000 40,000 30,000 20,000 10,000 20,000
B1. - Cumulative | 220,000 | 470,000 | 620,000 | 710,000 | 770,000 | 810,000 | 840,000 | 860,000 | 870,000 | 890,000

C. Unpaid Reser-

ves (A-B1) 400,000 | 323,000 | 234,000 | 174,000 | 132,000 | 103,000 | 83,000 70,000 82,000 110,000
D. Investment
Income 20,000 16,150 11,700 6,700 6,600 5,150 4,150 3,500 4,100 5,550
- Period 20,000 36,150 47,850 56,550 63,150 68,300 72,450 75,950 80,050 85,550
— Cumulative |
Assumptions: (A) Workers’ compensation ultimate losses of $1,000,000 (1M).

(B) Investment rate of 10% simple interest.

Another financing method (that began as a
transfer method but now may include insurance)
is pooling. Groups of similar entities pay the
group’s collective losses thus evening out the
annual costs and softening the impact of occa-
sional large losses. Insurance is the most
commonly used means of providing funds for
those situations when assets or earnings could
otherwise be impaired by some unforeseen or
unpredictable event. With the possible excep-
tion of the federal government, insurance
generally plays some role in the loss financing
programs of all organizations. :

When insurance markets are “soft,” i.e., most
coverages are available and affordable, insur-
ance may be the best choice. Most ports
" experience difficulty obtaining some coverages
so that port risk managers know it is not the only
means for loss funding. In some situations, full
insurance may be appropriate. However, many
exposures are insured today for which the pur-
chase of insurance may not be necessary or for
which alternative financing approaches may
prove more efficient and cost-effective.

Insurance contracts transfer the risk of loss from
the port to an insurance carrier. The amount of
risk transferred depends on the limits of liability,
the deductible or self-insured retention level,
policy conditions and exclusions, and the rating

plan. Rating Plans can be classified as guaran-
teed cost or loss sensitive.

Guaranteed Cost Plans

Guaranteed cost programs are often referred to
as prospectively rated insurance plans. They
provide that for a fixed annual premium, the in-
surer will pay for all losses incurred during the
policy term. While the premium is generally
considered fixed, typically the premium rate is
constant while the premium is subject to an ad-
justment due to variation in the exposure rating
base used to calculate the premium. As an ex-
ample, a port may obtain a workers'
compensation policy that provides for a premium
rate of 25 cents per $100 of payroll. If the port
generates $100,000 of payroll, its premium
would be $250. However, if the port generated
$150,000 of payroll, its premium would be $370.

Some insurers offer guaranteed cost programs
that incorporate a dividend feature. The divi-
dend under these programs is generally not
contingent upon individual loss experience. The
dividend is generally stated as a percentage of
standard premium and payable after expiration
of the policy. Generally, the dividend must be
declared by the insurer's board of directors and
approved by the state insurance departments.
In evaluating insurance proposals, it is helpful to
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3
evaluate the historical dividends paid by the in-
surance company. However, it should be kept in
mind that by law, insurers cannot guarantee the
payment of future dividends.

Loss Sensitive Rating Plans

These premium rating plans tie insurance pre-
miums to the actual loss experience of the port.
They go by a variety of names, including reten-
tion and retrospective rating plans. They are
generally considered viable for those ports which
generate large premium volumes or where fre-
quency and severity of loss can be forecast with
some predictability.

Retention plans are generally limited to workers'
compensation exposures only. Under a reten-
tion plan, at policy inception the insurer
calculates the manual premium as if it were for a
guaranteed cost rated plan. A retention factor
covering the insurer's overhead, direct ex-
penses, and profits is established as a
percentage of the manual premium. A loss con-
version factor covering loss adjustment
expenses may also be stipulated.

During the policy year, the manual premium is
paid to the insurer. Generally, six to eight
months after policy expiration, the actual pre-
mium is calculated. The actual premium is
calculated by applying the retention factor times
the manuai premium plus incurred losses times
the loss conversion factor. The sum of these is
the actual premium. If the actual premium is
less than the manual premium paid to the in-
surer, the policy-holder receives a premium
dividend or return. The manual premium is gen-
erally considered the maximum premium which
an insured port can pay. Therefore, if the cal-
culated actual premium exceeds the manual
premium, the port is not required to make up the
difference to the insured. Some insurers will
continue to recailculate the actual premium for
several years after expiration of a policy to ac-
count for loss development in reserves and for
claims which are slow to surface. Other carriers
perform the actual premium calculation only
once but add an "incurred but not reported re-
serve" to the equation to account for loss
development.

The advantage that these plans have over a
guaranteed cost rating plan is that it provides the
opportunity to reduce cost where a port has fa-

vorable loss experience. Also, since the
maximum premium is generally equal to the
manual premium, the port is guaranteed a fixed
maximum insurance cost. As a general rule of
thumb, ports that generate workers' compensa-
tion premiums in the range of $100,000 to
$175,000 and have good loss control and better
than average loss experience may find these
plans advantageous.

Retrospective rating plans also tie premiums to
actual losses by determining the actual premi-
ums after the expiration of the policy. There are
five basic retrospective rating plans which are
referred to as Plans A, B, C, J, and D. Plans A,
B, C, and J are used solely for workers' com-
pensation exposures. Plan D can combine
workers' compensation, general liability, and
automobile exposures.

Plan A is a retrospective plan without sur-
charges, where the policy-holder's maximum
premium will not exceed the standard premium.
It's comparable, therefore, to a retention plan.
Because the plan does not allow surcharges, the
premium savings available to a port are limited
by a relatively high basic and minimum premium
requirement. This rating plan typically appeais
to a port which has poor loss experience that it
hopes to improve.

Plan B allows for a small surcharge shouid the
insured port incur poor loss experience. This
plan, typically, appeals to a port with relatively
good experience and financially abie to risk the
possibility of incurring a small surcharge above
its manual premium, in order to obtain a reduced
basic and minimum premium.

Plan C eliminates the minimum premium factor
in return for larger surcharges if the port's losses
are heavy. The elimination of the minimum pre-
mium provides the opportunity for greater
premium savings compared to Plan B. How-
ever, the surcharges are generally higher. This
plan is beneficial to a port which generates a
substantial premium volume and relatively low
losses.

Plan J provides for a slightly higher minimum
premium than Plan B, but the maximum is lower.
A port with poor loss experience would not incur
as high a premium as it would with Plan B. A
port with favorable experience would not save as
much premium because of the higher minimum.
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Pian J generally appeals to a port whose losses
are relatively stable from year to year and fall
within the range of average to slightly above av-
erage expected losses. .

Plan D permits workers' compensation, general
liabiiity, and automobile exposures to be com-
bined into one master rating plan. Pian D,
because it combines multiple lines of insurance
and allows insurers almost infinite variations in
plan rating factors, permits greater flexibility in
designing the plan for a port. Typically, these
plans are used by larger ports which generate a
substantial premium volume for workers' com-
pensation, general or automobile insurance.

As with other rating plans, the starting place of a
retrospective plan is the standard premium. For
workers' compensation, this premium is devel-
oped by manual rates. General and automobile
premiums are generally based on exposure
units, i.e., square footage and number of auto-
mobiles.

Under a retrospective rating plan, the insurance
company charges a percentage of the standard
premium, called the "basic premium," to cover its
costs to administer the program. A maximum
premium is established which is the largest
amount which can be charged the insured. A
minimum premium is also established which is
the lowest premium which the insurance com-
pany can receive. A loss limitation may be
established which [imits the maximum amount
the insured can be charged for any one claim
under the rating formula. In addition, a loss con-
version factor is established which is applied to
incurred losses to reimburse the insurance com-
pany for loss adjustment cost. A tax factor is
applied to the premium developed under the
rating formula to meet the premium tax require-
ments of the various states. Figure 10 provides
an illustration of the premium caiculation under a
retrospective rating plan.

The standard premium is paid to the insurer
during the policy year. The actual premium is
calculated, typically, 18 months after inception
(six months after policy expiration). The formula
is the basic premium plus losses times the loss
conversion factor, both times the tax multiplier.
If the amount calculated is less than the stan-
dard premium, the insured receives a return
premium. If the amount is more, an additional
premium charge may be made by the carrier

depending on the retrospective rating plan being
used. The total premium an insured can incur is

- limited by the minimum and the maximum pre-

mium factor. Generally, the retrospective
premium is re-calculated every 12 months until
such time as it is determined that all losses are
properly valued.

In a normal retrospective rating plan, the losses
used to determine the retrospective premium are
the incurred losses which are the sum of paid
losses and the reserves established by the car-
rier as its estimate of the future cost of settling
known open claims. The amount of reserve
dollars that can be set aside by an insurer to pay
future claims can be substantial. It must be re-
membered that none of these reserve dollars
have in fact been paid out to claimants. Charg-
ing premiums on the basis of reserve dollars,
therefore, denies a port the use of monies it
could otherwise invest and generate income.

Two approaches have been developed by insur-
ers to respond to this problem. The first is
named a "depressed premium plan." In plans of
this nature, the insurer estimates both the "stan-
dard” premium applicable to the insured and the
actual retrospective premium which would be
calculated at the first retrospective adjustment.
Instead of the policyholder paying the insurer the
standard premium as it does under a normal
retrospectively rated plan, the estimated first
retrospective premium is paid during the first 12
months of policy coverage. Since the retrospec-
tive premium is generally less than standard
premium, this provides the insured with a sub-
stantial cash flow benefit. A normal
retrospective adjustment is then performed
based on losses evailuated as of 18 months after
policy inception and every 12 months thereafter
until all claims are closed.

Even though this approach materially improves
cash flow over a normal retrospective rating
plan, premiums are still based on incurred
losses. The result is that the benefits derived
from holding unpaid loss reserves accrue to the
insurance carrier instead of the port.

In response to this disadvantage, insurers under
certain circumstances have consented to the
use of a retrospective rating plan in which pre-
miums are based on paid losses rather than
incurred losses. "Paid loss retrospective plans”
are not standardized and may vary significantly
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among insurers. Typically some important ele-
ments are changed in the way a plan is
developed compared to an incurred loss retro-
spective plan. Included in these changes are:

e The loading for claims overhead and the
administration contained in the loss conver-
sion factor continues to be applied against
incurred losses and not paid losses to de-
velop the charge used for normal loss
handling expense.

« The insurer may make a charge to offset its .

loss of profits from no longer being able to
invest claims reserves. This additional
charge is generally hidden in the basic or
minimum premium factor.

« Since the insurer is not collecting the full
amount of premium, some form of collater-
alization is typically required for the
difference between the standard premium
and that premium actually being collected.
The four most commonly used forms of col-
lateralization are (1) a letter of credit, (2) a

Figure 10

surety bond, (3) a compensating balance
account, and (4) a secured interest bearing
note.

A claims escrow deposit, usually in the
amount of an estimate of two months paid
claims, may also be required. Alternatively,
first year premium payments for the policy
may include an estimate of annual paid
claims in which event the claims escrow ac-
count would not be used.

The plan may also contain a stipulation that
the premium calculation will convert from a
paid loss to an incurred loss retrospective
rating plan after a specified number of pre-
mium calculations or months from policy
inception. This time period can vary sub-
stantially. It should be carefully reviewed by
any port considering a paid loss program. If
the conversion period is relatively short,
substantial cash flow benefits might be lost.

Retrospective Rating Plan
Premium Calculation

Assume:

A. Workers' Compensation Manual Premium of $1,300,000

B. Incurred Losses of $700,000

C. Retrospective Rating Plan Factors of:
© Basic: .18
Loss Conversion Factor: 1.12
Premium Tax Multiplier: 1.039
Minimum Premium: .19
Maximum Premium: 1.15

Incurred Losses:
Loss Conversion Factor:

Basic ($1,300,000 x .18):

Tax Multiplier

Total Retrospective Premium
Less: Premium Deposit

Premium Returned to Policyholder

$ 700,000
X 1.12
$ 784,000
+ 234,000
$1,018,000
X 1.039
$1,057,702
$1,300,000
($242,298)
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Retention Loss Financing
Alternatives

Retention can simply be defined as assuming
loss within the financial structure of the port.
Retention loss financing alternatives include self-
insurance with or without pre-planned funding
and captive insurance company approaches.
Insurance policy deductibles are a form of self-
insurance, although the insurer is still obligated
to defend the port. For self-insured retentions,
the port would defend itself until the claim costs
exceed the retention amount.

Self-insurance Without Pre-Planned
Funding

This type of funding generally involves assuming
losses within the financial structure or operating
budget of the port without the benefit of pre-
planning or setting aside funds for the purpose of
paying losses. Generally, this is the most effi-
cient and cost effective financing method for
those risks which represent a low severity and
high frequency of loss. An example of this might
include thefts of office supplies or automobile
collision losses. Improper loss identification
techniques which fail to discover risks can, un-
fortunately, force the port to accept this
alternative for larger unexpected losses as well.

Self-Insurance With Pre-Planned
Funding

This alternative can simply be defined as as-
suming the risk of loss within the financial
structure of the organization and simultaneously
developing a plan for permitting the port to suc-
cessfully finance the cost of losses that it has
retained. Self-insurance is generally a viable
alternative only where there is low to moderate
severity of loss potential. While self-insurance
can be an efficient and cost effective method of
financing losses, other factors should also be
considered in determining the feasibility of its
use. Workers' compensation is one loss expo-
sure which ports may choose to self-insure.
Workers' compensation, however, is regulated
by each state. Self-insurance of workers' com-
pensation, therefore, requires approval from the
state, which is generally granted only when a
port demonstrates its financial stability and abil-
ity to meet workers' compensation obligations.

In addition, some states do not allow self-
insurance.

A port may or may not be able to self-insure its
general and automobile liability exposures be-
cause of requirements in bond indentures,
mortgages, or other agreements that require the
purchase of insurance. Automobile insurance is
often mandated by state statutes and approval
from the state may be required to self-insure.
Also, where the port is required to provide proof
of general or automobile liability insurance, the
use of self-insurance may result in a significant
expenditure of time in convincing the requesting
party that its interest is fully protected by the
port's self-insurance plan. While some larger
ports may find self-insurance viable for general
and automobile liability exposures, for most
ports it is typically only a viable alternative for
workers' compensation obligations. For this
reason, the remainder of this discussion centers
on workers' compensation. However, the same
principles would apply to programs self insuring
other exposures such as general and automobile
liability.

A self-insurance plan may be viewed as con-
sisting of a number of distinct components which
work in unison. The components typically con-
sist of:

e The Funding Mechanism — This is the nu-
cleus of the plan. It may exist as a separate
and distinct fund or trust in which funds are
already set aside or merely be a bookkeep-
ing entry within the port's budgets. The
exact structure and operation of the plan’s
funding mechanism will depend on the pref-
erences of the individual port. For control
purposes, it is generally preferable to have
all contributions to and expenses of the plan
flow through the funding mechanism.

s Excess Insurance — Due to the potential se-
verity of loss exposures, excess insurance
protection is generally purchased for the
self-insured plan. In many cases, it may be
required by a state's regulatory body before
approval is granted to self-insure. Specific
excess insurance comes into play when a
single claim exceeds the amount retained or
assumed by the self-insurer. Aggregate ex-
cess insurance limits the maximum annual
amount retained for all claims by the self-
insurance fund.
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e Administration — This includes the entire
process of adjusting, processing, and ad-
ministering claims. This can sometimes be
handled in-house by port staff, or services
can be purchased from outside sources who
are experienced in claims handling. Outside
sources would include independent adjust-
ing companies as well as the claims
departments of insurance companies.

e Safety and Engineering — Safety and engi-
neering services are often overlooked in a
self-insurance plan with the result that
claims may increase in both frequency and
severity. Safety and engineering programs
should be an integral part of a self-insurance
plan. The ultimate success of a self-
insurance plan is directly related to the abil-
ity of the port to control claims frequency
and severity. Services can be performed in-
house or purchased from independent firms
and insurers.

e« legal Defense — lLegal defense for con-
tested worker's compensation claims is
generally provided by insurers under insured
programs. The cost of this is generally
spread over all policyholders and hidden in
the insurance premiums. A port implement-
ing a self-insurance program will need to
replace these legal services. The cost can
vary significantly and should be evaluated in
planning any self-insurance program. (These
costs are typically easier to identify in in-
sured general and automobile liability
programs because these costs are generally
displayed separately in loss experience re-
ports as "allocated claim expense.”)

e Bonds and Assessments — For approval to
self-insure workers' compensation, many
states require that a surety bond or other
collateral be posted. The amount of the
surety bond will vary by state. In addition,
the port may be subject to various assess-
ments by the state for such things as second
injury funds, the administrative cost of the
state's self-insurance regulating office, etc.
The amount and type of assessments vary
by state. If the port employs longshore em-
ployees, it will be subject to federal
assessments for its USL&H worker's com-
pensation.

o Other Services — A self-insured plan may
require other services in addition to those
listed above. Examples might include reha-
bilitation services or management
information systems (MIS) capabilities for
loss statistical reports. These services often
can be obtained through the broker, claims
administrator, one of the other service pro-
viders, or through entirely independent
sources, depending on the desires of the in-
dividual port.

Captive Insurance Company

The captive insurance company is generally not
used as a loss funding technique for ports.
However, under certain circumstances, the cap-
tive approach might have some application. In
addition, insurance programs of lessees, con-
tractors, or others having dealings with ports
may involve captive insurance companies.
Therefore, a basic understanding by the risk
manager of this technique is desirable. For this
reason, a general overview of this technique is
included in the Guidebook.

A captive insurance company is a limited pur-
pose insurance company established and owned
by an organization (or group of organizations) for
the primary purpose of underwriting the insur-
ance of its owner(s). Captive insurers may take
several forms. A "pure captive" is generally
considered a wholly owned subsidiary created to
insure the risks of its parent owner. An "asso-
ciation captive" is an insurance company formed
by a group and is generally created to insure
those risks of all members of the group. A final
captive form, the "rent-a-captive,” sometimes
referred to as the "non-equity" captive, is simply
a technique by which an organization rents or
purchases the use of an existing captive insur-
ance company. This approach is typically used
by organizations wishing to gain the advantages
of a captive, but for economic or other reasons,
ownership is not appropriate.

Captive insurance companies can be domiciled
either on or offshore. Bermuda is perhaps the
most popular offshore domicile for captives.
However, the Grand Caymans, Bahamas, Bar-
bados and other locations are also captive
domiciles. Colorado, Tennessee, and, most re-
cently Vermont, have been the more active
domiciles for captives within the United States.
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in selecting the domicile for a captive, factors to
be considered include capitalization require-
ments, investment portfolio  regulations,
exchange controls, and the infrastructure exist-
ing for professional, banking, communications,
and other services.

Captive insurance companies sometimes write
insurance on a direct basis. However, statutes
in various jurisdictions generally require an in-
surance company to be licensed in order to write
certain lines of insurance such as workers' com-
pensation or automobile liability. Due to the
expense and the administrative effort required to
meet and maintain licensing, most captive insur-
ance companies operate as re-insurers. Under
this arrangement, a licensed commercial insur-
" ance company would initially insure the risks of
the port. The commercial insurer then enters
into a reinsurance contract with the captive in-
surance company whereby the captive assumes
the premiums and losses of the policy issued by
the commercial carrier. This is referred to as a
"fronting" arrangement.

Under a fronting arrangement, a commercial
insurer is paid a fee for the use of its facilities
and filings. However, because of the reinsur-
ance arranged with the captive, it does not
assume the risks under the policies it issues. To
maintain this risk-free posture and offset the im-
pact on its financial position in dealing with a
non-admitted reinsurance source, the fronting
company will generally require the captive to
furnish a letter of credit or other security equal to
the amount it reinsures with the captive. Figure
11 provides a schematic of a possible structure
of a port's risk management program incorpo-
rating a captive insurance company. Due to the
feasibility of programs incorporating captives,
the situation of a port's program can vary signifi-
cantly from the diagram.

The captive, of course, needs to be capitalized.
Capitalization reguirements vary by domicile.
Most jurisdictions have regulations establishing
minimum capital requirements, solvency ratios,
and, in some instances, investments portfolio
regulations. For example, in Bermuda, the
minimum capitalization is $120,000. In Vermont,
it is $120,000 and in Colorado, it is $400,000
plus $350,000 surplus for a single owner cap-
tive. One exception is in the rent-a-captive

approach where a rental fee can be paid to an
existing captive insurer.

Many jurisdictions have established reguiations
or guidelines that the captive must meet. For the
most part, these are "minimum" requirements
that most captives must foliow. A captive insur-
ance company program is very similar to a self-
insurance plan in terms of services that must be
provided. In addition to the services such as
claims adjusting, safety, and engineering, ar-
rangements must be made for the captive's
management. Generally this is done by retain-
ing a professional management firm. Insurance
companies, brokers, and independent firms can
be retained on a fee basis to manage a captive.
The captive manager's responsibilities include
coordinating the premium and loss payments
with the fronting company, handling the captive's
bookkeeping, arranging for auditors, and pre-
paring and filing reports required by insurance
regulators. Captive managers may also assume
responsibility for arranging the excess insurance
protection of the captive or managing the in-
vestments of the captive.

The captive achieves essentially the same re-
sults as a self-insurance program and has the
same advantages as a self-insurance program
plus two additional advantages:

e It provides access to reinsurance markets
that may help to limit the retention within the
captive.

e It may be feasible for the captive to join rein-
surance pools to allow for risk sharing or
serve as a vehicle for pooling resources and
providing a better spread of risk when sev-
eral ports form an association captive.

A captive may also have disadvantages that ‘
must be recognized:

e There is no spread of risk in a single owner
captive.

e The capitalization of a captive may involve
a significant drain of cash depending upon
the location of domicile, the extent of
regulation, and the amount of insurance to
be written.
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e The cost of a captive may exceed those of during very competitive insurance market
other loss funding alternatives in some cir- cycles.
cumstances. This may be particularly true

Figure 11
Captive Insurance Company

Port of XYZ

Broker

Engineering DomeCstic Insurance | Claims Adjusting
Loss Prevention -ompany Services
(Front Company)
XY7 OWnership
Insurance Company |~ by
Port of XYZ
Investment Accounting Captive
Management or Legal Management
Company Services, etc. Company

[Schematic of a possible structure of a port captive insurance company program. ]
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CHAPTER 6: INSURANCE COVERAGES

This chapter is devoted to a basic discussion of
insurance policy coverages, terms, conditions,
and exclusions. Due to the variety of activities
and resulting exposures to loss, it is impossible
to cover every type or form of insurance a port
may purchase. The emphasis of this section,
therefore, is on those insurance coverages
common to most ports or which may be en-
countered by port risk managers.

This section often refers to “standard forms.”
However, it should be noted that while there has
been a move by the insurance industry toward
standardization, policy language, provisions,
terms, and conditions can vary between insur-
ers. Due to this, a port should review so called
“standard policy forms” to ensure that the cover-
age is appropriate for its activies and
exposures. To assist ports in their analysis and
evaluation, the discussions in this section will
highlight some of the more important aspects of
the policies.

Insurers are often willing to modify or alter the
standard provisions or exclusions of their policy
forms. Some modification can be achieved by
the use of pre-printed endorsements. Some-
times the development of special language or
provisions for an endorsement or even the entire
policy is required to meet particular circum-
stances. The latter method is often referred to
as a “manuscript endorsement’ or “manuscript
policy.” The important point to keep in mind is
that many of the provisions of insurance policies
are subject to modification to meet a port's par-
ticular needs and circumstances.

PROPERTY — DIRECT DAMAGE

Any discussions of property loss exposures can
be broken down into two categories: (1) the
value of the property subject to loss and (2) the
loss potential associated with that property. In
this section, it is the first category with which we
are concerned, i.e., the loss of physical port as-
sets. The second category is discussed in the
next section of the Guidebook.

Named Perils

The basic Fire Insurance policy covers direct
loss by fire, lightning, and removal of property
from premises endangered by fire. The Ex-
tended Coverage Endorsement broadens the
policy by extending coverage for the perils of
windstorm, hail, explosion, riot and civil commo-
tion, damage by aircraft or vehicles, and smoke
damage. A common method used by many for
remembering the perils covered by the Extended
Coverage Endorsement is the acronym
“WHEREAS” (Windstorm, Hail, Explosion, Riot
and Civil Commotion, Aircraft and Automobile,
and Smoke).

The basic Fire Insurance policy can also be ex-
tended to cover the perils of vandalism,
malicious mischief, and sprinkler leakage. A
policy insuring specific perils enumerated is
generally referred to as a Named Perils policy.

All Risks

An alternative form of coverage which provides
broader protection than a Named Perils policy is
an “All Risk” form. Unlike Named Perils cover-
age, which provides coverage for only those
specifically scheduled perils, an All Risk policy
provides protection against all perils causing
direct physical loss unless otherwise exciuded.
Naturally, there are certain risks such as wear
and tear which underwriters do not wish to
cover. These are the items excluded. The ad-
vantage of All Risk coverage is that the burden
of proving that a loss is not covered is shifted to
the insurer. In a Named Peril policy, the burden
of proving that a loss was caused by a covered
peril is the responsibility of the port.

There are two customary approaches to provid-
ing All Risk insurance. One is an “All Risk"
policy which provides coverage in one master
policy form. The second, a Difference-in-
Conditions (DIC) policy is used as a supplement
to a Named Perils policy. The DIC provides All
Risk coverage for those perils not covered by
the Named Perils policy.
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The best approach for providing All Risk insur-
ance will depend upon the appetite of the
insurance carrier and cost. An insurer willing to
provide Named Perils coverage may be unwilling
to provide “All Risk” coverage at a reasonable
cost, if at all, thus the need for DIC.

Flood Insurance

Flood insurance is available as part of an “All
Risk” or DIC insurance policy. It can be expen-
sive, particularly for ports having facilities in
known flood zones. Often, insurers faced with
this situation wil impose high deductibles or de-
cline to provide protection.

It was for this reason that in 1968, the federal
government created the National Flood Insur-
ance Program. The program falls under the
jurisdiction of the Federal Emergency Manage-
ment Agency (FEMA) which operates the
program through the Federal Insurance Admini-
stration. The purpose of the program is to make
flood insurance available to all at a reasonable
cost.

Originally, the program was a joint effort of pri-
vate insurers and the Federal Government.
Today it is strictly a Federal program with the
Federal Government underwriting all policies.
Flood insurance policies are available through all
licensed agents and brokers. The agents and
brokers also process claims made against the
policies.

Due to the relatively low limits available through
the Federal program, many ports with high val-
ued buildings use a layered program. Primary
limits are purchased in the Federal program and
excess limits are then purchased from a com-
mercial insurer under an All Risk or DIC policy
as excess over the Federal policies.

Builders Risk

Builders Risk insurance was designed to protect
a building or structure during the course of con-
struction, including materials and supplies that
will be used. Some ports prefer to purchase the
coverages to maintain control of pricing and
coverage. Other ports prefer to require the con-
tractor to do so. If the contractor is purchasing
the policy, it is essential that the port write spe-
cific insurance requirements in the contract

including requiring the port and all participating
contractors and sub-contractors to be Named
Insureds on the policy. Either way, a port will
need to evaluate the scope of coverage of the
policy to ensure that it meets the port's particular
coverage requirements.

Builders Risk policies can be written on either a
“Named Perils” or “All Risks.” However, the “All
Risk” is perhaps the more common approach.
When considering the appropriate limits, a
“Completed Value” Builders Risk policy is usu-
ally more desirable than a "Reporting Value”
policy. Under a Completed Value policy, the
dollar limit of coverage is equivalent to the com-
pleted cost of the project. The advantage of the
completed value forms is that it eliminates po-
tential under-insured values that can arise in a
reporting value form. This occurs either when
errors are made in calculating interim insurable
values or when a monthly or quarterly report is
inadvertently not sent to the insurer.

A Builders Risk policy commonly covers prop-
erty while in transit and while at locations other
than the job site. Also, coverage is provided for
collapse during the course of construction re-
sulting from defective materials or methods,
boiler explosion, and theft of building materials
not attached to the building. A port can obtain or
require the contractor to obtain an endorsement
to the policy that covers the perils of flood and
earthquake, as these perils are normally ex-
cluded on a builders risk property form.

Another important endorsement to consider is an
endorsement providing coverage for “soft costs”
or delayed opening loss exposures. These are
additional costs associated with construction of a
building, for example, loss of rents, additional
architects’ and engineers’ fees, additional inter-
est on funds borrowed, additional advertising
expenses, and additional insurance premiums.

Valuation

In order to guaranteed that insurance protection
is neither inadequate nor excessive, an appro-
priate program of estabiishing insurable values
should be implemented by a port. One way to
develop values is to do it internally. Original
construction costs adjusted for remodeling and
repairs, less non-insurable values such as land,
excavation costs, site preparation, etc., can be
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trended using inflation or deflation factors to
trend the base cost to a current value. Trending
factors are often available from insurers, bro-
kers, agents, or from independent publishing
sources.

Another method is to use the appraisal services
of an insurance company or broker. Ports should
be aware, however, that these appraisals may
not provide the details desired and may be
somewhat self-serving for the insurer.

A third method of determining property values is ‘

to use an independent professional appraiser
capable of rendering impartial and unbiased
services. An appraiser's knowledge of court
decisions involving obsolescence, fair market
value, and depreciation may greatly help in de-
termining the port's equipment values at risk. In
addition, formal appraisals are more readily ac-
cepted by insurance carriers when granting
certain policy provisions such as an Agreed
Amount Endorsement and when settling claims
after loss. A goal of completing a physical ap-
praisal of all property each ten years, with
interim annual valuation adjustment .using trend
factors, would not be unreasonable. By stag-
gering appraisals for multiple locations over a
ten year period, the expense of physical ap-
praisals is often more acceptable to the
budgeting process.

Actual cash Value vs.
Replacement Cost

Two methods of valuation are recognized in
property insurance. The first method is re-
placement cost, where the value assigned to the
building or contents is the cost to rebuild or re-
place the property with materials of like kind and
quality. The second method is actual cash
value, where the value represents replacement
cost less an amount which accounts for the
technological obsolescence and the physical
deterioration of the property. Market value is
also a consideration in establishing actual cash
value. Actual cash value more nearly represents
the value of the property at risk for an organiza-
tion, although because of inflationary trends, the
actual cash value can be in excess of the initial
purchase price shown on company accounting
records.

Replacement of any structure which is important
to operations would require the expenditure of
more money than an actual cash value insur-
ance recovery. For this reason, the concept of
replacement cost insurance was developed.
Replacement cost coverage is one method by
which a port can provide funding for this addi-
tional loss cost element. Replacement cost
coverage should not be used indiscriminately
and may not be available for specific properties.
Policies written on a replacement cost basis re-
quire that the repairs be made or property
actually replaced in order to collect full replace-
ment cost. Where property is not repaired or
replaced, actual cash value will be paid even
though a replacement cost valuation is provided
by the policy. For this reason, an actual cash
valuation should be used where ports have
property which would not be repaired or re-
placed if damaged.

Coinsurance Clause

To encourage policyholders to insure to full
value and simplify property insurance rate mak-
ing, property policies contain a provision termed
a “coinsurance clause.” The effect of this ciause
is to penalize a policyholder who fails to insure
to proper value.

Simply stated, the insurance formula operates
as foliows:

Limit Purchased Amount of
Amount of Loss  x Limit Required = . Insurer Loss
by Payout

Coinsurance Clause

The “Limit Required by Coinsurance Clause” in
the formula is determined by muitiplying the co-
insurance percentage stipulated in the policy
times the replacement cost or actual cash value
depending on which valuation method is used in
the policy.

If the ratio of purchased insurance to full value is
not equal to the required coinsurance percent-
age stated in the policy, the port becomes a
coinsurer. As an example, assume the following:
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Total insurance Value $100,000
Amount of [nsurance Purchased $ 67,500
Coinsurance Percentage 90%
Loss Suffered $ 10,000

Plugging these assumptions into the formula
yields the following results:

$10,000 x $67,500 = $7,500
$90,000

On this $10,000 loss, the insurer will only pay
$7,500 and the port will be a “coinsurer” for the
remaining $2,500, in addition to the applicable
deductible.

Agreed Amount Endorsement

A special provision can be included in a property
policy to offset the possibility of a coinsurance
penalty. This provision is known as an Agreed
Amount Endorsement and is written affirmation
by the insurance company that the values as
stated in the policy are sufficient. It suspends
the provisions of the coinsurance clause. The
Agreed Amount Endorsement is generally
granted only when the insurance company is
convinced that a good faith effort is being made
to establish acceptable values and maintain an
adequate level of insurance. Typically, the
Agreed Amount Endorsement is granted for a
stipulated time period (generally one year) and
must then be renewed by the carrier when the
insured updates its property values.

Specific and Blanket Limits of
Coverage

“Specific”’ insurance limits is that form of cover-
age where a stipulated amount of protection
applies separately to each building and its con-
tents as scheduled in a policy. In the event of a
loss, the amount of recovery is limited to the
specific amount scheduled for the property in-
volved.

“Blanket” insurance limits is a form of coverage
where all buildings and contents are insured un-
der the policy for one overall amount. The

amount or limit is generally arrived at by adding
together the individual values of the buildings
and contents insured under the policy.

A relatively new approach to limits is sometimes
referred to as a “first loss” or layered approach.
Under this approach, a maximum limit is estab-
lished in the policy equivalent to or slightly
higher than the highest value for any single lo-
cation. The single limit applies to each loss
regardless of what property is involved. For ex-
ample, if a port had individual buildings valued at
$500,000, $7,000,000, $8,000,000, and
$10,000,000, under a first loss policy the limit
might be set at $10,000,000 where as under a
blanket limit policy the limit would be
$25,500,000 ($500,000 + $7,000,000 +
$8,000,000 + $10,000,000). Because of the
lower limits, first loss policies are sometimes
less expensive. They are generally used by
firms with buildings of relatively uniform value
where there is a geographic distance between
locations. This latter point is important since the
limit is per loss. If several buildings, because of
close geographic proximity are subject to the
same loss, sufficient limits for full recovery would
not be available under a “first loss” limit ap-
proach.

Loss Due to Application of
Building Codes

Building codes, electrical codes, or other build-
ing ordinances change over time and may be
more restrictive then those in effect at the time a
particular building was constructed. When a
building is damaged by fire or other insured peril,
it is possible that extensive portions of the
building undamaged by the insured event may
have to be demolished, and replaced due to ap-
plication of the new codes. Insurers are
responsible under contract only for the direct
damage not the additional expenses caused by
the enforcement of the code. Coverage for such
additional expenses is available and negotiable.
Coverage is available for:

e The value of the undamaged portion of a
building which must be demolished because
it is not in compliance with the existing
building codes.

¢ The cost to demolish the undamaged portion
of a building so affected.
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e Coverage for the increased cost of construc-
tion of the type required by the stricter
code(s).

e The business interruption resulting from the
additional time needed to repair or replace
the undamaged building portion.

“Demolition Costs” coverage is separately avail-
able to cover only the second exposure listed
above for property that might not be replaced.

A port would be well advised to stay informed on
code changes that can affect older buildings.
The costs of demolition or meeting code
changes can be substantial and can create un-
expected losses to a port.

Valuable Papers and Records

Recoveries under standard fire insurance poli-
cies for valuable papers and records are limited
to the cost of the media (i.e., paper) in blank
form plus the cost of transcribing the records.
Fire policies do not insure the cost and expense
a port may incur in recreating and reconstructing
the information required to enable it to transcribe
the data. Insurance protection for this exposure
is available through Valuable Papers and Rec-
ords insurance. Coverage is generally written
on an “all risk” basis subject to a deductible.
The coverage is relatively expensive and often
less cost-effective than a procedure to duplicate
valuable papers and records and store them at
another location. When off-site storage is not
practical, storage in fire proof files in another
part of the same building may be an acceptable
alternative.

Equipment Floater

Ports generally have a certain amount of equip-
ment not licensed or designed for use on public
roads or part of a building or its contents. items
such as forklifts, bulldozers, graders, cranes,
street sweepers, tractors, etc., fall into this cate-
gory of equipment. Coverage against physical
loss is provided by an Equipment Floater. While
most provide “all risk” coverage, terms can vary
between insurers. Smaller values generally are
included on a blanket basis. Insurers, however,
often require that equipment with significant val-
ues, such as mobile cranes, be specifically
scheduled. Coverage is often written as a rider

to the property insurance policy but can also be
written in a separate policy. Because coverage,
rates and deductibles vary substantially, a port
considering this coverage should seek quota-
tions from several sources.

Property - Time Element

Fire, explosion, or other loss to physical assets
of a port can result in two losses. The first would
include the cost to repair or replace the dam-
aged property. The second is the “loss of use”
of the property. This includes loss of income
plus continuing expenses where operations are
totally or partially interrupted and costs over and
above normal operating expenses where opera-
tions must be continued using alternative
facilities.

BUSINESS INTERRUPTION
INSURANCE

Business Interruption insurance policy forms are
designed to insure against loss of income and
continuing expenses incurred as a result of an
interruption of business from direct damage to
property. The Business Interruption policy forms
most commonly used to insure a port's exposure
include a gross earnings form for mercantile and
service risks or a combined business interrup-
tion and extra expense insurance form.

The geographic spread of facilities and the
availability of substitute or alternative operating
facilities within a port can affect the need for or
amount of business interruption insurance. A
port lacking multiple identical facilities which can
serve as backup or which is heavily dependent
on a continuous stream of revenue for financial
stability has a genuine need for business inter-
ruption insurance. In addition, bond rating
agencies, creditors, or other outside parties, with
an interest in a port's ability to meet financial
obligations may require the purchase of busi-
ness interruption insurance. As such, business
interruption is a contract of indemnity covering
only actual loss of profit and unavoidable con-
tinuing expenses otherwise included in normal
operating revenues.

Typically, business interruption insurance is pro-
vided by endorsement to a Property Insurance
policy on either a named peril or an “all risk” ba-
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sis. It is important to note that for the business
interruption insurance to respond, the loss must
be caused by an insured property damage peril.
Business interruption losses resulting from unin-
sured property damage perils are not covered.
As an example, business interruption under a
policy covering only the fire and extended cov-
erage perils would not respond to a business
interruption loss resulting from damage to a
warehouse caused by building collapse.

Coverage for the perils of flood, earthquake,
subsidence, or employee strikes are generally
not covered by standard Business Interruption
policy forms. \where these exposures are appli-
cable, coverage must be negotiated.

Standard Business Interruption forms normally
contain a coinsurance clause. Generally, the
port may choose 50, 60, 70, or 80 percent coin-
surance. The appropriate percentage will
depend on the estimated period of time that op-
erations would be interrupted.

The exposure identification questionnaire con-
tained in this Guidebook (see Appendix C)
provides a worksheet which will assist in calcu-
lating the business interruption loss potential. It
should be noted that the calculations are based
on anticipated future loss potential. Working
from current budgets, therefore, requires a cer-
tain amount of estimation to account for inflation,
changes in operation, or.other factors which
might impact future income.

Ordinary payroll expenses may be insured under
Business Interruption. Ordinary payroll can be
defined as all payroll except for executives, de-
partment managers, employees under non-
cancelable contracts, and other employees vital
to port operations. Ordinary payroll, under busi-
ness interruption forms may be excluded,
insured in full, or in part. Factors affecting the
decision of how much payroll to insure would
include:

e The length of time the operations may be
interrupted.

e The condition of the labor market. In a tight
market it may prove difficult to hire needed
employees when operations are resumed.

e The skills and experience needed by em-
ployees in order to operate the facilities. It
may be a greater expense {o train new em-

ployees than to keep existing employees on
the payroll during the period of interruption.
Excluding ordinary payroll can result in dis-
putes with the insurer over the classification
of payrolls between those “vital to port op-
eration” and ordinary payrolls.

e The cost of reimbursing the State Unem-
ployment Compensation Fund can exceed
the cost of insurance by a significant
amount.

Extra Expense

Extra Expense insurance is designed to reim-
burse the policyholder for the additional
expenses incurred to continue operaticns under
alternative methods following physical damage
to its assets. Due to the nature of port opera-
tions, some services would need to be continued
following a physical loss. For example, if the
port's administrative offices were damaged by
fire, it might rent temporary offices in another
building until repairs could be completed. If a
critical crane were damaged, the port could
lease a mobile crane to avoid an interruption of
services which could jeopardize revenues and
even result in loss clients.

There is generally little relationship between the
normal cost of operations and the extra ex-
penses a port may incur in operating under
alternative means following a property loss. This
makes it extremely difficult to determine the
amount and limit of extra expense insurance to
maintain. Perhaps the best method for estab-
lishing extra expense limits is to develop
contingency plans for possible loss scenarios
and then estimate the cost which wouid be in-
curred in carrying out those plans. Such plans,
when not developed under the stress of an
emergency, may even reduce the extra expense
should a loss occur. When properly developed,
the plan can be implemented quickly and effi-
ciently thereby reducing or eliminating costly .
mistakes and expenses.

Unlike business interruption insurance, extra
expense insurance forms do not contain coin-
surance provisions. Extra expense forms,
however, may contain sub-limits designed to
restrict the amount of recovery to a given period
of time. Typically, the sub-limits are stated as a
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percentage of the policy limits. For example, a
policy may stipulate recovery is limited to:

e 40 percent of the policy limit if the period of
restoration is less than one month;

e 80 percent of the limit if the restoration pe-
riod is not in excess of two months; and

e 100 percent of the limit if the period of resto-
ration is over two months.

Sub-limits can be adjusted to the particular
needs of the individual port. Because of the
limitations that the sub-limits may place on a
port's recovery, they should be evaluated care-
fully. Oftentimes, the greatest portion of extra
expenses is incurred immediately following a
loss.

BOILER & MACHINERY
INSURANCE

Boiler and Machinery insurance is designed to
provide coverage for losses resulting from the
- explosion or accidental breakdown of boilers and
other covered machinery. Historically, the stan-
dard fire insurance policy excluded coverage for
direct and indirect exposures arising from the
operations of boilers and other machinery except
for loss due to fire. For this reason, specialized
Boiler and Machinery policy forms were devel-
oped.

Boiler and Machinery insurance tends to be a
very stable line and not subject to the wide
swings in the premium pricing associated with
other lines such as general liability insurance. It
responds very well to loss control and engineer-
ing measures designed to reduce losses.

Coverage Forms

There are numerous modifications available to
the basic Boiler and Machinery policy which
permit a port great flexibility in designing the
coverage to fit its particular needs. The insuring
agreement of the standard policy generally
states that the policy will insure against losses
from an accident to an insured object during the
policy period.

Coverage can be written on a scheduled object
basis, blanket group object basis, or compre-

hensive (all objects) basis. On a specifically
scheduled basis, individual boilers, or items of
machinery are scheduled on the policy. Cover-
age is provided only on those objects scheduled.

On a blanket group basis, coverage is provided
for all objects falling within the description or
definition of the group contained in the policy.
This method eliminates the need to specifically
schedule each individual object and provides
flexibility to the port by insuring only those ob-
jects where coverage is needed.

Under the comprehensive basis, the definition of
object includes all non-production boilers and
mechanical and electrical machinery which a
port may operate or own. Where desired, cover-
age can be extended to production machinery as
well. This method has a decided advantage
over the scheduled and blanket object basis in
that it eliminates the need to specifically identify
or schedule boilers and machinery to the policy.
Premiums for this coverage are generally higher
because of the diversity of objects insured.
However, premiums can be controlied by the
use of deductibles. Deductibles, in essence,
eliminate claims on smaller objects or loss ex-
posures while still providing the catastrophic
coverage required by many ports.

Coverage

There are six coverages offered under standard
Boiler and Machinery policies. The following are
the coverage options available in a standard

policy:

e Loss to Property of the Insured — Physical
damage coverage for the objects and other
real and personal property of the port dam-
aged by the accident to the object.

e Expediting Expenses — Covers the cost of
making temporary repairs and the cost
which a port may incur in speeding up or ex-
pediting permanent repairs. Typically, this
coverage is limited to $25,000. In the basic
policy, however, these limits can be in-
creased. Additional limits may be warranted
where a port has vital or unique equipment
that must be put back into service by the
quickest possible means to avoid delay and
financial hardship.
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e Liability for Property of Others — Provides
coverage for property of others in a port's
care, custody, and control which may be
damaged as a result of an accident.

« Defense Settlement Supplementary Pay-
ments — Covers the cost of legal defense,
court and other associated expenses, inter-
est on judgments, and other costs resuiting
from claims. This coverage is similar to that
found in the liability insurance policy.

e Automatic Coverage — Provides automatic
coverage for objects which a port may install
at any location scheduled in the policy or at
newly acquired locations, provided they fall
within the class of objects which are already
insured. Typically, the port must notify the
insurer within ninety days for coverage to
continue.

e Bodily Injury Liability — Covers bodily injury
resulting from an insured accident. It is an
optional form of coverage under a Boiler and
Machinery policy. Because this duplicates
the coverage of a port's general liability in-
surance policy, it is normally not required.

Method of Valuation

Standard Boiler and Machinery provisions limit
recovery to actual cash value (see ACV discus-
sion under Property — Direct Damage, page 6--
3). Itis possible to amend the actual cash value
provision to replacement cost basis. Recovery
under repair or replacement is limited to the
smaller of:

» The cost to repair the damaged property at
the time of the accident.

e« The cost to replace the damaged property
with property of like kind and quality.

If the property is replaced by property of different
kind or better quality, larger size or capacity, the
insurer is not liable for the amount in excess of
what would have been paid if replacement had
been made with like kind. If the object is not
replaced or repaired, the insurer is liable only for
actual cash value. Unless an object will not be
replaced, it is advantageous for a port to insure
its boiler and machinery on a replacement cost
basis.

Indirect or Time Element
Insurance

Boiler and Machinery policies can be extended
by endorsement to provide insurance protection
for indirect or time element losses (see Property
- Time Element, page 6--5) arising from a boiler
and machinery loss. Both business interruption
and extra expense insurance coverage can be
obtained under Boiler and Machinery policies.
Because physical damage from boiler and ma-
chinery accidents, except caused by fire or
lightning are excluded from fire insurance policy
forms, time element coverage provided under a
fire policy will not respond for boiler and machin-
ery related time element losses. Where
significant boiler and machinery time element
exposures exist, a port will also need to pur-
chase this coverage under the boiler policy.

FIDELITY INSURANCE

The potential for loss caused by employee dis-
honesty is most difficuilt to recognize or
adequately evaluate. Often employees who are
the most valued and trusted, commit embezzle-
ments or misappropriations, which can occur
over a period of time. When the loss is finally
discovered, it may often exceed the amount of
insurance maintained by the organization.

Although considered insurance, Fidelity cover-
age is actually a bond. There is an important
difference between insurance and bonds. An
insurance policy is a two-party contract between
the insured and insurer where the insurer prom-
ises to reimburse the insured in case of loss. A
bond is a three party contract, which guarantees
that one party (the surety) will meet an obligation
due to a second party called an obligee (the
port), as a result of the failure of the principal
(port employee) to fulfill his or her obligations. In
every surety bond, there is an obligation that the
principal will make restitution to the surety for
any payments the surety must pay to the obli-
gee.

The coverage for loss caused by employee theft
is a fidelity bond in which the surety obligates
itself to the port to make good on losses caused
by the dishonesty of port employees.
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There are a number of different fidelity bond
forms. The forms most appropriate to ports,
however, are the public employees blanket bond
and the public employees blanket position bond.

Public Employees Blanket Bond

This form covers all employees of the port. New
employees are automatically covered without
notice to the insurance company. The limit of the
bond is the insurer's aggregate liability per loss
regardless of the number of employees involved.
It does not apply separately to each employee
causing the loss.

This bond is on a discovery basis so that the
entire loss, without regard to period of time over
which thefts occurred, is covered unless specifi-
cally limited by the insurer.

Public Employees Blanket
Position Bond

This policy form provides coverage similar to the
blanket bond. The principal difference in forms,
however, is that under the blanket position bond,
the limit of liability applies per employee rather
than per loss. Because the bond limit could be
paid for each of a number of employees involved
in a loss, the premium rate is generally higher for
this bond than for the blanket bond form.

Many knowledgeable bond experts believe that
the public employees blanket bond is the pre-
ferred form. They argue that most employee
dishonesty losses are caused by a single em-
ployee and that, for an equivalent premium, a
higher limit can be purchased under the public
employees blanket bond as compared to the
public employees blanket position bond. The
most appropriate form for ports, however, will
depend on its specific circumstances and per-
haps statutory requirements.

Faithful Performance Provisions

Public employees bonds may be written on a
“faithful performance” basis. The primary differ-
ence between this and the “honesty” form
discussed earlier is coverage for loss resulting
from the failure of employees to faithfully per-
form their duties or to account properly for all
funds or property received by virtue of their posi-

tion or employment. The term “faithful
performance” is generally based on statute and
regulations that define the degree of care im-
posed on employees. Faithful performance
provisions provide broader coverage than nor-
mal fidelity bonds since statutes and regulations

. defining the degree of care imply that employees

may be held responsible for losses even though
they may have been entirely honest in their own
conduct.

Employees Covered /| Employees
Excluded

Employees are defined in the honesty insurance
form as all members of the staff of a port, ex-
cluding anyone who is required by statute to be
individually bonded for faithful performance.
Also excluded from coverage is any treasurer or
tax collector, regardless of whether or not the
employee has such a title.

Faithful performance forms define employees as
all members of the staff while in the employment
of a port and not required by law to furnish an
individual bond to qualify for office.

Ports should review governing statutes or regu-
lations to determine which of the honesty or
faithful performance bond form is required.

Due to the definition of covered employees, cov-
erage under both bond forms end when an
employee is terminated. Sometimes, however, a
terminated employee is able to appear as still
being employed which could permit access to
port assets. This exposure to loss would be un-
insured under standard bond provisions making
it practical to have coverage extended beyond
the standard bond provisions. Many insurers wiil
extend coverage to 30, 60, or 90 days following
termination of an employee.

From time to time, ports find it necessary to
contract with intervening employers, such as
Kelly Services, etc., to obtain part-time or addi-
tional employees for peak work periods. These
employees are often given access to vital rec-
ords and are in a position to embezzle port
funds. Coverage is not provided under the stan-
dard provisions of a port fidelity bond for these
individuals.
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The most appropriate risk management practice
is to require proof of insurance from the inter-
vening employer. However, this is not always
practical. Often, these employees are hired as
needed, on short notice, without the risk man-
ager's knowledge. For this reason, it is practical
for the port to extend the definition of employee
under its own fidelity coverage to provide pro-
tection for employees hired through intervening
employers.

MONEY AND SECURITIES
INSURANCE

This insurance provides coverage for theft of
money and securities both inside and outside of
port premises. Money and securities is defined
as currency, coins, bank notes, bullion, travelers
and registered checks, money orders and nego-
tiable or non-negotiable instruments, or
contracts representing either money or property.

Inside coverage provides protection against
losses within the port premises or any banking
premises caused by actual destruction, disap-
pearance, or wrongful abstraction of money or
securities.

Outside coverage provides protection for the
destruction, disappearance, or wrongful abstrac-
tion of money and securilies outside the
premises or while being conveyed by a messen-
ger or armored car company or while within the
home of any messenger.

Property, other than money and securities, is
covered against robbery while being conveyed
and theft, while in the home of a messenger.
For other property, recovery is limited to the cost
to repair or replace the property with like kind
and quality. The policy limit is on a per occur-
rence basis.

FORGERY INSURANCE

Depositors forgery insurance provides protection
against loss from forgery or alteration of outgo-
ing checks or other instruments of the port.
Forgery on incoming instruments can also be
insured. It is often assumed that the bank is li-
able for losses caused by forgery or alteration.
However, where a port's negligence contributed
to the loss, a bank may be able to escape liabil-

ity. If a port fails to notify its bank of the theft of
blank checks, a check writer, or signature stamp,
the bank can lock to the port for reimbursement.
Because of this, defense coverage is included to
protect the port against allegations of negli-
gence.

GENERAL LIABILITY

General liability insurance protects the port
against claims seeking to hold the port responsi-
ble for personal injury, bodily injury, or property
damage losses to third parties. There are a
number of general liability policy forms available,
but perhaps the most appropriate for ports is the
Commercial General Liability Form. This form
provides the broadest coverage of all the various
forms.

Commercial General Liability
Form

The commercial general liability policy form pro-
vides the following basic coverages:

e Premises and Operations — Govers liability
arising from the ownership, maintenance,
and use of premises owned or occupied by
the port and operations on or away from the
premises unless excluded by the other pro-
visions of the policy.

e Contractual Liability — The basic form pro-
vides limited coverage for contractually
assumed liability. Cover is limited to agree-
ments for the lease of premises, easements,
sidetrack agreements with railroads, eleva-
tor maintenance, agreements required by
municipalities except those involving per-
formance of municipal work, and the part of
any contract pertaining to business under
which the port assumes the tort liability of
another to pay for bodily injury or property
damage to a third person or organization.

s Independent Contractors — Covers the liabil-
ity of the port arising from operations
performed on its behalf by independent con-
tractors.

e Products and Completed Operations — Cov-
ers bodily injury or property damage arising
from products sold, handled, or distributed
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by the port or from its performance of faulty
work once the work has been completed.

e Personal and Advertising Injury — Personal
injury typically includes the perils of libei,
slander, malicious prosecution, loss of
reputation, humiliation and false arrest, im-
prisonment or restraint. Advertising injury
means injury arising out of oral or written
publication of material which slanders or li-
bels a person or organization or disparages
their goods, products, or services which in-
fringes upon copyright, title, or slogan.

The standard commercial general liability form,
while providing broad scope of coverage, is not
“all encompassing.” The standard form is de-
- signed to provide coverage for those exposures
common to all commercial concerns. For this
reason, it must be tailored to meet the particular
needs of the ports where non-standard expo-
sures exist.

Extensions and Modifications to
Coverage

Incidental Medical Malpractice

Courts have given professional status to indi-
viduals and employees for medical malpractice
losses arising out of rendering first aid treatment.
Although not specifically excluded, court prece-
dence has been set where incidental medical
malpractice is not covered by standard liability
policies. Coverage under the commercial gen-
eral liability policy can be obtained, however, by
the addition of an Incidental Malpractice En-
dorsement.

Defense of Persons or Property

The definition of “occurrence” in the standard
policy requires that property damage must be
neither expected nor intended from the stand-
point of the insured. This definition eliminates
coverage for those instances where the port may
perform any intentional act which resuits in
property damage. An example might be where
port employees damage property of others in
order to prevent the spread of a fire.

Many insurers will amend their definition of oc-
currence to include coverage for the use of
reasonable force which results in property dam-

age if caused for the purpose of protecting
persons or property. This is a valuable exten-
sion of coverage for ports and generally worth
obtaining.

Employee vs. Employee Claim Exclusion

Employees are “insureds” under the standard
commercial general liability policy but only “for
acts within the scope of their employment by you
or while performing duties related to the conduct
of your business. However none of these ‘em-
ployees’ is insured for bodily injury or personal
injury to a co-employee while that co-employee
is either in the course of his or her employment
or performing duties related to the conduct of
your business....” This is sometimes referred to
as the “fellow employee” or “employee vs. em-
ployee” exclusion which can be removed by
endorsement.

Non-owned Watercraft

Ports may periodically charter or hire boats or
other craft in the pursuit of port business. An
example of this can occur when the injured party
could institute a claim against the port alleging
that at the time of the accident, the boat was
being used in connection with port business.
The watercraft owner's insurance provides pri-
mary coverage but may not extend protection to
the port or be inadequate to fully cover a judg-
ment.

Automatic coverage for non-owned watercraft is
restricted to watercraft under 26 feet. If a port is
a frequent user of non-owned watercraft or
charters larger watercraft, it should insure this
exposure with a separate specialized policy.

OWNER CONTROLLED
INSURANCE PROGRAM (OCIP)

An Owner Controlled Insurance Program (OCIP
or Wrap Up) is an arrangement where the owner
of a construction project buys insurance cover-
age for general liability, workers’ compensation,
and course of construction risks for all project
participants.

There are two considerations before selecting an
(OCIP) as the project insurance. Does your
State permit (OCIP) programs and is the project
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large enough to generate the economies of scale
desired.

' Reasons for an OCIP

All major construction projects ($100,000,000
and up) should avail themselves of these pro-
grams whenever possible. The benefits to all
and especially the Owner are many, in addition
to the considerable savings in insurance costs.
Briefly the owner benefits as follows:

The project owner has control. In the ab-
sence of an OCIP, the owner has no chance
to review the insurance coverages of each
contractor coming on the job let alone con-
tinuing to monitor them after receiving initial
certificates, etc.

The owner enjoys enormous economies of
scale and invariably has broader coverage.
Individual insurance programs for many
contractors are invariably inadequate.

An OCIP affords higher limits of liability.
Limits of insurance carried by most con-
tractors are inadequate and requirements
are usually higher than individual contractors
can obtain or afford on a “one job" basis.
Aggregate limits shown on certificates of in-
surance may be eroded by other claims
already submitted.

Subrogation waivers and hold harmiess
agreements are more easily obtained where
there is a single insurer.

Situations frequently arise wherein two or
more contractors are involved in a single
loss occurrence. With one insurer, there are
no problems - with several insurers, usually
everyone suffers.

in an OCIP, contracters individually have the
privilege of insuring deductibles or other
coverage limitations that might exist in the
general program, particularly where it is ob-
vious they cannot absorb the risk.

An OCIP eliminates conflict of interest.

An OCIP achieves fully controlled central-
ized claim handling by a single carrier.

Centralized coordinated Safety Program
produces both direct and indirect savings.

With an OCIP, the owner is protected from
“safe place to work” and “fellow employee”
suits because there is but one carrier for
both the Liability and Workers’ Compensa-
tion coverages.

Where dividends are earned, the owner re-
ceives them, thus further reducing costs.

Overall, the OCIP affords vastly eased ad-
ministration. This, in turn, provides energy
conservation, reduces problems, and en-
ables project managers to concentrate on
building.

An OCIP broadens the number of contrac-
tors eligible to compete, especially minority
contractors and subcontractors who other-
wise may be unable to obtain required limits

and the broader coverages demanded.

Figure 12 shows the differences in a program of
individually insured contractors vs. an OCIP.

Figure 12
Comparison Between OCIP
and Individual Program

Individual Program

BCIP Program

Each Contractor Procures
his own insurance

The Owner/GC purchases
insurance for all

Additional Insureds En-
dorsement required for
Owner/Buiider on each
contractor's policy

No Endorsement required -
protection exists for all

Duplicate Coverage

Overlap is eliminated by ho-
mogeneity by Broad Coverage
purchased

All Risk Buiiders Risk
unless otherwise self-
insured

All Risk Builders Risk: which
can include transit exposures is
purchased by owner for all
parties assuring uniformity of
coverage and proper limits

Auto Liability

Not included

Equipment Floater

Not included

Professionat Liability is
secured by each con-
tractor with an exposure
at varying limits and ag-
gregate impairments

Owner/GC purchases for all.
Limits per claim and aggregate
apply to the project only. Bids
reduced by contractor’s cost of
insurance
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How an OCIP Works

. Programs on major construction projects
normally include the following coverages:

a) Workers' Compensation, including Em-
ployer's Liability

b) Commercial General Liability (excluding
Automobile) covering operations origi-
nated at or from the job site.

c) All Risk Builder’'s Risk

The Commercial General Liability policy and
Workers’ Compensation policies are usually
negotiated with underwriters on a “cost plus”
basis whereas the All Risk Builder's Risk
would be negotiated on a rate per $100 of fi-
nal construction costs.

Unless state laws permit otherwise, Work-
ers’ Compensation rates and modifications
of each contractor or sub would apply and
separate policies are issued for each.

Under the OCIP’s Commercial Generat Li-
ability policy the Owner, All Contractors and
all Subs (excluding suppliers and those subs
whose payrolls do not exceed $10,000) are
covered under one very broad program and
individual policies are written for all parties.
However, only one insuring company is in-
volved. Some states that do not permit
Wrap-ups will permit Owner Controlled Pro-
grams. The insurance regulations of the
State of the project prevail.

The following coverages are normally ex-
cluded in each of these programs:

a) Automobile Liability and Physical Dam-

’ age — this is due to the fact there is no
way that a contractor can assign specific
vehicles to any one job.

b) Contractor's Equipment Coverage — this
is due to the same condition as autos.
Contractors will assign their equipment
as heeded to various jobs. Normally in-
cluded in this category is the exclusion
of any tools, equipment, scaffoiding
staging, personal property of subcon-
tractor or lower-tier subs, structures
erected to house workmen, field offices,

and/or materials; the capital value of
which is not included in the work.

c) Professional Liability for any architects,
engineers, doctors, nurses, or other per-
sons who would need such coverage.
These parties are normally included for
their job site general liability exposure
only. OCIP coverage for the profes-
sional liability of architects and
engineers is available as a separate
program.

d) Transit Coverage could, if desired, be
included within the All Risk Builder's
Risk.

The Owner pays the premiums and will be
the recipient of any dividends.

The Commercial General Liability policy can
be written to inciude or exclude Products
and Completed Operations Liability. Nor-
mally they are included. When excluded,
each contractor or sub would have to nego-
tiate with their carriers for this coverage
which could be quite costly since the under-
writer is not benefiting from the other wrap-
up premium generated. It is strongly rec-
ommended that these coverages be
included in the OCIP CGL along with an ex-
tension of at least two years on the
Completed Operations.

Carriers — Insurance Companies

Several American insurance companies cur-
rently participate in OCIP programs and
those that are writing them vary greatly in
their approach.

The plans generally used are as follows:

a) Guaranteed Cost — Generally all com-
panies that use this approach adjust
their liability rates annually. However,
any such adjustment would reflect a
much lower rate than individual con-
tractors could achieve by themselves
using different carriers.

b) Retrospective (Retro) Plans — Usually,
under these plans the maximum would
be 125 percent; the minimum, 40-50
percent; a basic of approximately 20
percent, and a Loss Limit varying be-
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tween $250,000 and $1,000,000. Some
carriers prefer no Comprehensive Loss
Limit. The loss limits used will deter-
mine the excess premiums charged.

c) Retention Plan — This is similar to an “all
down” retrospective plan (see (b) above)
except that premium discounts are per-
mitted while they are not permitted
under Retro programs. The standard is
the maximum, and the minimum is ap-
proximately 50 percent. Again, the loss
limit will determine the excess premium
charged. -

Carriers also vary in their choice(s) of
payment plans. The objective is to set
up the best cash flow arrangements
possible for the owner.

Of paramount importance in these pro-
grams is the effort expended by the
carriers in the areas of loss control and
claims. Generally, one claim person, at
a minimum, is assigned to the project,
usually on a full time basis. The Insur-
ance Company Loss Control specialists
work closely with the Owners, Project
Manager, and the Broker's Loss Control
personnel to establish and monitor a
prcgram that is thorcughly communi-
cated to all and consistently enforced.

AUTOMOBILE LIABILITY AND
PHYSICAL DAMAGE INSURANCE

Ports typically own a number of private passen-
ger automobiles, vans, and trucks licensed for
highway use. In addition, ports may lease, hire,
or permit employees to use personal vehicles in
the pursuit of port related business. The use of
automobiles creates an exposure to loss in the
areas of bodily injury and property damage to
third parties, injuries to third party passengers in
port vehicles, and physical damage losses to the
port's vehicles.

Due to statutory requirements, the potential
catastrophic nature of liability losses and the
need for experienced personnel to adjust third
party claims, insurance is the most commonly
used risk financing method for port vehicle liabil-
ity exposures. For larger ports or those with a
significant fleet, the most cost-effective means

for financing physical damage to a port's vehi-
cles is often self-insurance.

Coverage

The Business Auto (BAP) is the mostly com-
monly used policy for insuring automobile
exposures. The BAP offers a simplified ap-
proach to designing insurance coverage. On the
declaration page, (see Exhibit G, page B--7) the
various coverages available under the form are
scheduled. For each scheduled coverage,
space is provided to insert a number. The num-
ber to be inserted can be selected from a table in
the policy which defines the automobiles to be
insured (Exhibit G). For example, a number “1”
inserted in the space next to liability coverage
would mean all automobiles are covered for
bedily injury and property damage liability to an-
other party.

Physical damage coverage may provide either
comprehensive or specified perils coverages
and collision. Comprehensive is an all-risk type
coverage. However, specified perils cover only
specific occurrences such as fire and theft. Col-
lision covers hitting another object or
overturning. Physical damage coverage is typi-
cally subject to a deductible. Ports interested in
insuring physical damage exposures should ob-
tain quotations at several deductible levels in
order to determine the most cost-effective de-
ductible.

Physical damage losses to individual vehicles
are generally within the self-insurance capacity
of most ports. Over the long run, substantial
savings can be realized by assuming these
losses. Of course, feasibility and cost-
effectiveness of self-insuring depends on many
factors including the size of the port, the individ-
ual vaiue of the vehicles, the size of the port's
fleet, and the effectiveness of its loss control
programs.

Ports which choose to self-insure physical dam-
age exposure to vehicles should recognize one
exposure which may be beyond the ability of the
port to comfortably retain. The exposure is cre-
ated when many of the port's vehicles are
parked together. A fire, explosion, or similar
peril could destroy a large number of vehicles in
a single accident. One method for a port to ob-
tain protection for this loss potential is to insure
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its automobiles for physical damage under the
property insurance policy covering the port's
buildings. Some insurers will extend coverage
to vehicles parked within a specified distance of
an insured building.

A second cost-effective method for obtaining this
coverage might be to insure the vehicles for
comprehensive coverage under conventional
automobile policy, establishing a “per loss” limit
adequate to cover the combined values of all

vehicles at risk with a “per loss” deductible at a -

level in excess of the value of a single automo-
bile.

Medical Payments Coverage

Medical payments coverage pays for any neces-
sary, medical, surgical, and dental expenses
incurred by a passenger in a vehicle operated by
or with permission of the named insured port.
Benefits are paid without regard to legal liability.

Since the port’s liability protection will respond
for claims where the port is legally liable, medi-
cal payments coverage can be viewed
principally as a public relations form of insur-
ance. Where a port feels an obligation for these
claims, it is generally more cost-effective to treat
them as a cost of doing business by paying them
out of current operating funds rather than by
purchasing insurance. It should be remembered
that injuries to employee passengers while
working are covered by workers’ compensation.
Therefore, medical payments coverage is not
needed for this exposure.

Contractual Liability -

Liability that a port may assume under a contract
is covered under the standard automobile insur-
ance policy. Such a liability exposure can arise
for a port in the hire or rental of vehicles be-
longing to others.

Fellow Employee Exclusion

Anyone using a vehicle with the port's permis-
sion is protected against liability claims of third
parties. Coverage, however, is excluded for any
employee where the claim is made by a fellow
employee and results from an accident involving
a vehicle being operated in the course of the

employee’s work. This exclusion eliminates po-
tential employee collusion in making claims.
However, it also bars coverage for deserving
claims. As a result, some employers have elimi-
nated this policy exclusion. Others have kept
the exclusion but developed contract language
to the effect that the insurer will waive this con-
dition when requested by the insured. This has
the effect of allowing the exclusion to be waived
for deserving claims yet used as a bar of cover-
age where employee collusion is suspected.
The appropriate treatment of this exclusion de-
pends upon the philosophy of the individual port.

Employee Use of Vehicles

The business automobile policy can provide
coverage for the port when employees use their
own personal automobites for business of the
port. The port's policy, however, will not provide
protection for the employee when a personal
automobile is used. This should not be con-
fused with the coverage that is extended to
employees while driving port-owned vehicles.

Many employees believe that the non-ownership
liability insurance purchased by a port also in-
sures them while using their personal vehicles in
pursuit of port business. When an accident oc-
curs, often the employee will turn to the port for
insurance protection only to find that there is no
coverage. To eliminate potential employee rela-
tions problems, it is often advantageous to
inform all employees who may use their per-
sonal vehicles on port business of this fact, and
that it is their responsibility to arrange their own
personal insurance protection. Generally, this
does not place an undue hardship on employees
since most ports provide mileage allowances, a
portion of which is designed to cover the cost of
insurance. (Note: Coverage can be extended
under the port's policy for an employee using
his/her personal auto on port business. How-
ever, coverage is always excess of the
employee’'s personal insurance and is never

primary.)

It should also be noted that this is not coverage
for the personal automobile of an employee who
is provided a port vehicle for his regular use. He
has coverage while operating the port vehicle,
but not for another vehicle he may use or bor-
row. Any employees who are provided a vehicle
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for the regular use should be aware of this situa-
tion.

PUBLIC OFFICIALS LIABILITY

A port and its appointed or elected officials and
officers face legal liabiiity exposures arising out
of executive and management decisions. This is
distinct from other forms of liability which gener-
ally involve accidental bodily injury or property
damage. The port and its officials are exposed
to threat of legal action for every decision they
make, much the same as corporations and their
boards of directérs. Directors and officers liabil-
ity protection is the insurance remedy for private
corporations whereas public officials liability is
generally used by public entities. Both insur-
ance coverages provide protection for wrongful
acts arising out of executive and management
decisions. Coverage for all employees is nor-
mally included.

Claims can arise from a number of acts, errors,
or omissions. Citizens file claims for poor quality
of services; for failure to provide services; zon-
ing and rezoning; annexation/detachment and
property condemnation. Employees have filed
claims for dismissal/nonhire, failure to promote,
disciplinary action, and unfair labor negotiations.

Ports may have professional engineers, attor-
neys, and other professionals on staff whose
professional acts may be added to the coverage
under the Public Officials Liability policy, or cov-
erage can be arranged under a separate
Professional Liability policy to avoid shared lim-
its situations. The policy annual aggregate limit
applies to all coverages on a shared basis.

Policy Forms

A port's risk management program should in-
clude public officials liability coverage to protect
its public officials. Presently, no standard liabil-
ity forms have been developed for this loss
exposure. The risk manager should carefully
review the insuring requirements and exclusions
of the various public officials policies in selecting
a policy most appropriate for the port. All
wrongful acts committed by public officials,
whether actual or alleged, should be covered
including errors, acts, omissions, breach of du-
ties including misfeasance, nonfeasance, or

violation of federal or state civil rights laws. The
insurance policy should include, in addition to
the port, all individuals who were, now, or shall
be elected or appointed to commissions, coun-
cils, or other units under the jurisdiction of the
port. Both paid and non-paid individuals should
be included, in addition to all employees.

Insurance policies are written on a claims-made
basis. Insurance protection is determined by the
date of the claim for claims-made policies sub-
ject to a retroactive date which limits claims to
events happening after that date.

Employment Practices Liability

In addition to Public Officials liability, a risk man-
agement program should include coverage for
Employment Practices liability. It is a line of in-
surance for one of the fastest growing litigation
threats to employers. Employment Practices
liability (EPL) extends coverage for the perils of
sexual harassment, wrongful termination, dis-
crimination, failure to promote, breach of
employment contract, and similar actions. EPL
insurance is a product that was created in the
late 1980s as a result of expanded civil rights
laws, including federal employment acts such as
American with Disabilities Act (ADA), Civil
Rights Act (CRA), Age Discrimination in Em-
ployment Act (ADEA), Equal Pay Act (EPA),
Family, Medical Leave Act (FMLA), etc.

EPL cases typicaily involve charges of economic

" damages as well as emotional distress, humilia-

tion, damage to reputation, mental anguish, etc.
A Commercial General Liability (CGL) policy is
not intended nor designed to pay claims for
these EPL type exposures. CGL policies typi-
cally have a broad exclusionary endorsement for
employment practices claims. Risk managers
should review their CGL and Public Officials Li-
ability policies and are encouraged to obtain
their insurer's position regarding these types of
claims. Many Public Officials Liability policies
are silent as respects to EPL perils or will have
specific exclusions that can be deleted. A port’s
Human Resource Department should be kept up
to date concerning labor laws, and employee
handbooks should contain port policies regard-
ing employment related issues, ie., anti-
discriminations policy, sexual harassment policy,
substance abuse policy, etc. Good employment
practices will help reduce potential losses.
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Given various limitations and exclusions in other
liability policies, a stand-alone EPL policy should
be considered. EPL is a relatively new line of
insurance, and coverages offered by insurers
vary with some providing broader coverages
than others. Some advantages of having a
stand-alone EPL policy include an independent
limit of liability {does not need to be shared) and
a broad definition of covered wrongful acts.
Most insurers will cover administrative, civil,
criminal, arbitration, and Equal Employment Op-
portunity Commission (EEOC) proceedings.
Careful consideration should be given to defini-
tions, terms, conditions and exclusions, who is
an insured, is the entity covered, what are the
claim triggers, what are the specified perils, de-
fense costs, deductibles and exclusions.
Punitive damages are normally excluded but can
be included usually at an additional premium. It
is highly recommended that punitive damages
be included.

Loss prevention practices, including well-written
policies and procedures, are the best means of
both controlling and defending these claims.

POLICE PROFESSIONAL LIABILITY

Those ports that operate their own police de-
partment or harbor patrols to enforce applicable
laws and regulations on port facilites are ex-
posed to a loss exposure that may not be
adequately covered or maybe excluded in gen-
eral liability policies. The loss exposure is
greatest for ports that operate detention facilities
and that have employees with full arrest author-
ity. Of course, a police professional liability
exposure does not exist for those ports which do
not operate a police department.

Policy Forms

A police professional liability policy should opti-
mally cover all liability arising out of law
enforcement activities including bodily injury,
property damage, false arrest-detention, mali-
cious prosecution, libel-slander, wrongful
entry/eviction, assault-battery, Section 1983
violation of civil rights under color of law, other
discrimination, inmates property loss, inmate vs.
inmate fights, and intra-employee claims. Cov-
erage for police professional liability is written on
either a claims-made or occurrence basis.

UMBRELLA LIABILITY

One of the most important policies carried by
any port is its umbrella liability policy. This pol-
icy provides protection for catastrophic liability
loss exposures. An umbrelia liability policy
serves as a blanket over many primary liability
policies. It may provide excess insurance pro-
tection for general liability, terminal operators
liability, auto liability, public officials liability, po-
lice professional liability, and employer's liability
coverages. An umbrella liability policy may also
go a step further and provide broader insurance
protection than is provided by the primary poli-
cies. This is accomplished through broad
insuring language.

There are no standard industry forms. This ne-
cessitates an evaluation of every umbrella
contract. The policies may exclude.employee
injuries, failure to perform a contract, nuclear
damages, long-term pollution, asbestos, em-
ployee benefit plan fiduciary liability, war, and
responsibility for property of others in your cus-
tody.

Umbrella liability policies may be confused with
pure excess liability policies which provide pro-
tection over a specific liability policy. As
mentioned previously, an umbrella liability policy
may provide broader protection than the primary
coverages. Where an umbrella liability policy
provides broader protection than the primary
coverages, an insurer will require that a port as-
sume the first portion of any ioss. Usually the
lowest minimum retention is $10,000.

Extension and Modifications to
Coverage

Conversely, umbrella liability policies may not be
as broad as the port's primary liability policies
because of differences of policy language be-
tween the umbrella and underlying liability
policies. To assure that the umbrella provides
coverage at least as broad as that of the under-
lying policies, following form (policy language) or
as-broad-as primary endorsements (add-ons)
have been developed for umbrella policies.
Representative language may be similar to:

“As respects the underlying insurance iden-
tified herein, this insurance shall apply to
any loss for which the underlying insurance
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has been maintained. Where no underlying
insurance exists or where terms, conditions,
and limitations of the umbrella are broader
than the underlying insurance, the umbrella
will apply based on its terms, conditions, and
limitations.”

An umbrella liability policy will include a sched-
ule of all underlying insurance policies. A port's
risk manager should make sure that the infor-
mation included in the schedule is correct and
that all applicable liability policies are listed. Itis
also important that the primary insurance poli-
cies have the same anniversary date as the
umbrella liability“policy. When different anniver-
sary dates exist between the underlying policies
and the umbrella. policy, a gap in protection can
arise. This can occur when the aggregate liabil-
ity limit of a primary policy is exhausted and
some of the losses making up the aggregate do
not fall within the policy of the umbrella because
the primary and umbrella policies have different
anniversary dates. The umbrella insurer could
refuse protection since the primary policy has
not exhausted the aggregate liability limits within
the policy term of the umbrella. To avoid this
potential conflict, anniversary dates of all poli-
cies should be made concurrent. If it is not
possible to have the anniversary dates of all the
policies the same, the umbrella policies should
include a non-concurrent endorsement.

The cost of attorney’s fees and other costs as-
sociated with a liability claim can be substantial.
Consequently, a port should make sure that
adequate defense coverage is provided within its
umbrella policy. First dollar defense coverage
should be provided where there is no underlying
insurance and excess defense coverage should
be provided on claims involving both primary
and umbrella coverages.

The umbrella policy should include the provision
that, in the event of exhaustion of the primary
aggregate limits, the umbrella will drop down to
apply as primary insurance.

MARINE INSURANCE

While the principals of marine insurance are the
same as those of the more familiar property and
casualty insurance coverages, customary prac-
tices, terminology, and policy forms differ
substantially. The objective of this discussion,

therefore, is to introduce the reader to some of
the terminology and more important coverage
points.

It is customary that insurance for a port is pro-
vided under Marine forms tailored to merge land
exposures and marine exposures.

Coverage Forms

Over the years, insurers have developed a num-
ber of policy forms and amendatory provisions to
cover the particular needs of an insured or group
of insureds. These policies are based on ocriginal
Lioyds General Forms. The provisions of these
forms could be made to apply to either ship or
cargo by the addition of specific terms or provi-
sions. Coverages for port operations were
added to create a package of coverages for the
exposures of a port commonly referred to as
Ports Liability or Terminal Operators Liability.

The coverages, most common to a Port Pack-
age, which can be purchased singly or in
combination, include:

Commercial General Liability

Covers “on-land” operations and exposures not
including watercraft.

Protection and Indemnity

Covers the operation of watercraft by a port.
Coverage includes: 1) bodily injury liability in-
cluding passengers, Vvisitors, stevedores, or
others on vessels in addition to third parties; 2)
property damage liability including the cost of
raising, destroying, or removing a wreck if
deemed to be a hazard of navigation; 3) negli-
gent damage to cargo; and 4) fines or penalities
for violation of the law. Additionally, coverage
can be extended to cover liability for transporta-
tion, wages, and maintenance and cure for
injured masters and members of a ship’s crew.

Wharfingers Liability

Covers a port's obligation to provide safe ber-
thage for a vessel moored at port-provided
docks, wharves, or piers. This obligation in-
cludes safe approach and departure. Certain
liabilities can be contractually transferred to oth-
ers such as a tug boat operator, tie-down
contractor, pilot contractor, stevedoring com-
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pany, and even a vessel owner. However, the
ultimate responsibility is the port's necessitating
insurance protection.

Stevedores Liability

Covers a port's liability arising out of loading or
unloading a vessel and moving goods.

A landlord port will have, at worst, a vicarious
liability as the owner of the port facilities. De-
fense coverage is the most important aspect of
coverage in this situation.

An operating port may or may not provide steve-
dore services directly. Stevedores may be
employees of a port or hired under contract with
a stevedoring company.

in either case, liability for losses caused by “un-
seaworthiness” of a vessel should be
contractually imposed on the vessel owner and

not accepted by a port. For stevedore subcon-

tractors liability should be contractually
transferred to the subcontractor via hold harm-
less wording.

Warehouseman’s Legal Liability

Covers the legal liability of a warehouseman
(bailee) for lost or damage to property in its care,
custody, or control. A port that stores goods for
customers has the legal status of a bailee for
hire. A port can be held liable for the disappear-
ance or destruction of goods in its custody if it
can be proven that the port was negligent.

The warehouseman’s legal liability policy pro-
vides protection if the port is held legally liabie
for lost or damaged goods. This policy provides
broad protection for goods stored in specified
_port locations. Coverage applies to the property
of port customers only for the account of the
baifor (port). Thus, port property is not covered
and liability must be proved before an insurer will
make a claim payment. Defense is included in
the policy coverage.

When evaluating a port's loss exposures in
terms of the warehouseman’s legal liability, an
insurance underwriter will look for favorable loss
experience, qualified personnel, good facilities
and equipment, and reputable clientele. Insur-
ance coverage is usually written subject to a
deductible to eliminate high frequency/low se-
verity claims.

Pilots Liability

Covers loss exposures to a port that provides
pilots to vessels entering and leaving the port.
Coverage includes Bodily Injury and Property
Damage liability including damage to the vessel.

The basic policy form excludes “Loss of Use” of
the vessel while undergoing repairs. Coverage
can be extended to do so and it is strongly rec-
ommended that the coverage extension be
added.

- Towers Liability or “Tugboat” Insurance

Covers loss caused by negligence from the op-
eration of a tugboat that causes damage to a
vessel under “tow.” Coverage is normally added
to the insurance on the vessel rather than to the
Terminal Operators policy. However, this should
be included as a part of the “package” of cover-
ages for a port.

Hull iInsurance

Covers loss from physical damage to a vessel
owned by a port.

Over the years, as vessels became more so-
phisticated and specialized, the definition of
“hull” expanded to include propulsion systems,
boilers, machinery, refrigeration systems, and
other mechanical equipment on board. Cover-
age can be extended to include provisions and
stores used in the operation of the vessel.. Cov-
erage for cargo and personal effects of crew or
passengers is not included.

Coverage is “All Risk” including collision with
another vessel and can cover either hull or ma-
chinery or both combined. Blanket combined
coverage is recommended.

The limit of insurance is normally on a valued
basis with a stated amount in the event of a total
loss. Replacement Cost is available for newer
vessels.

Hull policies are always written on a deductible
basis subject to either a flat dollar amount or
“franchise” percentage. WUnder a franchise de-
ductible the vessel owner is responsible for
100% of losses less than the franchise amount.
Losses exceeding the franchise amount are paid
by the insurer as if no deductible applies.
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Three (3) policy forms are available:

1) “Construction Risks,” which is similar to
Builders Risk insurance but which includes
loss during launch and sea trial.

2) “Port Risks,” which includes operations only
while within the navigation limits of the port.

3) “Navigation Risks,” for operations within the
agreed navigation limit, e.g., “within the Port
and Gulf of Mexico and Ports therein.”

Railroad Liability

Covers the operations of port owned railroad
facilities. Exposure in this area of operations will
vary substantially from port to port. Some ports
have no railroad operations, others may have a
switching, loading/unloading operaticn, and stil
others may operate a short line railroad.

In any event, railroad operations present an
added exposure to loss anywhere from crossing
safety requirements to damage to railroad cars
and cargo. Also, if considered operating "in fur-
therance of interstate commerce” employees
may be subject to the Federal Employers’ Liabil-
ity Act (FELA).

Coverage for FELA is not included in a standard
workers' compensation policy and must be spe-
cifically added.

Benefits available under FELA are potentially
very generous. They can include lost wages,
medical expenses, estimated future earnings,
and pain and suffering. Awards are determined
in the tort system and based on comparative
negligence. Because these tort-based recover-
ies are usually larger than the no-fault workers’
compensation benefits, the FELA premium rates
are substantially higher than workers' compen-
sation rates.

The effect of a port tariff, statutes exempting port
employees, or court rulings should be consid-
ered in determining the need for FELA coverage
for railroad employees.

ENVIRONMENTAL LIABILITY

Background -~ For the last 30 years, the insur-
ance industry has been attempting to find a
solution to covering or not covering liability for

losses caused by pollution and contamination
events.

Adverse court decisions under general liability
and umbreila liability policies resulted in the first
steps to limit coverage for events deemed unin-
surable under standard rate structures, if at all.
The so-called “D,"” “E,” “Z" exclusions were intro-
duced to eliminate liability for the oil industry
perils of explosion, blowout, and cratering of
wells.

Continued court decisions held that, in the ab-
sence of an exclusion, each policy in force
during a period of gradual pollution covered the
ultimate loss on a pro-rata basis. This led to the
introduction of a Gradual Pollution Exclusion in
1973.

The interpretation of this exclusion varied widely
from federal to state courts and even between
state jurisdictions. In some, the exclusion was
upheld, in others discovery was held to be the
occurrence and thus covered.

An inevitable result of the chaos within the
courts was the development of an Absoiute Pol-
lution Exclusion in the mid-1980s. At the same
time, exclusionary wording for asbestos and lead
paint exposures was added because neither was
defined as a pollutant or contaminant by the En-
vironmental Protection Agency (EPA).

Current Status — Increased scientific knowledge
of exposures, risk, and insurance needs has led
to the emergence of specialized underwriters
and insurance coverages to meet virtually every
need in the area of pollution risks.

Also, the EPA’s 1995 Brownfields Action Agenda
created a partnership relationship between the
responsible government agencies and property
owners, operators, sellers, buyers, and commu-
nities replacing the old adversarial means of
doing business.

Stated simply “Brownfields” is an attempt to ap-
ply uniform standards to contaminated sites for
the purpose of encouraging clean-up and rede-
velopment. Instead of remediation to original
conditions, “Brownfields” allows a standard of
intended use that can dramatically reduce clean-
up costs and liability exposures.

A menu of the products and services available
through one or more insurers would include:
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» Contractors Pollution Liability

- Consulting, Engineering and Design Profes-
sional Liability

« Fixed site clean up costs and third party li-
ability (can include Business Interruption,
Loss of Rents, or Rental Value for owner)

» Storage Tank Liability
« Restoration Cost Stop Loss (Per Project)
a) Excess of Retention

b) First dollars utilizing funded captive re-
insurance

Note: Investment income and unused funds
belong to the insured party under b) above

« Analytical Laboratories Errors & Omissions
« Transporter Pollution Legal Liability
« Waste Treatment Pollution Legal Liability

. Property Transfer Liability, Clean Up, Busi-
ness Interruption, and Extra Expense

« Brownfields Restoration/Development Li-
ability, Clean-Up Costs including Stop Loss,
Business Interruption

« Creditor Reimbursement inciuding Collateral
Value Loss Reimbursement

« Pollution Event Crisis Management
« Crisis Management Procedures Audit

« Crisis Management Response Simulation
and Assessment

Additional coverages and services are available
on a tailored basis to meet specific needs or
unique situations. The above iist is only a sam-
pler. Increased  competition, exposure
knowledge and experience have made the cur-
rent environmental risk marketplace quite
responsive to buyers’ needs.

WORKERS' COMPENSATION

The objective of workers’ compensation statutes
is to assure the payment of medical expenses
and prescribed wage replacement for employees
injured in work related accidents. The laws of

governing jurisdictions vary considerably in
content and’ scope, however, all center around
the concept of statutory medical and wage re-
placement (compensation) to injured employees
regardless of fault.

Workers’ compensation statutes, in addition to
establishing the benefit levels for injured em-
ployees, are designed to ensure that employers
are financially able to meet workers’ compensa-
tion obligations. Generally, this is accomplished
through requirements that employers either pur-
chase insurance from a commercial carrier or
qualify with the governing jurisdiction as a self-
insurer. In Nevada, North Dakota, Ohio, Wash-
ington, West Virginia, Wyoming, Puerto Rico,
and the Virgin Islands, monopolistic or state ad-
ministered funds have been established. In
these jurisdictions, if an employer is not permit-
ted or cannot qualify as a self-insurer, it must
purchase insurance from the monopolistic fund
since commercial insurance is not permitted. -

Policy Form and Coverage

The basic workers' compensation policy consists
of two parts: :

Coverage A — Workers' Compensation: Under
this part, the insurer agrees to pay all benefits or
obligations falling within the workers’ compensa-
tion statutes of specified state jurisdictions. This
coverage is probably the only insurance contract
which does not contain a maximum limit of liabil-
ity.

Coverage B — Employers’ Liability: Under this
coverage part, insurance is provided for the
claim of employees that do not fall under the
workers' compensation statute. Coverage is
limited to those states which are designated in
the policy. This section contains specific limits
of liability. The standard limits are:

Bodily Injury by Accident — Limit/Accident — $100,000
Bodily Injury by Disease — Policy Limit — $500,000
Bodily Injury by Disease — Limit/Employee - $100,000

However, higher limits are available. Umbrella
policies will provide coverage in excess of pri-
mary employers’ liability limits.

Coverage C — Other States Insurance — The
policy is issued listing one or more states, under
item 3A of the Declarations Page, in which em-
ployees of the port are working. The part of the
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policy, item 3C, enables the port to have auto-
matic insurance coverage for new operations in
the states listed in this section. Suggested
wording for item 3C to assure most comprehen-
sive coverage: “States of the United States
except those listed in Item 3A above and in ND,
NV, OH, WA, WV, WY.” Note your responsibility
to advise the insurer at once if you begin work in
any state listed in item 3C.

In addition, the basic policy provides for the in-
surer to undertake the legal defense of any suits,
even if fraudulent or groundless, and to pay all
expenses in connection with defense of a claim.

Extensions of Coverage

Voluntary Compensation Endorsement

In certain jurisdictions, not all classes of em-
ployees fall within the Workers' Compensation
Act. Also, certain states do not require employ-
ers to carry coverage where only a few
employees exist. Constantly changing compen-
sation statutes make it difficult to stay completely
up-to-date on potential loss exposures not cov-
ered under the law. It is possible to provide
coverage for this exposure by attaching a Vol-
untary Compensation Endorsement to the policy.
Coverage can be extended to either a particular
class of employees by designating the class or
to all employees of the port. ‘

Since an injured employee not covered by the
compensation act may have no recourse other
than to sue his employer, the voluntary compen-
sation endorsement can be advantageous by
avoiding litigation.

The policy excludes coverage for the monaopolis-
tic states of ND, NV, OH, WA, WV, and WY. In
those states, if the employment is such as to be
subject to the compensation act, coverage must
be purchased from the state fund. Coverage
from the state fund, however, normally do not
provide employers’ liability coverage. Since the
employers’ liability coverage of the standard
policy only extends to states designated in the
contract, a potential uninsured exposure exists.
This is not a serious area of concern for most
ports since the exposure may be eliminated by
extending the employers’ liability coverage of the
policy to cover all states including monopolistic
states: or, if the insurer is unwilling to grant this

extension, “stop-gap” coverage can be secured
under the general liability policy.

In Rem Endorsement

In non-marine losses, any action taken by an
injured employee or third party would be filed
against the person or organization causing the
injury. In marine liability, however, a master or
member of the crew can bring a claim against
the vessel from which the loss occurred as if it
was an entity unto itself.

If an action is filed against the vessel, it can be
seized regardless of registry or ownership until
the claim is resolved. Due to court backlogs,
resolution of a claim may take considerable time
during which the vessel could sit idle. To prevent
the vessel from being seized and possibly idled
for a considerabie period of time, a port can en-
dorse its workers' compensation policy with an
“In Rem” Endorsement. This endorsement pro-
vides that such an action would be covered as if
against the port and not against the vessel.

Workers’ Compensation Acts

In addition to workers’ compensation obligations
imposed by state statutes, ports may be subject
to workers' compensation obligations created by
Federal statute. Specifically, ports may be sub-
ject to workers’ compensation claims under the
U.S. Longshore and Harbor Workers’ Compen-
sation Act (USL&H), the Jones Act, or the
Federal Employers Liability Act.

U.S. Longshore and Harbor Workers’
Compensation Act

This federal act provides statutory benefits for
employees engaged in maritime employment
including longshoremen, harbor workers, ship
repairers, and boat builders from injuries occur-
ring on the navigable waters of the United States
including adjoining piers, wharfs, dry docks, ter-
minals, marine railways or other adjoining areas
customarily used by an employer in unloading,
repairing or building a vessel. On average,
benefits payable under this Act are substantially
higher than those under state compensation
acts. While political subdivisions are specifically
exempt under USL&H, some ports have voiun-
tarily become subject to or pay the same benefit
levels as specified in the Act due to negotiated
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labor contracts. In addition, ports may be sub-
ject to the contingent-liability of contractors and
others who fail to maintain appropriate insurance
coverage for their employees. Standard work-
ers’ compensation policies do not extend to
obligations created by federal acts. Coverage
can be obtained under the standard policy, how-
ever, by the addition of a U.S. Longshore and
Harbor Workers' Compensation Act Endorse-
ment.

Jones Act

This federal act specifies the rights of American
sailors, masters, and members of crews for inju-
ries sustained in the course of their employment.
Unlike state workers’ compensation statutes, this
Act does not provide statutory limitations for inju-
ries or medical benefits. It is a negligence type
of act without restrictions to recovery from the
employer. Ports may be subject to the provi-
sions of this Act when police, fire, maintenance,
or other vessels are operated by the port. Cov-
erage for this exposure can be provided by one
of several methods. The normal and most
common method is to insure the exposure under
a protection and indemnity policy (P&l). For a
further discussion on this policy, see the discus-
sion under Marine Insurance. Insurance for this
exposure can aiso be provided under the Em-
ployers’ Liability Coverage B of the standard
workers’ compensation  policy  attaching
“Amendment to Coverage B Endorsement-
Maritime.” This endorsement broadens the ter-
ritorial limits of the policy and permits separate
limits for maritime exposures. Coverages can
also be provided in a voluntary compensation
endorsement which is amended by the addition
of an “Amendment of Voluntary Endorsement —
Maritime Coverage”.

Federal Employers’ Liability Act

This federal act specifies the rights of interstate
railroad employees. Like the Jones Act, it does
not provide statutory limitations for indemnity or
medical benefits. It is a negligence type of act
that does not restrict the recovery from an em-
ployer.

Ports subject to this exposure can obtain cover-
age under the standard workers’ compensation
policy by specific endorsement and reporting of
appropriately classified payrolls. Because this is

a negligent act, without statutory benefit level
provisions, the $100,000 limit for employers’ li-
ability coverage found in the standard workers’
compensation policy should be increased either
to $500,000 or $1,000,000 and applying the
port's umbrella policy as excess insurance pro-
tection. Voluntary Compensation coverage is a
valuable supplement which may avoid litigation
by making statutory workers’ compensation
benefits available on a “no-fault” basis.

MISCELLANEOUS INSURANCE
COVERAGES

Management Information
Systems (MIS)

MIS equipment plays an integral role in manag-
ing and coordinating the operations of ports
across the country. While limited coverage is
available under standard property and boiler and
machinery policies, the unique, specialized and
critical nature of MIS functions makes the pur-
chase of specific insurance coverage advisable.

Speciai MIS insurance is available to protect a
port from: '

« Physical damage to or destruction of hard-
ware, media, and data.

« Extra expense involved in utilizing alterna-
tive facilities," emergency repairs to damaged
facilities, additional personnel, overtime
wages to resume or sustain MIS operations.

o The cost of recapturing or reproducing lost
data.

» Loss of business income resulting from in-
terruption of MIS operations.

Coverage is available on an “all risk” basis in-
cluding electrical breakdown. The risk manger
will have to consider a number of factors.

« In selecting the limit for physical damage,
the purchase price of owned equipment
shouid not be used because it may be insuf-
ficient to cover the cost of prudent upgrading
in view of technological advancements or
the unavailability of identical equipment.
The confract obligations for leased equip-
ment will determine the appropriate limit,
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which may exceed the purchase price or
current market value of the equipment in-
volved.

» Estimates of all costs of operating at alter-
native facilities for the period of time
required to rebuild present facilities would be
the measure of Extra Expense limits.

. If adequate periodic duplication of data is
practiced and the duplicate copies are
stored off premises, the reproduction costs
should be minimal. However, if some data
must be reconstructed from source docu-
ments, material expense could be involved.

. The determination of an adequate limit for
loss of business income will require the
combined efforts of operations, MIS, and fi-
nancial personnel.

Risk management action before a loss can play
a major part in minimizing the loss arising from
interruption of MIS operations. Pre-loss plan-
ning for the use of an off premises “hot site” or
reciprocal agreements with local organizations
having compatible equipment to allow use of
facilities during non-working hours are practical
loss mitigation actions. Daily or weekly duplica-
tion of computer data for safe storage at an
appropriate off premises site will minimize re-
capture and reconstruction functions. Periodic
reevaluation of potential business interruption
from loss of MIS operations will assure adequate
limits for this exposure.

Non-Owned Aircraft

Most ports do not own aircraft. However, a con-
tingent liability exposure does exist if a port
charters aircraft for port sanctioned trips. While
coverage carried by the aircraft owner is pri-
mary, a port could be joined in a suit with the
owner as a result of the operation or use of the
aircraft. Non-owned aircraft liability coverage is
excluded from primary general liability policies.
Many umbrella liability policies exclude coverage
for aircraft owned or chartered by or on behalf of
the insured. Coverage is further excluded for
employees who operate an aircraft in the course
of their employment.

A port can purchase a primary non-owned air-
craft liability policy to protect itself from this loss
exposure. The umbrefla carrier may then be

willing to amend its policy to include this expo-
sure so as to provided added limits of insurance
protection. A final alternative is to attempt to
amend the port's umbrella liability policy to re-
spond to all non-owned aircraft claims,
regardless whether or not there is primary cov-
erage. This alternative, of course, would make
the port responsible for the umbrella’s retention.
Because of the catastrophic nature of this loss
exposure, it is important that ports subject to
non-owned aircraft exposures secure insurance
protection through one of the alternatives dis-
cussed.

Special Events Liability

From time to time, a port will sponsor activities
or make port facilities available to individuals or
organizations for events not usual to a port's
operations. The events can include parties,
outings, special tours, or off-site activities, such
as golf outings, employee outings, boat charters,
sporting events, etc. Underwriters accept cer-
tain activities as normal to a port's operations,
but will treat others as unacceptabie or beyond
the scope of accepted risk for which premium
has been charged. '

There are two options available to a port to han-
dle these situations. First, to have the port's
policies endorsed to specifically grant coverage
or, second, to purchase a special events policy
to insure an event outside of existing coverage.
The latter insulates existing insurance from
losses which could adversely affect future cov-
erage and pricing. Also, coverage not otherwise
available under existing policies can be ob-
tained, i.e., hole-in-one insurance, athletic
participants accident insurance.

Under special events policies, coverage can be
specific, limited in time, place and amount with
premium charged for the event only. Blanket
insurance for a facility or types of events occur-
ring with some regularity is also available at pre-
agreed rates, limits, deductibles, etc.

It is recommended that the purchase of special
events insurance be weighed against the future
effect on existing insurance if the risks arising
from special events were to be included as
“usual operations.”
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In any case, both the port and the sponsoring under insurance policies covering special
organization(s) should be named as insureds events.
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INTRODUCTION

Present day conditions necessitate emergency
planning. After identifying hazards and risks, an
agency should prepare an Emergency Opera-
tions Plan (EOP) outlining employee procedures
to foliow before, during, and after an emergency
that may involve any identified hazards.

An EOP:

« Provides for health, safety, and welfare of
people.

e Provides for business continuity.
» Helps maintain essential services.
e Saves money.

* Provides for a systematic way of responding
to an emergency situation.

e Meets legal requirements.

Without an EOP, response to an emergency re-
sults in chaos, organizational survival is
threatened, and recovery is nearly impossible.
All of which may lead to economic disaster.

PLAN DEVELOPMENT

The EOP should be comprehensive. It should
cover all aspects of emergency management
and all types of emergencies. As recommended
by the Federal Emergency Management Agency
(FEMA), the EOP should grow out of a planning
process conducted by a planning team. This
team should include representatives from all di-
visions/sections of your agency.

It is recommended that your EOP be organized
into three basic components. They are:

e Basic Plan. Serves as an overview of your
agency's approach to emergency manage-
ment, including broad policies, plans, and
procedures.

CHAPTER 7: EMERGENCY MANAGEMENT PLANNING

e Annexes. Supports your Basic Plan and is
carried out by functional annexes that ad-
dress specific activities critical to emergency
response and recovery.

e Appendices. Hazard specific appendices
support each functional annex (as neces-
sary) and contain technical information,
details, and methods for use in emergency
operations.

Furthermore, FEMA recommends four phases of
comprehensive emergency management be
used in developing your emergency plan.
Briefly, they are:

e Mitigation. Identifying, eliminating, or re-
ducing a hazard before the disaster occurs.

* Preparedness. Training, developing plans,
and providing communication and warning
systems.

o Response. Activities following an emer-
gency or disaster.

» Recovery. Short term and long term recov-
ery continues until all systems return to
normal.

PLAN CONTENT

Following is a recommended guide for topics
that may be included in your emergency plan. It
is recognized that each organization is unique
and may vary from this guide. This guide is in-
tended to be an aid in developing and
maintaining an emergency operations plan.

« Statement of Purpose (provides guidance
and prepares employees to respond prop-
.erly when a disaster strikes).

e Statement of Obijective (provide for the
safety of employees and the public, and then
to restore operations back to normal as
quickly as possible).

o Executive Director (powers and duties).

e Succession of Authority.
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« Mobilization of Resources.
o Employee Responsibility.
e Division/Section Functional Responsibility.

e Procedures for Communicating with and
instructing Empioyees.

e List of Essential Classes/Positions.

e Procedures for . Recalling Essential

Classes/Positions.

e Reporting Locations (Operations Center,
Alternative Worksite).

e Resource Inventory (Personal Skills, Equip-
ment, and Supplies).

e« Emergency Management (Incident Com-
mand System).

e Training and Exercises.
e Vital Records Management
e Evacuation Procedures (Building and Area).

s Recovery and Reconstruction (Damage As-
sessment, Documentation, and Funding).

The above mentioned items are recommended
guidelines only. Each EOP should be developed
around your own organization's objectives, mis-
sion, and needs.

Recommended documents that provide emer-
gency planning and emergency management
guidelines can be found under Reference Books
and Periodicals (pages A—19 and A--20) in Ap-
pendix A.
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CHAPTER 8: PORT SECURITY PLANNING

PORT SECURITY APPLICATIONS
OF SYSTEMIC RISK ANALYSIS

A comprehensive security risk analysis for port
and marine intermodal freight movement can
enhance the ability of port security managers to
execute their risk management responsibilities.
It is an important tool for documenting, monitor-
ing, and assessing the impact and effectiveness
of the security systems and crime countermea-
sures implemented throughout every phase in
the shipping cycle.

Effective port security planning can result in the
development and impiementation of measures to
reduce port vulnerabilities. Recognition of po-
tential vulnerabilities must precede development
of appropriate countermeasures. Port security
management must be capable of ascertaining
the nature and magnitude of all foreseeable se-
curity threats to the port's operations.
Consequently, a comprehensive security survey
and risk assessment is the first task in the proc-
ess of establishing an effective port security
regime.

Risk Assessment

The security of a maritime cargo shipping cycle
- from the product producer at the source to the
consignee at the destination — can be assessed
by examining its vulnerabilities in comparison to
the threats it faces (e.g., cargo theft, drug smug-
gling). The quality of the security standards and
practices can be measured in relation to in-
tended outcomes by analyzing, documenting,
and rating the operational methods of individual
shipping and transport facilities, installations,
and activities.

Risk Management

Alternative courses of action for controlling risks
can be selected by processing the information
derived from the risk assessment. The opera-
tional flows of the system can be modeled using

plausible scenarios to identifying vulnerable
transaction points in the shipping cycle and de-
termining root causes of risk (e.g., lax security in
freight forwarding operations). This process
continues to formulate preventive actions and
execution of an implementation plan. By taking
a systemic approach, anti-crime security can be
implemented, made accountable, and auditable
for an entire freight transport system or even
international trade corridor to ensure secure and
profitable freight movement.

This chapter represents a brief outline relating to
a subject on which much has been written. It is
provided only as another area the risk manager
should address.

The risk management process should include
the planning and development of port security. It
is an integral facet of the port risk management
process. The port security mission is to prevent
or minimize injuries to personnel, damage to port
property, loss of cargo due to criminal activity,
terrorists, or disgruntled employees.

SECURITY ISSUES

All too often ports are concerned only about
risks or threats that exist at their port without
taking into consideration the activity occurring in
nearby or distant ports, which could have an ad-
verse impact on the port. A seaport, by the
nature of its business, is a microcosm of the
world. Ships travel daily loading, transporting,
unloading their cargo from port to port, thereby
contributing to the globalization of free trade. As
such, world problems can become problems for
the port.

Ports generally have certain countries and ship-
ping lines that engage in interstate and
international trade. As such, if the shipping line
is experiencing losses from employees or crimi-
nal activity, these problems can soon become a
problem for the port. Likewise, personnel in the
ships crew could be part of an organized crime
group who engage in criminal activity, trans-
porting stolen goods, drugs, money from one
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port to another, as well as from one country to
another.

In addition to these losses, ports and shipping
lines face assessment of severe financial penal-
ties from government agencies for failure to take
strong measures to prevent such occurrences.

It is important for risk managers to be current on
security issues in the countries their port is
serving and to be knowledgeable of any criminal
activity surrounding shipping companies serv-
iced by their port. These issues could easily
transfer to the port if proper security measures
are not in place. -

RISKS/THREATS

Port risk managers face a myriad of risks and
threats. They manifest themselves in forms of
cargo theft, smuggling of narcotics and currency,

terrorism, piracy, stowaways, labor unrest, as.

well as hijackings. Increasingly cargo theft and
the smuggling of narcotics and currency are a
growing problem generating significant revenue.
Organized criminal gangs, some of whom are
multinational and operate in several ports lo-
cated in a number of countries, may commit
these acts. '

They target high priced items, such as comput-
ers, fashion design clothing, perfumes, and
liguor, which are easily sold in the underground
distribution network and difficult for law enforce-
ment to trace.

It is not uncommon for the gang to have a “plant’
inside the port or shipping company with access
to shipping information. These gangs have dem-
onstrated the ability to shift to other ports in
continuance of their criminal enterprise when
security measures are enhanced at the port in
which they currently operate.

Terrorists have used the sea lanes to illegally
transport weapons and explosives to terrorist
groups in other countries. There have also been
incidents where hoax bombs and bomb threats
have been directed at a port and ship. These
actions were perpetrated in connection with an
extortion scheme and for general disruption of
port operations. In both instances, port opera-
tions were disrupted for a significant period of
time.

PORT SECURITY PRE-PLANNING

In development of a port security plan, the port
size, content of product and services within the
port perimeter must be taken into consideration.
When designing your plan, it should reflect feed-
back not only from the Port Director's office,
Directors’ of Operations and Security, but also
consultation with the U.S. Coast Guard (Captain
of the Port); U.S. Customs; Directors’ of Plan-
ning, Facilities, and Vendor Operations; General
Counsel; and emergency service providers (local
law enforcement, fire service, and medical).

Discussion should also be conducted with ship-
ping companies and vendors operating on and
off the port, who are either serviced by the port
or service the port. Their perspective of issues
to be addressed should be solicited.

These individuals and groups wiil have valuable
information that will provide for a comprehensive
and integrated security plan, encompassing port
and vendor operations as well as regulatory
compliance.

DEVELOPMENT OF A PORT
SECURITY PLAN

Prior to developing a port security plan, a com-
prehensive physical security survey should be
conducted, identifying the port vulnerabilities,
assessing risks and threats, and offering meth-
ods to mitigate these issues. Such a survey will
result in @ more cost effective and efficient secu-
rity plan. The plan should address current as
well as future security issues that could arise.

All too often ports address current problems,
failing to identify future threats, resuiting in re-
duced efficiency, increased cost, and most
probably providing a solution that does not in-
terface with the previous plan.

it is recommended that risk managers develop
their plans utilizing a five-step process: assess-
ment, field interviews, physical survey, internal
review, and issuance of a formal report.

Assessment

The assessment process includes a detailed
briefing from:
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o The Port Director’s office

o Directors’ of Port Operations, Security,
Planning, Facilities, and Vendor Operations

« U.S. Coast Guard
« U.S. Customs
+ General Counsel

« Emergency service providers such as local
law enforcement, fire, and medical services

This briefing level is important to determine what
they perceive as problems and vulnerabilities,
identification of future port operational plans and
expansion, and identification of personne! for
field interviews.

Field Intgrviews

The second step, field interviews involves:
+ In-depth interviews of key personnel
« Detail descriptions of their responsibilities

- Perception of issues and vulnerabilities.

It has been found that perceptions of issues and
vulnerabilities change the further down the man-
agement level we proceed.

Physical Survey

In the physical survey step, an actual on-site
evaluation is conducted to assess:

« perimeter security
» access/egress control
« review of facility security systems

« management information systems which
house shipping data

« security personnel

It is important to evaiuate perimeter lighting,
closed circuit television (CCTV) coverage, alarm
systems, and access control to the management
information systems (MIS) system containing
shipping information. In addition, the communi-
cation systems must be assessed to determine if
timely information can be transmitted to security
forces, to alert them of occurrences within the
port, outside the port, and with other pertinent
ports.

Furthermore, a risk assessment of the sur-
rounding physical environment and criminal
activity should be conducted.

Internal Review

The internal review should consist of:

+ Reviewing and evaluating current physical
security manual/plans and operations

o Assessment of crisis management and
emergency management plans to mitigate a
security or fire emergency

« Areview of business operations

The last process should be preparation of a for-
mal report, either verbal or written, or both. This
will be important in documenting your port vul-
nerabilities, assessing risk, and outlining
methods to mitigate risk. The report will be your
justification for funds to address the identified
problems.

SUMMATION

As you develop a port security plan, ensure that
it is comprehensive, methodical, and identifies
not only current problems but also projects into
the future. When developing the plan, remem-
ber it is better to be pro-active than reactive.
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APPENDIX A: RESOURCES

GLOSSARY OF INSURANCE TERMS AND COVERAGES

Accounts Receivable. Protects sums due you
that become uncollectable because of damage
or loss of records or accounts as well as cost to
reproduce information lost or damaged by an
insured peril.

Additional Persons Insured. Automatic
coverage for any spouse of a partner arising out
of the activities of a partnership and for any
employee while acting within the scope of his or
her duties.

Advertising Injury Liability. Protects from liability
arising out of advertising activities. (Not

intended for a firm that is in the business of
advertising, broadcasting, publishing or
telecasting).

Aircraft Liability. Covers liability arising out of
the ownership, operation or use of any owned or
non-owned aircraft including aircraft loaned to,
leased to, rented to or chartered by the named
insured with crew.

Architects’ Fees. The cost of architectural plans
should be considered in determining the value of
the building.

Auto Physical Damage. Covers Direct Physical
Loss or Damage to owned or long-term leased
auto units, including collision or upset. (Long-
term leased vehicles are those leased for 12
months or longer).

Automobile Liability. Protects against loss
arising from legal liability for bodily injury or
property damage to others caused by an
accident and arising out of the ownership,
maintenance, use, loading or unloading of an
automobile.

Blanket Crime Policy. This coverage packages
five crime coverages (insuring agreements).
They are Employee Dishonesty, Loss Inside the
Premises, Loss Outside the Premises, Money
Orders — Counterfeit Currency, and Depositors
Forgery. A combined single limit of insurance
applies and the coverages are non-elective.
The employee dishonesty limits apply per

employee each loss, unlike standard employee
dishonesty policy which applies “all employees”
each loss.

Boiler & Machinery. Covers loss or damage to
pressure vessels, machinery (including air
conditioning equipment) and electrical apparatus
arising out of rupture or explosion of pressure
vessels or machinery breakdown.

Boiler and Machinery. Covers indirect loss
resulting from an accident to an insured object.
Indirect damage coverages available under a
boiler and machinery policy include business
interruption, extra expense, consequentiai
damage and rental value covers.

Broad Form Commercial General Liability Policy
Coverages. Provide coverage for Contractual

Liability, Personal Injury and Advertising
Liability, Host Liquor Liability, Fire Damage
Liability, Broad Form Property Damage, Non-
Owned Watercraft, World Wide Liability for suits
brought in United States, Employees as ’
insureds, extends the definition of “occurrence”
for Bedily Injury to include an intentional act from
the use of reasonable force for the purpose of
protection of persons or property, and 90 days
automatic coverage for newly acquired
organizations.

Broad Form DIC Cover. Covers loss or damage
to buitdings and contents from the perils of
subsidence, collapse, landslide, mudslide, or
earth movement.

Broad Form Property Damage Including
Completed Operations. This policy modification

broadens the standard Property Damage
Liability, by redefining the care, custody and
control exclusion. With this extension included,
the exclusion will only apply to that particular
part of the property on which you are working
and exercising direct control.

Builder's Risk. Covers loss of or damage to
buildings, equipment, machinery while in transit,
on-site and off-site storage and during the
course of construction on a “named peril” or “all
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risk” basis. Coverage for indirect losses
(business income, extra expense, etc.) can be
added by endorsement.

Business Income. Replaces the operation
income of your business when damage to the
premises or other property causes loss of
earnings. (Gross earnings or loss of earnings
forms available).

Captive Insurance Company. An insurance
company set up to insure the risks of its owner
or owners within the same industry, usually in a
country or state with favorabie regulation and tax
laws, such as Bermuda, the Cayman Islands, or
Colorado. -

Comprehensive 3-D Policy. The basic 3-D
Policy has the same five insuring agreements
with additional agreements available by
endorsement. Coverage may be written under
one or more agreements, each independent of
the other as to specific protection and amount of

penalty.

Computer Fraud Coverage. Covers Loss
resulting from the wrongful abstraction of
Money, Securities, or other property which
follows and is related to the use of any computer
to fraudulently cause the transfer of such

property.

Contingent Business Interruption. Replaces the
operating income of your business when
damage to an outside premises caused loss of
earnings. You may be dependent upon one or a
few manufacturers or outside locations or
suppliers. One or a few companies may
purchase all or most of your products or services
or you may derive all or most of your business
from a neighboring company.

Contingent Extra Expense. Reimburses you for
the additional expense of continuing your
operations caused by [oss or damage at
contributing properties.

Contractual Liability. Amends definition of
“incidental contract” to include any contract or
agreement relating to the conduct of your
business. Coverage applies to both written and
oral agreements.

Counterfeit Paper Currency. Covers losses
arising from your acceptance of counterfeit U.S.
or Canadian paper currency or of post office or
express company money orders which are not
honored.

Defense Base Act Endorsement. Extends the
benefits of the USL&H Act to civilian employees
at any military, air or naval bases acquired by
the United States (after January 1, 1940) from
foreign governments and to public works
contracts outside the United States.

Demolition and Increased Cost of Construction.
Covers demolition cost, loss of undamaged
property and increased construction cost
required under the prevailing building code.

Depositors Forgery. Covers loss sustained by
reason of forgery or alteration of checks, drafts,
promissory notes, bills or exchange, or similar
written instruments drawn upon and accepted by
your bank account. An important feature of this
coverage is the inclusion of legal defense costs
arising out of the bank’s allegation of insured’s
negligence.

Earthquake. Covers loss or damage to buildings
and contents from the peril of earthquake.

EDP. Covers indirect loss resulting from loss or
damage to your EDP equipment, data or media.
Indirect damage coverages available under an
EDP policy include business interruption, extra
expense, vaiuable papers and accounts
receivable.

Employee Benefit Liability. This coverage would
protect you from liability from a negligent act,
error or omission in the administration of your
employee benefit program. This liability could
arise from the failure to enroll an eligible
employee, or from failure to inform an employee
of a reduction of benefits, or from any other
negligent act, in administration of Employee
Benefit Plans. (Note: Certain liability of the
company for their responsibilities under the
ERISA Act of 1974 is not included in this
coverage extension. Remaining exposure,
where insurable, may be covered under
Fiduciary Liability {ERISA} policy).

Employee Dishonesty. Covers loss of money,
securities and other property resulting from
dishonest acts committed by employees acting
alone or in collision with others. Thisis a
“discovery” form of insurance in as much as the
loss is calculated from the date of discovery for
a historical continuing series of events.

Employers’ Liability. Coverage for common law
liability arising from work-related accidents that
are not compensable under Workers'
Compensation coverage.
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Employment Practice Liability. Coverage for
your iegal liability for discrimination arising out of
your employment practices including, but not
limited to, salary and/or compensation, sex,
religion, race, disability, training and/or
promotion policies.

Environmental Impairment Liability (Pollution).
Covers liability for both “sudden and accidental”
as well as “gradual” pollution of land, air or water
- including settlement costs, litigation expense
and clean up costs. (Claims arising from hostile
fire are normally included in the basic CGL

policy).

Executive Officers Endorsement. Required in
some states to designate the executive officers
who should be covered under your Workers’
Compensation and Employers’ Liability policy. If
none are designated, executive officers are not
covered for benefits in that state. Depending
upon the statute of individual states, may be
required to extend coverage to executive officers
or delete coverage for Executive Officers.

Extended Bodily Injury. Amends the definition of
occurrence to include any intentional act by or at
the direction of the insured provided such bodily
injury results from the use of reasonable force
for purposes of protecting persons or property.

Extra Expense. Reimburses you for the
additional expense of continuing your operations
caused by damage to your property.

Facultative Reinsurance. Reinsurance of
individual risks as contrasted to treaty
reinsurance where the reinsurer accepts blocks
of risks.

Federal Employers’ Liability Act Endorsement.
Covers liability to employees of an interstate or
otherwise eligible railroad. (A liability coverage).

Fiduciary Liability (ERISA). Covers liability of a
plan(s) or trust(s) and its/their trustees or
administrators imposed by the Employee
Retirement Security Act of 1974 for claims from
a “wrongful act” in the handling of pension plans,
employee benefit plans and other subject plans.
“Wrongful Act” is defined as any actual or
alleged error or omission or breach of duty
committed or alleged in the discharged of their
fiduciary duties, obligations or responsibilities,
including the violation of any standards imposed
by ERISA.

Fire Legal Liability — Real Property. Coverages
your legal liability for ioss or damage of leased
premises caused by fire, when such damage is
alleged to have been the resuit of your
negligence.

Flood. Covers loss or damage to buildings and

* contents from the peril of flood.

Foreign Voluntary Compensation Coverage.
Offers Workers’ Compensation benefits to U.S.
Nationals who temporarily work outside the U.S.
Coverage is also provided for employees and
executive officers whose principal duties are
confined to the U.S., but who travel outside the
country. Most state laws provide automatic
coverage for up to 90 days. Coverage includes
wage benefits, medical expenses and
repatriation expenses.

Hired Automobiles. A hired automobile is an
automobile that is loaned tc you or used under
contract on your behalf.

Host Liquor Liability. Coverage is provided for
the liability of the insured for giving or serving,
but not selling, alcoholic beverages at functions
incidental to your business.

Incidental Medical Malpractice Liability. This
coverage provides protection for your liability
arising from malpractice of a healthcare provider
for the rendering of, or failure to render medical,
surgical, dental, x-ray or nursing service,
treatment or for the furnishing of food or
beverages in connection therewith, or for the
furnishing or dispensing of drugs or medical,
dental, surgical supplies or appliances. (Not
available to anyone in the business or
occupation of providing medical or related
services).

Independent Contractors Coverage. Provides
protection against claims resulting from
operations of independent contractors.

Jones Act Endorsement. Covers liability for
transportation, wages, maintenance and cure for
the master and members of the crew of any
United States vessel. (A liability coverage).
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Kidnap & Ransom. Most commonly known as
“Executive Risk” insurance because of a policy
condition which requires that the evidence of this
insurance not be disclosed. Cost of ransom
payments to release officials (and their families)
who are abducted or kidnapped while traveling
on company business domestically or overseas.

L ease Hold Interest. Covers tenant's financial
loss if an advantageous lease is cancelled
because of substantial damage or destruction of
most or all of the building. Bonus payments,
advanced rents and improvements and
betterments may be covered under a special
lease hoid interast form.

Limited Worldwide Liability. Covers bodily
injury, property damage, personal injury or
advertising injury which occurs outside of the
United States of America, its territories or
possessions, or Canada provided the original
suit is brought within the U.S. Coverage does
not apply to premises medical payments claims
arising from your products or compieted
operations. (Specific coverage is available for
any organization having operations outside the
covered areas).

Medical Payments. Provides voluntary
coverage for all reasonable and necessary
medical, surgical and dental expenses resulting
from an accident involving non-employee
occupants of an owned automobile.

Money and Securities. Covers loss of money,
securities and other property due to dishonesty,
destruction or disappearance while on the
premises and outside the premises (while
conveyed by a messenger or armored car or
while at the home of a messenger,).

Monopolistic State Funds. The states of
Nevada, North Dakota, Ohio, Washington, West
Virginia and Wyoming require purchase of
Workers' Compensation from the state fund.
Private insurance is not permitted. Applies also
in provinces of Canada.

Newly Acquired Organizations - Automatic
Coverage. Automatically protects any newly
acquired or formed organization for 90 days in
which you either own or have a majority interest
(provided it is not part of a joint venture).

Newly Acquired Property. Meost property forms
provide automatic coverage for a specific
number of days in limited amounts on buildings
and personal property at newly acquired
premises. Increased limits are available by
endorsement.

Non-Owned Automaobiles. A non-owned
automobile is one that is neither “owned” or
“hired.”

Non-Owned Property. Covers loss or damage
to tenant’s interest in improvements and
betterments and personal property of others in
your care, custody or control. Non-owned may
involve bailee operations, leased property,
property on consignment or employees’

property.

Off-Premises Coverage. Covers loss or damage
to your business perscnal property at non-
owned premises. Most property forms provide
limited coverage. Increased coverage is
available by endorsement.

Outer Continental Shelf Lands Act
Endorsement. Extends the benefits of the
USL&H Act to employees on offshore drilling
platforms or engaged in exploratory operations.
Limited case law exists which establishes off
shore drilling platforms to be “vessels,” thus
invoking the Jones Act.

Owned Automobiles. An owned automobile is
any automobile that you legaliy own, including
automobiles leased for pericds of 12 months or
more.

Owned Personal Property. Covers loss or
damage {o business personal property including
furniture, fixtures, equipment and supplies.

Owned Real Property. Covers loss or damage
to owned buildings and attachments, stationary
building service equipment (including fixtures,
machinery and equipment) and personal
property used to service a building.

Pension and ERISA Bonding Requirements.
Under thé Employee Retirement Income
Security Act of 1974, all Employee Benefits
Plans are required to maintain Dishonesty
Insurance in the amount of 10% of the funds
handled in each plan, but not less than $1,000
or more than $500,000 each. This Act requires
bonding of fiduciaries (as defined by the Act)
and every person who handles funds or other
property of a plan. The Act specifies that the
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bond is to protect the plan against loss by
reason or acts of fraud or dishonesty by plan
officials. Banks and insurance companies that
are acting on behalf of fiduciaries normally need
not be bonded. Coverage may be added by
endorsement to the crime policy. However,
because ERISA requires that the affected plan
be reimbursed first, a substantial loss involving
combined funds could leave little or no limits
available for the organization. Separate
coverage with separate limits can be obtained
through an inexpensive ERISA Compliance
Bond.

Personal Effects. Covers loss or damage to
personal effects of officers, partners or
employees on your premises. Most property

~forms provide limited coverage, subject to a
maximum per person. Increased coverage is
available by endorsement.

Personal Injury Liability. Basic coverage
protects from liability arising out of the following
offenses: false arrest, detention or
imprisonment, malicious prosecution, libel,
slander, defamation, or violation of right of
privacy, wrongful entry or eviction or other
invasion of right of private occupancy; this
coverage may be extended to apply to these
offenses when they involve an employee, or to
liability assumed by contract.

Personal Injury Protection (PIP). Statutory “no
fault” coverage required in many jurisdictions
providing for the payment of medical expenses,
death benefits, income continuation and
essential service benefits to an insured person,
subject to an aggregate amount for any one
person.

Physical Damage Coverage for Non-Owned
Automobiles. The standard auto physical
damage coverage part provides insurance only
on those non-owned, autos that are leased by a
firm for periods of 12 months or more. Two
physical damage forms for non-owned autos are
available, one provides coverage on a primary
basis and the other provides coverage on an
excess basis.

Premises Medical Payments. Pays for
reasonable medical expenses caused by
accident, and arising out of ownership,
maintenance, or use of the insured premises
and operations. Coverage applies to each
person, other than the insured or his employees,
who sustain injury, sickness, or disease.

Negiigence need not be established as a
condition precedent to payment by insured.

Premises-Operations Liability. This protects
against claims of bodily injury to others or
damage to property of others, arising out of
premises owned or leased and occupied by your
company, as well as business operations away
from such premises.

Product Guarantee Insurance. Covers the costs
involved in fulfilling your legal liability to repair or
replace defective products.

Products Recall Expense. Covers expenses
incurred by you in the event of a total or partial
withdrawal of a product because of accidental or
malicious contamination or threat thereof.

Products — Completed Operations Liability.
Protects against claims for injuries or property
damage from occurrences involving products
after they are sold or operations after the job has
been completed.

Professional Liability. Coverage for legal liability
claims arising out of the rendering or failure to
render professional services.

Public Officials Liability. Covers the personal
liability of public officials and commissioners
from claims atleging a wrongful act while acting
in their individual or collective capacities, and
covers the organization’s obligation to indemnify
the public officials or commissioners as required
by the organization’s by laws, charter, or statute
or common law. Coverage can be extended to
include outside, non-profit directorships if held at
the direction of the organization.

Rent or Rental Value Insurance. Protects
building owner for loss of rent when payments
are discontinued because the premises are
made untentantable by a fire or other insured
peril. Protects owner-occupant for loss or rental
value when the premises are rendered
untentantable and it is necessary to rent other
premises. Protects tenants for loss of rental
value if the lease provides that rent payments
will be continued even if the premises are
rendered untenantable.

Rental Income. Covers loss of rental income
suffered by you if a building you own and lease
to others is damaged or destroyed.

Replacement Cost Insurance. Indemnifies you
for property damage losses on the basis of the
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full replacement cost at the time of loss (with no
deduction for physical depreciation).

Signs. Provides coverage for loss or damage to
detached neon, mechanical or electrical signs.

Stop Gap Liability. Coverage for Employers’
Liability in monopolistic states and provinces of
Canada, coverage includes judgments and
defense costs where permitted.

Surplus Lines. Insurance that is not usually
available from admitted carriers and is written
with non-admitted companies.

"Time Element Exposures — Inland Marine.
Covers loss of earnings and/or extra expenses
for inland marine classes (builders risk,
installation floater, contractors equipment,
terminal covers).

Towing Coverage. Pays for towing and labor
costs because of a disablement, subject to
specified limit.

Transit Insurance. Covers loss that may occur
while property is being transported.

Trees, Shrubs and Plants. Most property forms
provide limited coverage, subject to a maximum
limit per tree, shrub or plant. Increased
coverage is available by endorsement.

U.S. Longshore and Harbor Workers’
Compensation Act Endorsement (USL&H).
Covers liability for statutory benefits for maritime
employment - excluding the master and
members of the crew of any vessel in navigable
waters. The Act is also applicable to employees
(other than government employees) in the
District of Columbia.

Umbrella Liability. A stand alone excess liability
policy which includes commercial general
liability, automobile liability and employer’s
liability plus other liability coverages that can be
negotiated into the policy. The “umbrelia”
features are the “drop through” and “drop down”
conditions of the policy. Where the umbrelia
terms are broader than those of the underlying
insurance, the umbrella policy extends coverage
excess of a minimal self insured retention - this
is the “drop through” feature. Where primary
aggregate limits are exhausted by payment of
claims, the umbrella policy becomes primary
insurance - this is the “drop down"” feature.

Underground Property. Coverage on
underground property (including excavations,

foundations, pilings and pipes) and the cost of
excavations can be added by endorsement.

Underinsured Motorist Coverage. Coverage for
legal liability of another whose limits of
automaobile liability insurance are less than the
named insured’s. In some jurisdictions that is
required by statute.

Uninsured Motorist Coverage. A statutory
coverage for legal liability of another arising from
the operation of an automobile that is not
insured or whose insurer is insolvent.

Use of Other Automobiles — Broad Form (DOC).
Provides liability and medical payments
coverage for a named individual and spouse
while using a ncn-owned, hired or borrowed
automobile for personal use. This coverage is
important when the company car is the only car
in the individual's household.

Valuable Paper and Records. Covers loss to
Valuable Documents and Records such as
historical documents, blueprints, architectural
plans, manuscripts, deeds and maps including
reproduction costs.

Vendors Liability. Extends Products Liability
Coverage to protect Vendors of your products if
they become involved in a products.liability claim
against you. Coverage applies only if Vendor
has not changed, worked upon, altered, labeled,
or made unauthorized modifications or
warranties involving your product.

Voluntary Compensation. Offers Workers'’
Compensation benefits to employees who are
eligible for statutory coverage under specific
state law.

Watercraft Liability. Covers liability arising out of
the ownership, operations or use of any owned
or non-owned watercraft. The present basic
CGL policy provides non-owned Watercraft
Liability Coverage for any watercraft up to 26
feet in length provided such watercraft is neither
owned by the named insured nor being used to
carry persons or property for a charge.

Workers' Compensation. Covers liability for
statutory benefits as provided by the applicable
Workers’ Compensation Law and any
Occupational Disease Law of the state(s)
designated in the policy declarations.
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Worldwide Liability. Covers bodily injury,
property damage, personal injury or advertising
injury which occurs outside of the United States
of America, its territories or possessions, or

Canada (whether or not the original suit is
brought within the U.S.). Can include products
and completed operations liability.
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RISK MANAGEMENT ORGANIZATIONS

Public Risk Management Association (PRIMA)
1815 N. Fort Myer Dr., Suite 1020
Arlington, VA 22209

o: 703/528-7701
fax: 703/528-7966
E-mail: info@primacentral.org

Web site: www.primacentral.org

Hours: 8:30 a.m. to 5:30 p.m. EST

Mission: The Public Risk Management Association promotes effective risk management in the
public interest as an essential component of public administration.

Goals: Deliver Information
Expand Customer Base
Build Relationships
Utilize Technology

Services: educational programs, publications, information services, and recognition programs.

Risk and Insurance Mangement Society, Inc. (RIMS)
655 Third Ave.

New York, NY 10017

o 212/286-9292

Web site: WWW.rims.org

Mission: RIMS Mission is to advance the theory and practice of risk management by: promoting
the awareness, understanding, and application of risk management; and developing the
competency and influence of risk managers, thereby positioning risk management as a discipline
vital to the protection and utilization of human and financial resources.
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L1ST OF PUBLIC PORT RISK- MANAGERS (BY REGION)

Albany

General Manager

195 Broadway

Albany, NY 10007
USA

Phone: (518)463-8763
Fax: (518) 463-8767

Baltimore

Director of Risk Management
2700 Broening Highway
Baitimore, MD 21224

USA

Phone: (410)385-4415

Fax: (410) 333-3402

Boston

Assistant Director, Risk Management
10 Park Plaza

Boston , MA 21224

USA

Phone: (617) 973-5500

Fax: (617) 973-5357

Bridgeport

Executive Director

45 Lion Terrace
Bridgeport, CT 6604
USA

Phone: (203) 384-9777
Fax: (203) 385-9686

Camden

Chief Executive Officer
2500 Broadway
Camden, NJ 8104
USA

Phone: (609) 541-8500
Fax: (609) 757-4923

New Haven

Harbor Master

Bureau of Aviation & Ports
New London, CT 6320
USA

Phone: (203) 443-3856
Fax: (203) 437-7251

North Atlantic

New London

Harbor Master

Bureau of Aviation

New London, CT 6320
USA

Phone: (203) 443-3856
Fax: (203) 437-7251

New York/New Jersey
General Manager

241 Erie St.

Room 306

New Jersey City, NJ 7310
USA

Phone: (212) 435-7000
Fax: (212) 435-6032

Philadelphia

Administrator, Safety & Health Programs
800 Hudson Square

8th & Cooper

Philadelphia, PA 8102

USA

Phone: (609) 968-2000

Fax: (609) 964-8106

Wilmington

Director of Operations
P. O. Box 1911
Wilmington, DE 19899
USA .

Phone: (302) 571-4643
Fax: (302) 571-4646

Wilmington

Director

2202 Burnett Blvd.
Wilmington, NC 28402
USA

Phone: (910) 763-1621
Fax: (910) 763-6440
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Canaveral Port Authority
Assistant Risk Manager
P.Q. Box 267

Cape Canaveral, FL 32920
Phone: (407) 783-7831
Fax: (407) 783-4317

Georgia Ports Authority
P.0O. Box 2406
Savannah, GA 31402
Phone: (912) 964-3811
Fax: (912) 966-3609

Jacksonville Port Authority
Risk Manager

2831 Talleyrand Ave.
Jacksonville, FL 32206-3496
Phone: (904) 630-3067

Fax: (904) 630-3076

North Carolina State Ports Authority
2202 Burnett Bivd.

Wilmington, NC 28402

Phone: (910) 763-1621

Fax: (910) 343-6210

Panama City Port Authority
Port Director

5321 W. Hwy 98

Panama City, FL 32401
Phone: (904) 763-8471
Fax: (904) 769-5673

Port Everglades

1850 Eller Dr.

Ft. Lauderdale, FL 33316
Phone: (954) 523-3404
Fax: (954) 525-1910

South Atlantic

Port Manatee/Tampa Bay
13231 Eastern Ave.
Paimetto, FL 34221
Phone: (941) 722-6621
Fax: (941) 729-1463

Port of Miami

1015 North American Way
Miami, FL 33132

Phone: (305) 347-4823
Fax: (305) 347-4825

Port of Palm Beach

Deputy Director for Finance & Administration
P.O. Box 9935

Riviera Beach, FL 33419

Phone: (561) 842-4201

Fax: (561) 842-4240

South Carolina State Ports Authority
Manager, Risk and Claims

P.O. Box 817

Charleston, SC 29402-0817
Phone: (803) 577-8134

Fax: (803) 577-8616

Virgin Istands Port Authority
P.O. Box 1707

vDS

St. Thomas, VI 00803-1707
Phone: (809) 774-1629
Fax: (809) 774-8059

Virginia Port Authority
Director of Finance

600 World Trade Center
Norfolk, VA 23510
Phone: (757) 683-2170
Fax: (757) 683-8211
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Gulf

Alabama State Docks Dept.
Risk Manager

P.O. Box 1588

Mobile, AL 36633

Phone: (334) 441-7118
Fax: (334) 441-7073

Mississippi State Port Authority at Guifport
P.O.Box 40

Gulfport, MS 39502

Phone: (601) 865-4300

Fax: (601) 865-4335

Port of Beaumont

P.O. Drawer 2297
Beaumont, TX 77704
Phone: (409) 835-3995
Fax: (409) 835-0512

Port of Brownsville

P.0.Box 3070

Brownsville, TX 78523-3070
Phone: (210) 831-4592
Fax: (210) 831-5006

Port of Corpus Christi
Manager, Risk Management
P.O. Box 1541

Corpus Christi, TX 78403
Phone: (512) 885-6185
Fax: (512) 882-7110

Port of Freeport

P.O. Box 615

Freeport, TX 77541
Phone: (409) 233-2667
Fax: (409) 233-5625

Port of Galveston

P.O. Box 328
Galveston, TX 77553
Phone: (409) 765-9321
Fax: (409) 766-6107

Port of Greater Baton Rouge
P.O. Box 380

Port Allen, LA 70767
Phone: (504) 342-1660
Fax: (504) 342-1666

Port of Houston Authority
P.O. Box 2562

Houston, TX 77252-2562
Phone: (713) 670-2400
Fax: (713) 670-2429

Port of New Orleans
P.O. Box 60046

New Orleans, LA 70160-0046

Phone: (504) 522-2551
Fax: (504) 528-3209

Port of Pensacola

700 Barracks St.
Pensacola, FL 32501
Phone: (904) 435-1870
Fax: (904) 435-1879

Tampa Port Authority
811 Wynkoop Rd.
Tampa, FL 33601
Phone: (813) 272-0555
Fax: (813) 272-0570
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Fraser River Harbour Commission
Ste. 500-713 Columbia St.

New Westminster, BC V3M 1B2
CANADA

Phone: (604) 524-6655

Fax: (604) 524-1127

Nanaimo Harbour Commission
Box 131, 104 Front St.
Nanaimo, BC V9R 5K4
CANADA

Phone: (250) 753-4146

Fax: (250) 753-4899

North Fraser Harbour Commission
2020 Airport Rd.

Richmond, BC V7B 1C6
CANADA

Phone: (604) 273-1866

Fax: (604)273-3772

Port Alberni Port Commission
P.O. Box 99

Port Alberni, BC VY 7M6
CANADA

Phone: (250) 723-5312

Fax: (250) 723-1114

Port of Prince Rupert

110 Third Ave. West

Prince Rupert, BC V8J 1K8
CANADA

Phone: (250) 627-7545
Fax: (250) 627-7101

Port of Vancouver (BC)
1900-200 Granville St.
Vancouver, BC V6C 2P¢
CANADA

Phone: (604) 666-9977
Fax: (604) 666-3309

Port of Anacortes

P.0. Box 297
Anacortes, WA 98221
Phone: (360) 293-3134
Fax: (360) 293-9608

Port of Anchorage

2000 Anchorage Port Rd.
Anchorage, AK 99501
Phone: (907) 343-6200
Fax: (907) 277-5636

North Pacific

Port of Bellingham

625 Cornwall Ave.
Bellingham, WA 98225-5017
Phone: (360) 676-2500
Fax: (360) 671-6411

Port of Everett

P.0. Box 538

Everett, WA 98206
Phone: (206) 259-3164
Fax: (206) 252-7366

Port of Grays Harbor
P.O. Box 660
Aberdeen, WA 98520
Phone: (360) 533-9528
Fax: (360) 533-9505

Port of Kalama
P.O.Box 70

Kalama, WA 98625
Phone: (360) 673-2325
Fax: (360) 673-5017

Port of Longview

P.O. Box 1258
Longview, WA 98632
Phone: (360) 425-3305
Fax: (360) 425-8650

Port of Olympia

915 Washington St., NE
Olympia, WA 98501-6931
Phone: (360) 586-6150
Fax: (360) 586-4653

Port of Portland

P.O. Box 3529
Portland, OR 97208
Phone: (503) 231-5000
Fax: (503) 731-7465

Port of Seattle

P.O. Box 1209

Seattle, WA 98111
Phone: (206) 728-3227
Fax: (206) 728-3205

Port of Tacoma

P.O. Box 1837
Tacoma, WA 98401
Phone: (206) 383-5841
Fax: (206) 593-4534
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Port of Vancouver (WA)
P.O. Box 1180
Vancouver, WA 98666
Phone: (360) 693-3611
Fax: (503) 285-6091

Port Hueneme

Dep. Executive Director & Treasurer
P.0O. Box 608 )

Port Hueneme, CA 93041

Phone: (805) 488-3677

Fax: (805) 488-2620

Port of Humbolt Bay
Chief Financial Officer
P.O. Box 1030

Eureka, CA 95502-1030
Phone: (707) 443-0801
Fax: (707) 443-0800

Port of Long Beach
Port Risk Manager

925 Harbor Ptaza

Long Beach, CA 90802
Phone: (310) 590-4129
Fax: (562)437-3231

Port of Los Angeles

Risk Manager

P.O. Box 151

San Pedro, CA 90733-0151
Phone: (310) 732-3758
Fax: (310) 831-0439

Port of Oakland

Risk Manager

530 Water St.

Qakland, CA 94607
Phone: (510) 272-1533
Fax: (510)272-1172

Port of Redwood City
675 Seaport Bivd.
Redwood, CA 94063
Phone: (415) 306-4150
Fax: (650) 369-7636

South Pacific

Port of Richmond

Risk Manager

c/o City of Richmond
2600 Barrett Ave.
Richmond, CA 94804
Phone: (510) 620-6605
Fax: (510) 233-3105

Port of Sacramento

Director of Finance & Administration
1251 Beacon Blvd.

West Sacramento, CA 95691
Phone: (916) 371-8000

Fax: (916) 372-4802 .

Port of San Diego

Audit & Risk Management Services
P.O. Box 488

San Diego, CA 92112

Phone: (619) 686-6423

Fax: (619) 686-6565

Port of San Francisco
Director of Administration
Ferry Bldg., Room 3100
San Francisco, CA 94111
Phone: (415) 274-0400
Fax: (415)274-0412

Port of Stockton
Director of Finance
P.O. Box 2089
Stockton, CA 95201
Phone: (209) 946-0246
Fax: (209) 465-7244
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Great Lakes & Saint Lawrence Seaway

Canada Ports Corporate Site

General Manager

99 Metcalfe Street
Ottawa, ON K1A ON6
CANADA

Phone: (613) 957-6762
Fax: (613) 996-9393

Montreal Port Corporation
President & CEC

Cite' du Harve

Wing No. 1

Montreal, QB H3C 3R5
CANADA ’

Phone: (415) 283-7042
Fax: (514) 283-7019

Quebec Port Corporation
President & CEC
P. O. Box 2268

Quebec City, QB G1K 7P7

CANADA
Phone: (418) 648-4956
Fax: (418) 648-4160

Sept-'lles

General Manager

421 Arnaud Street
Sept-'lles, QB G4R 3B3
CANADA

Phone: (418) 968-1231
Fax: (418) 962-4445

Cleveland

Director of Administration
101 Frieside Ave
Cleveland, OH 44114
USA

Phone: (216) 261-8004
Fax: (216) 241-8016

Detroit

Director of Finance & Administration
8109 Jefferson

Detroit, Ml 48214

USA

Phone: (313) 331-3842

Fax: (331) 259-8961

Duluth (MN and W)
Chief Financial Officer
Seaway Port Authority
P. O. Box 16877
Duluth, MN 55816
USA

Phone: (218) 727-8525
Fax: (218) 727-6888

Milwaukee

Port Director

2323 Lincoln Memorial Drive
Milwaukee, W! 53207

USA

Phone: (414) 286-3511
Fax: (414) 286-8506

Toledo

Seaport Director

N.E. Maritime Plaza
7th Floor

Toledo, OH 43604
USA

Phone: (419)243-8251
Fax: (419) 243-1835
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REFERENCE BOOKS AND PERIODICALS

For those readers interested in more in-depth discussions of a particular subject, the following reference
books and periodicals can be consulted. Generally speaking, the textbooks listed below will contain more
in-depth background and theory material. The magazines and other periodicals generally contain more
current or up-to-date information. Most periodical publishers offer back issues of the periodicals pius an
index of subjects printed in recent editions. Readers may wish to obtain an index from the publisher to
determine if the subject of interest has been addressed in the periodical.

Books
Publication Publisher Phone/Fax Web
Best’s Insurance Reports | AM. Best Company, Inc. (908) 439-2200 www.ambest.com
Ambest Road
Oldwick, New Jersey 08858
Best’s Key Rating Guide: | AM. Best Company, Inc. (908) 439-2200 www.ambest.com
PropertylCasualty Ambest Road
Oldwick, New Jersey 08858
Commercial Auto International Risk Management (800) 827-4242 [Toll-Free] | www.irmi.com.
Insurance Institute, Inc. (972) 960-7693 [In Dallas]
12222 Ment Drive #1450 (972) 960-6037 [Fax]
Dallas, Texas 75251-2276
Commercial Liability International Risk Management (800) 827-4242 [Toll-Free] | www.rmi.com
Insurance Institute, Inc. (972) 960-7693 [In Dallas]
12222 Merit Drive #1450 (972) 960-6037 [Fax]
Dallas, Texas 75251-2276
Commercial Liability American Institute for Property and | (610) 644-2100 WWW.CPCUSOCIety.org
Risk Management and Liability Underwriters (610) 640-9576 [Fax]
Insurance; Volumes 1 and | PO Box 3016, 720 Providence Road
1I, Malachy, Malvern, PA 19355-0716
Donaldson and Horm
‘Commercial Property International Risk Management (800) 827-4242 [Toll-Free] | www.irmi.com
Insuranice Institute, Inc. (972) 960-7693 [In Dallas]
12222 Menit Dnive #1450 (972) 960-6037 [Fax]
Dallas, Texas 75251-2276
Commercial Property Risk | American Institute for Property and | (610) 644-2100 WWW.CPCUSOCIETy.org
Management and Liability Underwriters (610) 640-9576 [Fax]
Insurance; Volumes I & | PO Box 3016, 720 Providence Road
II. Rodda, Malvern, PA 19355-0716
Tneschmann,
Wiening and Hedges
Contractual Risk International Risk Management (800) 827-4242 [Toll-Free] | www.irmi.com
Trangfer Institute, Inc. (972) 960-7693 [In Dallas]
12222 Merit Dnve #1450 (972) 960-6037 [Fax]
Dallas, Texas 75251-2276
Loss Control Institute Press (A Division of
Management; Bird and | International Loss Control Institute)
Loftus (OUT OF Highway 78
PRINT) Loganville, Georgia 30249
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Publication Publisher Phone/Fax Web
National Report on Public | The Wyart Company
Officials Liability (OUT | 1990 K Street, NW
OF PRINT) Washington, D.C. 20006
Pollution Coverage Issues | International Risk Management (800) 827-4242 [Toll-Free] | www.urmi.com
Institute, Inc. (972) 960-7693 [In Dallas]
12222 Merit Drive #1450 (972) 960-6037 [Fax]
Dallas, Texas 75251-2276
Public Sector Risk Public Risk Management Association | 703-528-7701 www.primacentral.
Managenent Manual 1815 North Ft. Myer Drive, Suite 703-528-7966 [Fax] org
1020
Arlington, VA 22209
Risk Financng ® Internauonal Risk Management (800) 827-4242 [Toll-Free] | www.irmi.com
Institute, Inc. (972) 960-7693 [In Dallas]
12222 Merit Drive #1450 (972) 960-6037 [Fax]
Dallas, Texas 75251-2276
Risk Management and McGraw-Hill Book Company
Insurance, Williams and | New York, New York
Heims (OUT OF
PRINT)
Risk Managerent: Richard D. Irwin, Inc.
Congepts and Homewood, linots
Applications; Mehr and
Hedges (OUT OF
PRINT)
Technugues of Safety McGraw-Hill Book Company
Management, Peterson | New York, New York

The Umbrella Book

Griffin Communications, Inc.
1420 Bristol Street North, Suite 220
Newport Beach, CA 92660

(949) 752-1058
(949) 955-1929 [Fax]

www.griffincom.com

Acciderat Prevention
Manual for Business and
Industry: -Engmeerng and
Tedmology Volume And
Admpistration and
Program Volwne

National Safety Council
IFASCA, Ill.
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Periodicals

Publication Publisher Phone Web
Best’s Review-Property AM. Best Company, Inc. (908) 439-2200 www.ambest.com
and Casualty Editions Ambest Road
Qldwick, New Jersey 08858
Bustness nsurance Crain Communications, Inc. (888) 446-1422 www.businessinsuran
740 N. Rush Street (312) 280-3174 [Fax] ce.com
Chicago, Illinois 60611
CPCU Joumal Chartered Property Casualty 1-800-932-CPCU (2728) WWW.CpCUSOCiety.org
Underwriters Society (610) 251-2775 [Fax]
PO Box 3009, 720 Providence Road
Malvern, PA 19355-0709
Disaster Recovery Joumal | Disaster Recovery Journal (314) 894-0276 www.drj.com
P.O. Box 510110 (314) 894-7474 [Fax]
. St. Louis, MO 63151
FC&S Bulletms The National Underwnter Company | (800) 544-0620 WWW.OUCO.COmMm

505 Gest Street
Cincinnau, OH 45203

(800) 874-1916 [Fax]

GRMR: Govermenial

Towers Perrin Risk Management

(203) 326-5468

www.tillinghast.com

Risk Management Publications (203) 326-5498 [Fax]
Reports Towers Perrin Financial Centre, Suite
600
695 East Main Street
Stamford, Connecticut 06901
The Jobn Liner Letter Standard Publishing Corporation (800) 682-5759
155 Federal Street (617) 457-0600
Boston, MA 02110 (617) 457-0608 [Fax]
Practical Risk ARM Tech (510) 865-3628 www.pracrisk.com
 Managemen P.O. Box 1439 (510) 253-9645 [Fax]
Alameda, CA 94501-0155
Public Risk Public Risk Management Association | 703-528-7701 www.primacentral.or
1815 North Ft. Myer Drive, Suite 703-528-7966 [Fax] g
1020
Arlington, VA 22209
Risk Management Risk Management Society Publishing, | (212) 286-9364 www.rims.org/rmma
Inc. (212) 922-0716 [Fax] g/index.html
655 Third Avenue
New York, NY 10017
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Specialized Reference Materials

Emergency Management

Publication Publisher Phone Web
The Emergency Program Federal Emergency (202) 646-3692
Manager HS-1 (home Management Agency
study course) HQ FEMA
Federal Center Plaza
500 C St., SW, Room 512
Washington, DC 20472
NEPA 1600, Recormmended | Natonal Fire Protecuon | (800) 344-3555
Practice for Disaster Association ((NFPA)
Maragomen: - Standard No. 1600 -
Disaster Management
1 Bawerymarch Park
Quincy, MA 02269
Emergency Management Federal Emergency (202) 646-3692
Guide for Bustress and Management Agency
Industry (FEMA 141 HQ FEMA
€ ) Federal Center Plaza
500 C St., SW, Room 512
Washington, DC 20472
Port Security
Publication Publisher Phone Web
Port Seaunity: A National | U.S. Department of (202) 366-4357
Plarmung Guide Transportation (Mariume | (202) 366-6988 [Fax]
Administration)
400 Seventh St., SW
MAR-830
: Washington, DC 20590
Port Secunity: Security Surey | U.S. Department of (202) 366-4357
& Risk Assessment Transportation (Maritume | (202) 366-6988 [Fax]
(anticipated publicaion | Admurstration)
date: January 1999]. 400 Seventh St., SW
MAR-830
Washington, DC 20590
Risk Management m the
U.S. Coast Guard,
Proceedings of the
Marine Safety Council,
U.S. Coast Guard, Vol.
53, No. 2, April-June
1996.
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Publication

Publisher

Phone

Web

Assessing Maritzme Security
Needs Through Systematic
Risk Analysis, McHenry,
Deshayes, Heggers, &
Grenier. International
Perspectives on Maritime
Securnty, 1996; T.
Fitzhugh, Editor.

Cod for Safety to Life from
Five on Merchant Vessels
(NFPA #301).

Fire Protection for Pleasure
and Commeraal Motor Craft
(NEPA # 302).

Fire Protection Standard for
' | Marinas and Boatyards
(NEPA # 303).

Petrolewn Wharves (NFPA
# 304L).

Standard for the Control of
Gas Hazards on Vessels

(NFPA # 306).

Standard for the Construction
and Fire Protection of
Marime Terminals, Piers,
and Wharces (NFPA #
307).

Standard for Five Protection
of Vessels durmg
Construction, Repatr, and
Laysup (NFPA # 312).

Standard Procedures for
Cleaning or Safeguarding
Small Tanks and Contamers
Without Entry (NFPA #
327).

Standard on ndustrial Fire
Brigades (NFPA # 600).

Standard for Searity Services
m Five Loss Prevention
(NFPA # 601).

Guade for Land-Based
Firefighters who Respond to

Marme Vessel Firves
(NEPA # 1405).

Recorrmended Practice for
Disaster Managernent
(NEPA # 1600).

Manine Fire Fighting Vessels
(NFPA # 1925).
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Publication Publisher Phone Web
Standard for the

ldentification of the Hazards

of Matenals for Emergency

Response (NFPA # 704).

Miscellaneous

Publication Publisher Phone Web
The Special Event Risk Alexander Berlonghi

Managenent Manual, Vols. | P.O. Box 3454

1& 2. . Dana Pomt, CA 9276

Business Resuwrption Auerbach Ira Group

Plaoming, Deviin, 935 Hudson St.

Emerson, & Wrobel.

New York, NY 10014
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MISCELLANEOUS

Other Organizations

1. American Association of Port Authorities (AAPA)
1010 Duke St.
Alexandria, VA 22314-3512
Phone: (703) 684-5700
Fax: (703) 684-6321
E-mail: = AAPA@ix.netcom.com
Web page: www.AAPA-ports.org

Hours:

Mission: AAPA is the alliance of ports of the Western Hemisphere. The Association promotes the
common interests of the port community, and provides leadership on trade, transportation,
environmental, and other issues related to port development and operations. AAPA furthers public
understanding of the' essential role fulfilled by ports within the global transportation system. The
Association serves as a resource to help members accomplish their professional responsibilities.

Goals: Environmentally responsible port development and operations
Research and analysis
Professionalism
Public awareness
Representation and advocacy
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APPENDIX B: EXHIBITS

EXHIBIT A: BEST’S RATINGS, FINANCIAL PERFORMANCE RATINGS, AND
FINANCIAL S1ZE CATEGORIES

Best’s Ratings

Secure Best’s Rating

A++ and A+ Superior

A and A- Excellent

B++ and B+ Very Good
Vulnerable Best’s Ratings

B and B- Fair

C++ and C+ Marginal

Cand C- Weak

D Poor

Best’s Financial Performance Ratings (FPR)

Secure FPR Ratings

FPR 9 Very Strong

FPR 8 and 7 Strong

FPR 6 and 5 Good
Vulnerable FPR Ratings

FPR 4 Fair

FPR 3 Marginal

FPR 2 Weak

FPR 1 Poor

Financial Size Category (FSC)
Capital + Surplus + Reserves
Rating ($Millions)
FSC1 less than 1
FSCII 1to?2
- FSCII 2t05

FSCIV 5to 10
FSCV 10to 25
FSC VI 2510 50
FSC VII 50 to 100
FSC VIII 100 to 250
FSCIX 250 to0 500
FSCX 500 to 750
FSC X1 750 10 1,000
FSC XII 1,000 to 1,250
FSC X111 1,250 to 1,500
FSC XIV 1,500 to 2,000
FSCXV greater than 2,000
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EXHIBIT B: RISK MANAGEMENT ANNUAL REPORT

Sample Outline*
I Introduction and Summary
II Insurance and Risk Funding
A. Summary of Coverages and Premiums
B. Summary of Risk Financing Program
1. Gross costs

2. Net costs

Maximum / Minimum Possibilities

[US)

4. Additonal Options

I Crisis Management

IV Losses and Recoveries

V  Loss Control Acuvities

VI Achievements of Special Interest

*This sample format is intended only as a general guide which can be modified

to accommodate the unique nature of your organization.
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ExXHIBIT C: EXPECTED L0OSS CALCULATION — PAYROLL BASIS

ABC Corporation
Workers’ Compensation
Adjust to Ultimate
Incurred  Development Current Ultimate Combined
Period Type Losses Factor Law Losses Losses
95-96 Medical 47,942 X 1.031* X 1.000 49,428
Indemnity \ 480,213 X 1.531 X 1.002 736,677 786,105
94-95 Medical 74,319 X 1.074% X 1.000 79,818
Indemnity 717,114 X 1.259 X 1.005 907,360 987,178
93-94 Medical 44077 X 1.132% X 1.000 . 49,895
Indemnity 552,644 X 1.183 X 0.990 647,240 697,135
92-93 Medical 26,581 X 1.166% X 1.000 30,994
Indemnity 538,901 X 1.148 X 1.017 629,176 660,170
91-92 Medical 25,809 X 1.229% X 1.000 31,719
Indemnity 628,581 X 1.127 X 1.074 760,833 792,552
9091 Medical 24,903 X 1.299% X 1.000 32,349
' Indemnity 646,325 X 1.113 X 1.212 871,864 904,213

*Paid medical claims adjusted for inflation only.
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ExXHIBIT D: EXPECTED L0OSS CALCULATION = PAYROLL BASIS SUMMARY

ABC Corporation
Workers” Compensation

Combined Loss Rate

Inflation Adjusted Ultimate Per $1,000
Period Payroll Factor Payroll Losses Payroll
95-96 29,401,134 X 1.029 30,253,767 786,105 25.984
94-95 25,664,265 X 1.057 27,127,128 987,178 36.391
93-94 23,231,901 X 1.081 25,113,685 697,135 27.759
92-93 20,980,234 X 1.103 23,141,198 660,170 28.528
91-92 21,454,615 X 1.128 24,200,805 792,552 32.749
90-91 22,942,315 X 1.165 26,727,796 904,213 33.830
Best 25.984
Worst .36.391
Average 30.873
Wt. Average 30.716

1997 Payroll Estimate $32,000,000

Estimated Losses

APPENDIX B: Exhibits

Best 831,488

Worst 1,164,512

Average 987,936

Wt. Average 982,912
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EXHIBIT E: LOSS DEVELOPMENT FACTORS (AS OF 1997)

Liability, Auto, and Workers’ Compensation

Incurred to Ultimate

Agein General Liability Workers’
Months Including Products Auto Compensation
12 N/A N/A 1.612
18 3.966 1.154 1.437
24 3.169 1.114 1.261
30 2.625 1.064 1.216
36 2.082 1.045 1.171
42 1.841 1.027 1.151
48 1.600 1.019 1.131
54 1.495 1.012 1.120
60 1.390 1.009 1.109
66 1.340 1.006 1.102
72 1.290 1.005 1.095
78 1.259 1.004 1.089
84 1.228 1.000 1.083
90 1.206 1.000 1.079
96 1.183 1.000 1.075
108 1.160 1.000 1.050
120 1.136 1.000 N/A
132 1.114 1.000 N/A
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EXHIBIT F: CUMULATIVE PAYOUT PROFILES (AS OF 1997)

General Liability Auto Workers’
Year Including Products Liability Compensation

1 8% 32% 22%

2 18% 63% 47%
3 30% 79% 62%
4 42% 89% 71%
5 54% 94% 77%
6 63% 96% 81%
7 70% 97 % 84%

8 75% 98% 86%

9 79% 98% 87%
10 82% 99% 89%

>10 100% 100% 100%
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EXHIBIT “G”

COMMERCIAL AUTO COVERAGE PART CA 00031203
Renewal of Number® BUSINESS AUTO DECLARATIONS
Policy No, 0 The Dediarmtions
ITEM ONE inclutie & second
pat designated
Namedinsured and Mailing Address iNc., Srest, Town or Clly, County, Stats, Zip Code)# "Part2.”
Policy Period®: From to o 12.01 AM. Stndtard Time at your malling sddress shown above.

Formof Business: [ Jindiviaus [IPartnership  [lComporation  TlOther

INRETURNFORTHE PAYMEN'I‘ OF THE PREMIUM, AND BUBJECT TOALL THE TERMS OF THIS POLICY, WEAGREEWITH YOU TO PROVIDE THE INSURANCE
AS STATED IN THIS POLICY

TTEM TWO - SCHEDULE OF COVERAGES :lw OOVIragNS WHare & lashown i the premiurn ockumn below, Each of thees corrages:
AND OOVEREOAUTOS only mmm ’mnm“-md'-n'ha CoArIpe by he m;
<& mare of e symbols o the COVERED AUTOS Beclion of e Business Ao Coverage DA e Neme of he covarsos.
COVEREDAUTOS LIMNT
Erty o ond o mare o e aymbcls | THE MOST WE WILL PAY FORANY ONE
COVERAGES from e COVEFGD ALITOR Sasion
o S Ak Coronee ACCIDENT ORLOSS PREMIUM
Porm haewih ascsws tvered
axy
LAGILITY. 3 $
| PERSONAL INAURY PROTECTION (PP e TELY STATED IN EACH P.\.P. END. MINUS §
ADDEDP.). P. jor squivaiont added Notavk sov) SEPAPATELY STATEDIN
PROTECTIONINS. (P.P.L) SEPARATELY STATEDIN THE P.P.| ENDORSEMENT MINUS )
) $ Deductible FOREACHACCIDENT ]
$ ]
UNINSURED MOTORISTS L 3
UNDERINSURED MOTORISTS $ $
Lisner notnsiuded inlM Cov),
] ACTUN. EACHCOVERED AUTO, BUT
|, | COMPREHENSIVE COVERAGE v&g'm Y0 DED. APPLIES TO LO8S CALSED v MR R 's
L Coftss IGHTNINGe:
A
;' ‘.‘ SPEG!FIEDEC‘AUS OF LOSS "‘- SZS Deductible FOR mH COVEREDAUTO FOR ]G
© 8 [COLLISION COVERAGE awoy c Dduublo mmowmnumm Is
L TOMNG:I:DLAWR H for each dissblement of a private passenger auto qt

FORMS AND ENDORSEMENTS APPLYING TO THIS COVERAGE PART AND MADE PART OF THIS POLICY AT TIME OF I8SUE™:

w@ s
ESTIMATED TOTAL PREMIUM Is

Wwvw Ztx equivalent Nodawt cov.) __ ***Ges (TEM FOURor bired ot borrowsd ‘mutos.”

PURCHASED = | Wam&hmﬁ
Year Modsl; Trade Neme; Body T Aosi  raw oy | Covered principally garaged
Serial Numbar (S), Vehiels Ids: mgwmmmm o Cms vEDl)
|
2
2 —|
CLASSIACATION
Covaradl] Paie of | Bminses e | SrecVW,aCW | Age Primary Raling ¢ EXCEPT for towing ol physiol demage ioss Is payabie to you and the
Ane %m ::'.::. aiVehice | Goup N2 Code  [l088 payse mamed below as interasts may appess st the fime of the lons]
Ne. cacomm” uad. | Phy.Duvegey Foster
1
2
3
- “'
Entry optional if shown in Common Policy Declaration: .
*Forms and Endorsements appiicabls to this meo Pant omitted it shown mon n the policy. AUMorzed Representaiive

THESE DECLARATIONSAND THE COMMON POLIGY DECLARATIONS, |F AP PLIGABLE, TOGETHER WITH THE COMMON P
FORM(S) AND EORMS ANDENDORSEMENTS, I ANY, 18SUED TO FORMA PART THEREOR, COMPLETE THE ABOVE UMBEREOPOL I o

Copyright, insurance Services Office, Inc., 1985
Page 1 of 2
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Exhibit “G”

BUSINESS AUTO COVERAGE FORM

Various provisions in this policy restrict coverage. Read the entire policy carefully to determine rights, duties and what is and is not

covered.

Throughout this policy the words “you” and “your” refer to the Named {nsured shown in the Declarations. The words “we”, “us” and

“our” refer to the Company providing this insurance.

Other words and phrases that appear in quotation marks have special meaning. Refer to SECTION V -DEFINITIONS.

SECTION | - COVERED AUTOS

ITEM TWO of the Declarations shows the “autos” that are covered
“autos” for each of your coverages. The following numerical symbols
describe the “autos” that may be covered “autos”. The symbols
entered next to a cover-age on the Declarations designate the onty
“autos” that are covered “autos”.

A DESCRIPTION OF COVERED AUTO  DESIGNATION
SYMBOLS

SYMBOL DESCRIPTION
1. =ANY*AUTO".

2. = OWNED “AUTOS™ ONLY. Only those “autos” you own
(and for Liability Cover-age any “trailers” you don't own
while attached to power units you own). This includes
those “autos” you acquire ownership of after the policy
begins.

3.  =OWNED PRIVATE PASSENGER “AUTOS” ONLY.
Only the private passenger “autos” you own. This
includes those private passenger “autos” you acquire
ownership of after the policy begins.

4. = 0OWNED “AUTOS” OTHER THAN PRIVATE
PASSENGER “AUTOS” ONLY. Only those “autos” you B.
won that are not of the private passenger type (and for
Liability Coverage any “trailers” you don't own while
attached to power units you own). This inciudes those
“autos” not of the private passenger type you acquire
ownership of after the policy begins.

S. =OWNED“AUTOS” SUBJECT TO NO-FAULT. Only
those “autos” you own that are required to have No-Fauit
benefits in the state where they are licensed or
principally garaged. This includes those “autos” you
acquire ownership of after the policy begins provided
they are required to have No-Fault benefits in the state
where they are licensed or principally garaged.

6. =O0OWNED “AUTOS" SUBJECT TO A COMPULSORY
UNINSURED MOTORISTS LAW. Only those “autos”
you own that because of the law in the state where they
are licensed or principally garaged are required to have
and cannot reject Uninsured Motorists Coverage. This
includes those “autos™ you acquire ownership of after the

CA 00010187 Copyright, Insurance Services Office,
Page 2 of 2

policy begins provided they are subject to the same state
uninsured motorists requirement.

7. =SPECIFICALLY DESCRIBED “AUTOS". Only
those “autos” described in ITEM THREE of the
Declarations for which a premium charge is shown
(and for Liability Coverage any “trailers” you don't
own while attached to any power unit described in
ITEM THREE).

8. =HIRED"AUTOS” ONLY. Only those “autos” you
lease, hire, rent or borrow. This does not include
any “auto” you lease, hire, rent or borrow from any
of your employees or partners or members of their
households. :

9. = NON-OWNED “AUTOS" ONLY. Only those
“autos” you do not own, lease, hire, rent or borrow
that are used in connection with your business.
This includes “autos” owned by your employees or
partners or members of their households but only
while used in your business or your personal
affairs.

OWNED AUTOS YOU ACQUIRE AFTER THE
POLICY BEGINS

1. Ifsymbols 1,2, 3, 4,5 or 6 are entered nextto a
coverage in ITEM TWO of the Declarations, then
you have coverage for “autos” that you acquire of
the type described for the remainder of the policy
period.

2. But, if symbol 7 is entered next to a coverage in
ITEM TWO of the Declarations, an “auto” you
acquire will be a covered “auto” for the coverage
only if:

a) We already cover all “autos” that you own for
that coverage of it replaces an “auto” you
previously owned that had that coverage; and

b) You tell us within 30 days after you acquire it
that you want us to cover it for that coverage.

inc., 1985
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ExHIBIT H: SAMPLE AUTO LIABILITY — ADDITIONAL INSURED ENDORSEMENT

City of Los Angeles
Los Angeles Harbor Department — Risk Management Section

AUTO LIABILITY — ADDITIONAL INSURED ENDORSEMENT

In consideration of the premium charged and notwithstanding any inconsistent statement in the policy to which this endorsement is at-
tached or any endorsement now or hereafter attached thereto, it is agreed as follows:

1.

ADDITIONAL INSURED. The City of Los Angeles Harbor Department, its officers, agents and employees are included as additional
insureds with regard to liability and defense of claims arising from the operations and uses performed by or on behalf of the named
insured regardless of whether liability is attributable to the named insured or a combination of the named insured and the additional

insured.

2. CONTRIBUTION NOT REQUIRED. Any other insurance maintained by the City of Los Angeles Harbor Department shall be excess of
this insurance and shall not contribute with it.

3. SEVERABILITY OF INTEREST. This insurance applies separately to each insured against whom claim is made or suit is brought
except with respect to the company's limits of liability. The inclusion of any person or organization as an insured shall not affect any
right which such person or organization would have as a claimant if not so included.

4. CANCELLATION NOTICE. With respect to the interest of the additional insured, the insurance shall not be cancelled, changed in
coverage, reduced in limits or non-renewed except after thirty (30) days prior written notice by certified mail return receipt requested
has been given to both the City Attorney of Los Angeles and the Board of Harbor Commissioners addressed as follows:

City Attorney Board of Harbor Commissioners
Harbor Division 425 South Palos Verdes Street
425 South Palos Verdes Street San Pedro, Ca 90731

San Pedro, Ca 90731 Attn: Risk Manager

5.  APPLICABILITY. This insurance pertains to the operations and/or tenancy of the named insured under all written agreements and
permits in force with the City of Los Angeles Harbor Department uniess checked below in which case only the following specific
agreements and permits with the City of Los Angeles Harbor Department are covered:

[ Agreement/Permit

Number(s)

Except as stated above, nothing herein shall be held to waive, alter or extend any of the limits, conditions, agreements or exclusions of the
policy to which this endorsement is attached.

name), warrant that | have authority to bind the below-listed insurance

Report claims pursuant to this insurance to:
(print/type | Name:

company and by my signature hereon do so bind this company. Address:
Signature: City State Zip
Authorized Representative (ORIGINAL SIGNATURE required on copy
furnished to the Board of Harbor Commissioners.) Telephone
Title: ( )
Organization:
Address: Includes: (check as applicable)
O Owned automobiles O Hired automobiles
Telephone:
¢ ) - Non-owned automobiles O
Type of Coverage Limits of Liability Policy Period
Deductible $
From [0 Self-insured Retention §
To For
(Coverage)
O PerClaim Per Occurrence
Other Conditions:
Named Insured and Address
Insurance Company Policy Number Endorsement Number Effective Date of
Endorsement

Form 10 (10/96)
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ExHIBIT I: MARINE TERMINAL DEFINITION DISCUSSION

To underscore the complexity of the legal system, a good example of the interplay between legal require-
ments that can lead to uncertainty to everyday activity is the legal treatment of a marine terminal. The law
deals with the terminal at various times, and, occasionally, at the same time, as different legal entities.
The uncertainty created by different liability concepts can be viewed as an administrative obstacle to im-
plementing a risk management plan. For example, a marine terminal can be viewed as one of eight
different legal entities, depending upon the facts:

1. A Surface Transportation Board (STB)' common carrier (assuming the terminal performs functions
that subject it to the jurisdiction of the STB, such as a freight forwarder under §13102(8)? of the Inter-
state Transportation Act,® in which case the terminal may obtain the protection of the inland contract
of carriage even though the inland bill of lading contains no Himalaya clause);*

" The Interstate Commerce Commission (ICC) was replaced by the STB by the ICC Termination Act of 1995 (Pub.L. 104-88, 109
Stat. 803), effective January 1, 1996. Under 49 U.S.C. §§13501, 13521, and 13701 jurisdiction over water carriers operating in the
noncontiguous domestic trade was transferred to the STB. The STB is part of the U.S. Department of Transportation.

2 Jobea freight forwarder the terminal must hold itself out to provide transportation for compensation and, in the ordinary course
of business, (1) provide for assembling and consolidating or distributing of shipments; (2) assume responsibility for the transporta-
tion; and (3) use an ICC common carrier for part of the transportation. This is a recodification of former 49 U.S.C. §10102(9).

3 s3UsSC. §§10101-161086, which is a recodification of former 49 U.S.C. §§10101-11901 (the Interstate Commerce Act of 1887).
Of relevance here is Part B - Motor Carriers, Water Carriers, Brokers, and Freight Forwarders, 49 U.S.C. §§13101-14914.

4 For example, terminals may stuff containers, sort cargo, and transport containers within the confines of their facilities, but to bring
themselves within the jurisdiction of the STB, a terminal probably would have to provide transportation of the cargo using a STB
common carrier. Relying upon ICC cases, one way to do this wouid be to establish a wholly owned subsidiary to conduct the actual
transportation of cargo as a STB common carrier, and thereby fit within the protection of intand bills of lading (see Puerto Rico Mari-
time Shipping Auth. v. Vailey Freight Sys., 856 F.2d 546 (3rd Cir. 1988).

In another setting, being associated with railroad terminal services can subject a terminal to STB jurisdiction. Again, looking to ICC
cases, this is because of the public policy to encourage a national transportation policy, rather than partial state regulation, and thus
grants STB jurisdiction over intrastate operations of interstate railroad carriers, Interstate Commerce Commission v. Texas, 479
U.S. 450, 452, 455-461 (1987). The Texas case invoived a suit by a raiiroad that provided intrastate carriage of containers or trail-
ers on flatcars. The railroad argued that under the provisions of the Staggers Rail Act of 1980, 49 U.S.C. § 10505(b) (1982}, and
ICC regulations issued thereunder, the trucking portion of a continuous multimodal carriage was exempt from state regulation. In
that case, although intrastate transportation by motor carriers generally is not subject to ICC regulation, railroads are not motor
carriers even during the truck portion of a muitimodal movement. Further, although the Texas case involved an intrastate shipment,
the shipments were held to fall within the purview of ICC authority because the railroad was ultimately involved in interstate com-
merce. This same reasoning should apply to the STB regime.

Texas followed Union Stock Yard Co. v. United States, 308 U.S. 213, 216 (1939), where the Supreme Court held that a terminal
engaged solely in the loading and unioading of livestock at stockyards was a common carrier subject to the Interstate Commerce
Act pursuant to 49 U.S.C. §§10102 and 10105 (since recodified at 48 U.S.C. §13102). To avoid ICC jurisdiction the Union Stock
Yard leased in perpetuity to an unrelated company all its railroad facilities except the tracks and chutes used in loading and unload-
ing livestock. In a proceeding to remove its tariff filed with the ICC, Union Stock Yard argued that because it divested itself of all
control and operation of the railroad, and held itself out to the public only as a terminal, it was exempt from ICC regulation. The
Supreme Court reasoned that under the jurisdictional provisions and the definitions contained in the Interstate Commerce Act, the
terminal was a "carrier engaged in the transportation of property wholly by a railroad.” Again, these legal principies shouid apply to
the STB.

Finally, a terminal that serves various rail carriers has been held to be a common carrier subject to ICC regulation because it en-
gages in "a public or common cailing," United States v. Brookiyn E. Dist. Terminal, 249 U.S. 296 (1919). Since the STB still applies
the same statutory definition of a common carrier, this shouid continue to be good law.
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2. An agent for a STB common carrier (in which case the terminal has less protection);®

3. A warehouse (where, unless the element of storage is merely incident to a maritime contract, the ter-
minal is subject to State statutory or Common Law or Article 7 of the Uniform Commercial Code
(UCC), and is liable without limitation for loss of the goods (UCC §7-204)°

4. A Common Law bailee (where any liability limitation must be contractually agreed upon between the
original bailee and bailor);

5. An agent of an ocean carrier (where the agent will be “protected” by any liability limitation which pro-
tects the carrier, most likely a Himalayan clause); the issue here usually concerns delivery terms;’

6. An agent of a cargo shipper (where the agent will be bound by any liability limitation provisions which
the shipper has afforded to the carrier, most likely a Himalayan clause);

7. An agent of a cargo consignee (where the duties as to receipt of the goods will be determined by the
terms negotiated by the consignee's principal); and

5 |f a terminal is found to act as an agent for a STB common carrier but it itse!f not considered a STB common carrier, the terminal
will not be protected by a Himalaya clause because the inland bill of lading probably will have no Himalaya clause. The terminal
may very well be relegated to the status of a Common Law bailee. In that case unless the terminal can persuade a court to apply
the Lerakoli theory of sub-bailee rather than the Herd theory of limiting the contract terms to “intended beneficiaries" and not ex-
tending the carrier's protection to the carrier's agents. Thus, unless the terminal has obtained an indemnity agreement from its
principal, the terminal would find itself defenseless and liable without limitation. See Stein Hall & Co. v. S.8. CONCORDIA VIKING,
494 F.2d 287 (2d Cir. 1974); David Crystal, Inc. v. The Cunard S.S. Co., 339 F.2d 295 (2d Cir. 1964), cert. denied, 380 U.S. 976
(1965).

& However, if the terminal's activities were incident to the maritime contract of carriage, the UCC will not apply and the terminal will
be accorded the same law that applies to all other participants in the contract of carriage (i.e., limitation of liability. In
Moore-McCormack Lines v. International Terminal Operating Co., 619 F. Supp. 1406, 1409 (S.D.N.Y. 1985) the Court set forth the
standards to demonstrate that a terminal was not acting solely as a warehouse and its activities were "incident to the maritime con-
tract of carriage" in that they were functions traditionally performed by or for an ocean carrier of goods -

To supply clerical personnel to record delivery and receipt of cargo; to sort and stack cargo; to make repairs to
cooperage, rebag goods, etc.; to receive and tier outbound cargo; to break down cargo according to lot desig-
nations; to load and unload trucks and harborcraft; and to perform cleaning and general housekeeping on the
piers.

7 Delivery issues stem from involvement of negotiable bills of lading as opposed to non-negotiable ones. If the cargo was carried
pursuant to a negotiable bill of lading, the cargo cannot be delivered by the terminal until the holder of a negotiable bill of lading has
surrendered it, usually to the ocean carrier. The basic rule is that the terminal should not release the cargo unless and until the
ocean carrier has given permission to do so. Failure to observe this crucial step could force the ocean carrier to pay the value of
the cargo plus damages to the actual holder of a negotiable bill of lading, in accordance with the Pomerene Bills of Lading Act, 49
App. U.S.C. §§ 89-91. In violating this rule the terminal probably would be held to have breached its implied warranty of workman-
like service to the ocean carrier and could very likely be required to pay the ocean carrier for the damages it was forced to pay pius
the ocean carrier's attorneys fees and costs, David Crystal, Inc. v. Cunard S.8. Co., 339 F.2d 295 (2d Cir. 1965), cert. denied, 380
U.S. 976 (1965) and Morse Electro Prod. Corp. v. S.S. GREAT PEACE, 437 F. Supp. 474 (D.N.J. 1977).

On the other hand, if the cargo is shipped under a straight, or non-negotiabie, bill of lading, and if United States law governs the
shipment, the ocean carrier may only require the terminal to identify the consignee named on the bill of lading and obtain a receipt
from the consignee. The terminal probably will want strict instructions from its principals in this regard.
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8. An ocean carrier (i.e., the terminal usually receives the protection of the ocean carrier's bill of lading
because of the inclusion of a "Himalaya clause,"® which specifically extends its protection to the ter-
minal® - United States law is unclear', but the weight of authority appears to back the Himalaya
clause approach').

& The term "Himalaya clause" stems from the court case Adler v. Dickson (THE HIMALAYA), 1 Q.B. 158, 183, 184 (1955), in 2A
Benedict on Admiraity §169 (1995). The HIMALAYA involved a personal injury suit brought by Mrs. Adler, a widow, shopkeeper,
and first-class passenger on the S.S. HIMALAYA. When she had returned to the vessel from a shore visit in Trieste, Italy, and was
climbing the vessel's gangway, the gangway suddenly moved. The sudden motion threw Mrs. Adler sixteen feet from the gangway
to the wharf. Mrs. Adler was prevented from suing the vessel or the vessel's owner by the almost unconscionable language in her
passenger ticket. Instead, she sued the vessel's master and boatswain. The vessel owner argued that the defenses in its passen-
ger ticket shouid be extended to its servants, the master and boatswain.

In what.appears to be dicta, the Court maintained that all defenses in the contract of carriage would extend to all participants in its
performance: "the master, the stevedores and any other persons who may be engaged in carrying out the services provided for by
the contract." In other words, the participants are protected by the contract even though they are not parties to it; they could rely on
the contract even though they might be guilty of negligence and are sued in tort. Although the contract protections were not made
expressly for the benefit of stevedores and other participants in the contract, the Court suggested the protections were extended to
them by "necessary implication.”

An example of a simple Himalaya clause is:

All defenses of the carrier shall inure also to the benefit of the carrier's agents, servants and employees and of
any independent contractors performing any of the carrier's obligations under its contract of carriage or acting
as bailee.

Taken from Secrest Mach. Corp. v. S.S. TIBER, 450 F.2d 285, 286 (5th Cir. 1971).

® The rule is best stated as follows: even though there was only one contract (i.e., the contract evidenced by the bill of lading), the
reason why the stevedores and others are protected is because they participated in the performance of it, and the exception or
Himalaya clause was made for their benefit while they were performing that contract, even though the stevedores and others were
not parties to the contract. So, while the clause was not made expressly for their benefit, it was to benefit them "by necessary im-
plication,” which has the legal effect of protecting them. Therefore, they have a sufficient interest in the contract, and specifically in
the Himalaya clause, to entitle them to enforce it. Their interest lies in the fact that they participated in so far as the contract af-
fected them and thus they can take those benefits of the contract which relate to their interest. 1t is therefore one of those "third
party beneficiary" cases, which are by no means rare, where a third person is entitled to enforce a contract made between other
parties but for the third party's benefit.

1% sSome earlier United States law follows the same rule - A.M. Collins & Co. v. Panama R.R., 197 F.2d 893, 1952 AMC 2054 (5th
Cir.), cert. denied, 344 U.S. 875, 1952 AMC 2086 (1952). Likewise, the Second Circuit, in Lerakoli, Inc. v. Pan American World
Airways, 783 F.2d 33, 36 (2d Cir. 1986), cert. denied, 479 U.S. 827 (1986), used a sub-bailee theory rather than upon a formalistic
"Himalaya" extension of contractual protections to participants in the contract of carriage (it is established Common Law doctrine
that a sub-bailee may take advantage of a liability limitation contractually agreed upon between the original bailee and bailor).
Lerakoli involved the loss of diamonds by Pan American World Airways from registered mail carried for the United States Postal
Service (USPS). Plaintiff's recourse against the USPS was limited by Article 44(3) of the United States Postai Union Convention to
"40 francs ($15.76) per item," 27 U.S.T. 345, 396 (July 5, 1974). The plaintiff proceeded instead against Pan Am in an attempt to
recover the entire value of the diamonds.

However, the Supreme Court of the United States specifically overruled the English approach in Robert C. Herd & Co. v. Krawill
Machinery Corp., 359 U.S. 297, 305 (1959). In Herd, a stevedore, while attempting to load a nineteen-ton press onto a ship,
dropped the press into the water. The bill of lading had been issued, and the stevedore attempted to take advantage of the 3500
per package limitation. The District Court refused to extend the package limitation to the stevedore, and the Fourth Circuit affimed,
specifically declining to follow the Fifth Circuit's decision in A.M. Coliins & Co. v. Panama Railroad, and the Supreme Court likewise

affirmed.

1" Generali v. D'Amico, 766 F.2d 485, 487 (11th Cir. 1985); Rupp v. International Terminal Operating Co., 479 F.2d 674, 676-78,
(2d Cir. 1973); Secrest Mach. Corp. v. S.S. TIBER, 450 F.2d 285, 286 (5th Cir. 1971); EM Chem. v. S.S. SLOMAN NAJADE, 670 F.
Supp. 87 (S.D.N.Y. 1987).
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APPENDIX C: EXPOSURE IDENTIFICATION
QUESTIONNAIRE

This exposure identification questionnaire is designed to aid a port in identifying and analyzing its expo-
sure to loss. While an attempt has been made to make this questionnaire as comprehensive as possible,
the variation in ports and their exposures make it impractical to cover all loss exposures.

The questionnaire should be viewed, therefore, as a starting point for the identification on exposures to
loss. Other sources, such as those discussed in the Guidebook should be used to supplement this ques-
tionnaire to insure the compiete identification of a port's exposure to loss.

If your port needs to address a specific area, please proceed to that section directly in this questionnaire
to help you identify risk exposures.

Note: Contains copyrighted information of International Risk Management Institute, Inc., used with permission.

GENERAL INFORMATION

1. ldentity
e Name of Port:

e Address:

e Telephone:

s+ FAX:

s E-mail

» Risk Manager or person responsible for insurance:
e Owner of Port:

e Operator of Port:

2. Port Structure
A. Government Subsidiary

e State:
e  Municipal/City/County:
e  Other:

B. Private

C. Management & Staff .
e Commissioners: Elected Appointed Term

e Staff. Give overview of Port employees involved in operations, services, financial, legal,
EDP, security, engineering, marketing, security, housekeeping, public relations accounting
(for example, 6 operations employees, 1 financial, 1 staff attorney, etc. )

3. Port Information Required
A. Top three commoedities handled for export (most current fiscal year)
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1. By doliar value:
Commodity

Value

2. By tons:

B. Top three commodities handled for import (most current fiscal year)
1. By Dollar Vaiue:
Commaodity

Value

2. By tons:
Commodity

Value

C. Passenger/Cruise Lines
1. Number of based ships (annual)

2. Number of seasonal ships
3. Number of passengers (annual)

D. Marinas
1. Number of pleasure boat slips

2. Number of commercial boat slips

3. Number of boats lifted by Port employees
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4. Gallons of fuel soid (by Port employees)

E. Utilities generated by Port (in Port-owned/operated facilities)
1. Power (elec./gal. & KW)

2. Sewage (gallons)
3. Water purification (gallons)

F. List any/all products manufactured, assembled, processed or sold by Port (i.e. Port operations not
that of tenant or leasee)

Payroll Revenues

1.

2.

3.

G. Does the Port perform any of the following activities? If yes, give annual payroli & income

Payroll Receipts

1. Stevedoring

2. Warehouse/terminal

3. Pilotage

4. Ship Repair

5. Dredging

6. Railroad

7. Tugs, fireboats, etc.

8. Security (Private Contractor)

9. Maintenance

10. Office/administrative

11. Operation of cargo
handling equip.(inci. cranes)

12. Construction

13. Restaurants
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Payroll Receipts

14. Public recreation

15. Marinas

16. Dry dock

17. Pile driving

18. Wharfage/Dockage

19. Office & Property Rental
H. Total annual operating revenue:
{. Total énnual payroll:

J. Railroads
1. Owned by Port - miles of track

2. Operated by Port - miles of track
3. Maintained by Port - miles of track
4. Hold harmless agreements (attach copies)

K. Number of vehicles owned/leased
1. Private Passenger

2. Commercial
L. Describe planned expansion for next five yéars; provide master plan if appropriate

M. Physical description of Port. Provide marketing brochures or narrative to describe type of Port,
facilities & services available, etc.

5. General information/Description of Risk Funding Method(s)
A. Conventional insurance program (limits of liability by policy)

B. High self-insured retention and/or deductible with conventional program
Describe:

C. Captive
Describe:

D. Part of overall (parent) government - managed program
Describe:

E. Other
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F. Most difficult portion of risk management program to manage, fund, insure:

G. Details of all losses in excess.of $10,000 (including reserves)

6. Describe major service(s)/product(s):

0 Do you have any permanent operations outside the U.S., Canada, or Puerto Rico?

O Yes 0O No
Country Nature of Operations
9. Professional Services
Type : Name Firm Address
CPAJAccountant
Phone:
Attorney
Phone:
Phone:

10. Commissioners and officers

a.
b.
c.
d

1. a.

Total number of commissioners:

Number of outside commissioners:
Total number of Port officers:
Do bylaws allow indemnification of commissioners and officers? [0 Yes 0O No

Does the port encourage employees to join the board of directors of other profit or nonprofit
entities? 0O Yes O No

Has the port espoused a policy on whether or not it will indemnify its employees with respect
to liability for serving on these boards? 00 Yes [ No
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¢. Do you determine whether these entities purchase directors and officers liability insurance?

O Yes O No

12. a. How would you describe your port’s relationship with the:

View/Perception

i Local community O Extremely good 0O Good O Fair O Poor
i. Local press 0O Extremely good 0O Good 1 Fair O Poor
ii. Local government O Extremely good O Good O Fair O Poor
iv. Employees O Extremely good O Good a Fair O Poor
b.  Has your port received any unfavorable press within the last 5 years?
O Yes 0O No
c. Describe any unfavorable press:
13. a. Do you have an investment in any other operation or business (e.g., real estate)?
O Yes O No
b. Ifyes, describe operations, type of interest, and amount of interest (percentage):
14.  Indicate how long port has been under present management:
15.  Indicate length of time at present location:
C--6
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BASIC INSURANCE/RISK MANAGEMENT SYSTEM AND PROCEDURES

1. a. Does port keep a running record of all liability insurance policies purchased in the past?
O Yes O No
b. How far back in time does the record of insurance companies, brokers, limits, etc. go?

c. Does record include the following: O Name of Agent
O Policy limits O Policy number 0O Insurance Company 0O Policy Period

2. Does the port have a document storage policy/system for:

Type of Document Retention Policy
Liability policies years
Premium audits ' years
Certificate of insurance (others) years
Leases years
Construction contracts years
Other contracts years
years
years

3.  Does the port have a system for obtaining and maintaining currently valued loss information?

O Yes 0O No
4. a. Are premium audits carefully examined? O Yes O No
b. By whom?

5. |s information distributed to employees as to:

a. The importance of reporting occurrences? O Yes O No
b. How to report a loss occurrence/accident? 0O Yes O No
c. What to do with suit papers? O Yes O No
d. How to handie inquiries by the press after a disaster/occurrence? O Yes O No
6. Are all requests made of the agent/broker or insurer documented in writing?
O Yes O No
7. Is the financial stability of the insurance companies checked? O Yes O No
8. a. Are complete copies of policies maintained? O Yes 0 No
b. Is there a suspense/"tickler” system in place to assure timely renewals? [ Yes 1 No
¢. s there a system to monitor and review Certificates of Insurance? O Yes O No
9. a. Does the risk/insurance manager periodically visit the various locations/subsidiaries?
O Yes O No
b. How often?
10. Are meetings ever held with claims adjusters? O Yes O No

[S 2]

How often?
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1.

12.

13.

14,

18.

c. Nature of meetings:

a. Are claims audits ever performed? . [0 Yes O No
b. How often?
c. By whom?

a. Is experience rating information reviewed annually? O Yes O No
b. By whom?

a. Does management invoive the risk/insurance manager in mergers/acquisitions?
O Always O Occasionally O Never
b. Explain nature of involvement:

a. Indicate perceived degree of cooperation from management regarding notification of:

High Moderate Low None
Property acquisitions ] O O O
Vehicle acquisitions O O O O
New products O O 0O O
New facilities O O O a
Strategic plans O O O O

b. Comments:

a. Risk/insurance manager's responsibilities (check all that apply)

Agent/broker selection

Insurance company selection

Property value establishment

Property and liability insurance purchasing
Group insurance (E.E. benefits) purchasing
Group insurance administration
Pension/retirement plan funding
Determine/recommend retention levels
Property claims management

Liability claims management

Workers compensation claims management
Safety/loss control

Quality assurance

Others, list:

Ogooooocooooooan

b. Does risk manager have authority to do the above? 0O Yes O No

Comments:
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16. a. Is the insurance program of all subsidiaries/divisions, etc. consolidated?
0 Yes O No

b. Subsidiary attitude towards consolidated program?

17. If #16is no, why is the program not consolidated?

18. Are the following costs allocated to subsidiaries or profit centers:

a. Premiums? O Yes 0O No
b. Deductibles? O Yes 0O No
c. Risk Management Department operating costs? O Yes 0O No

19. Briefly describe predominant risk financing arrangement (such as guaranteed cost, dividend, reten-
tion, retrospective rating, compensating balance, self-insurance, and self-insured retention) and
rationale used in its selection.

a. Workers’ Compensation:

b. General Liabiiity:

c. Products Liability:

d. Automobile Physical Damage:

e. Automobile Liability
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20.

21

22.

f.

Professional Liability

What is the limit of liability for the liability coverages you now carry?

Briefly explain rationale used in choosing this limit:

Is your general liability policy currently (or ever been) on a claims-made basis?
OYes 0O No O Unknown

Indicate current retroactive date:

Expiration date of your /ast “occurrence” policy:

Has the retroactive date ever been advanced (moved forward in time) or has a laser exclusion

ever been attached since you first started buying claims-made CGL insurance? [ Yes O No

If the retroactive date has been advanced or a laser exclusion has been attached, did you pur-

chase the extended reporting period? O Yes 0O No
Comments/Notes:
If you purchased the extended reporting period (or one is otherwise applicable) in an expired
claims-made policy:
i. Have you kept a copy of the policy(ies)? O Yes [0 No (Obtain a copy)
i. s there alimited duration as respects the extended reporting period?
O Yes, duration: O No O Unknown
Is (are) your umbrella(s) currently (or have they ever been) on a claims-made basis?
O Yes O No O Unknown
For how many years have you been purchasing claims-made umbrellas? years

Have you ever had a retroactive date advanced, replaced a claims-made layer with an occurrence
tayer, or had a laser exclusion attached to a renewal policy?
O Yes 0O No O Unknown

Discuss/Describe:

Are extended reporting periods applicable in any of your past umbrella/excess policies?
0 Yes (obtain copies) O No O Unknown
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23,

24.

25.

26.

27.

@m0 00T

Notes:

Does your liability program currently (or has it ever) contained a mixture of claims-made and

occurrence layers? O Yes O No O Unknown

Have you kept detailed records of these policies and layers? O Yes O No
Discuss claims-made/occurrence history:

Do you have a system in place for monitoring the status of aggregate limits in current
and past liability policies? O Yes O No
Describe:

Please list major self-insured areas:

Comments (i.e., rationaie):

Is there an on-going safety/loss control program? O Yes O No

Whose responsibility?

Has it been effective? O Very 0O Somewhat O Notatall
Is it supported by management? 0 Highly OSomewhat O Very Little
Is there a formal safety committee? O Yes O No

Are regularly scheduled safety meetings held? O Yes O No

How often? O Daily O Weekly OO Monthly
Comments:

Do the following receive Safety Orientation Training?

0O oW

n Upper level management
. O Supervisory personnel
O Employees

APPENDIX C: Exposure ldentification Questionnaire C-11



d. If not, explain:

28. Are regularly scheduled safety inspections held? [ Yes O No
a. How often? 0 Daily [ Weekly O Monthly
29. a. Is there a written contingency/disaster ptan? 0O Yes O No

b. Comments:

30. a. Have you had any insurance policies cancelled within the last three years? I Yes O No
b. List
Policy Insurer Date Cancelled Reason if Known
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. AUTOMOBILE PHYSICAL DAMAGE AND LIABILITY EXPOSURES

1. a. Do any employees, executives, or directors have a “company car? 0O Yes 0 Nvo
b. |s there a written company policy regarding personal use? O Yes 0O No
c. Whatis policy?

2. Do individuals with company cars, if any, also purchase individual personal automobile insurance?
O Yes O No O Uncertain

3. Ifthe answer to #2 is no, is “drive another care” or family auto coverage needed?
O Yes O No

4. Are any company vehicles used to transport/tow:

i. Hazardous substances? O Often O Occasionally O Never
il. Butane, propane, or other gases? [0 Often O Occasionally O Never
iil. Employees? 0 Often O Occasionally O Never
iv. Public? . O Often O Occasionally 0O Never
V. Non-owned trailers? O Often O Occasionally OO Never
vi. Extra-wide loads? O Often 0 Occasionally O Never
5. Are owned trailers ever towed by non-owned tractors?
O Often 0 Occasionally O Never
6. Are any of the trucks required to make statutory filings? O Yes O No
a. If so, what type(s) of filing?
7. As regards employees who frequently drive vehicles on company business:
I. Are periodic Motor Vehicle Reports obtained? - 0O Yes O No
ii. Are pre-employment physicals given? O Yes 0O No
iii. Are references checked? O Yes 0O No
iv. Are periodic physicals given? O Yes O No
V. Is there a system for verifying current drivers licenses? O Yes O No
Vi. Are defensive driving courses given? O Yes O No
vii.  Are accident files maintained on each driver? 0 Yes O No
viii.  Are periodic alcohol and drug tests given to employees? O Yes O No
8. a Approximate number of employees who regularly drive their personal auto on
business: :

b. Method of expense reimbursement:
c. Is there a company policy requiring all employees who use their personal autos on company

business to purchase personal auto insurance? 0O Yes 0O No
d. If(c)is yes, is compliance with the policy verified? O Yes O No

9. a. Are car pooling arrangements for employees’ transportation to work sponsored by the
port? O Yes O No
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b. Ifyes, describe:
10. a. Does the port ever borrow or hire vehicles? O Often O Occasionally [0 Never
b. Costof annual hire: $
c. Costof independent contractors used, if any: $
d.  Who furnishes drivers?
e. Does lessor provide any insurance? [ Yes O No
Describe:
f.  Does port's name appear on any of these vehicles? O Yes 0O No

11. a. Do employees of the port ever rent cars from rental agencies (Avis, Hertz, etc.)?

~ O Yes O No
b. If so, indicate approximate frequency:
[J Less than 10 times/year [0 100-500 times/year
O 10-50 times/year O More than 500 times/year

O 50-100 times/year
c. Is there a company policy regarding the optional “collision coverage” and “personal
accident coverage” offered by these ports? O Yes O No
d. If(c)is yes, what is policy?

12. a. If the port frequently rents care from rental agencies, has an attempt to negotiate a standard
collision deductible and liability limit been made with one or more of these agencies?
O Yes O No
b. Comments, if yes:

13. a  Are any vehicles:

i. Not subject to motor vehicle registration? O Yes 0 No
ii. Maintained solely for use on premises? 0 Yes O No
iii. Designed principally for use off public roads? O Yes 0 No
iv. Designed or maintained solely to afford mobility to equipment? O Yes 0O No
b. If any of the above are yes, should any of these be deleted from auto policy?
O Yes 0O No

c. Comments:

14. a. Do you have seasonal-type operations that result in the lay-up of any vehicle for thirty
(30) or more consecutive days? O Yes 0 No
b. If yes, comment:

Is there a vehicle maintenance program? O Yes O No
Describe:

15.

o

16. Obtain list of all vehicle lienholders (e.g., banks).
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17. a. Do employees ever drive cars belonging to customers?
O Often O Occasionally O Never
b. Indicate circumstances:
18. a. Do you ever lease or loan vehicles to others? OO Often [0 Occasionally [0 Never
b. Describe circumstances:
19. a. Do you own or sponsor a car for racing? O Yes O No
b. Comments:
20. a. Doyouever:
i. Pick up or deliver customer’s cars? O Yes O No
Distance miles.
ii. Perform tire recapping or retreading? O Yes ' 0 No
ii. Tow or haul vehicles of others? O Yes O No
21. Are any of your vehicles equipped with: .
a. Anti-theft devices: 0 All O Some 0 None
b. Alarms: a All O Some 0O None
22. Indicate principal place(s) of garaging and relative values exposed to physical damage:
No. Private
Location City/State | Passenger No. Maximum Value Minimum Value
Trucks Exposed Exposed
1. $ $
2. $ $
3. $ $
4, $ $
5. $ $
6. $ $
7 $ $
8. $ $
9. $ $
10. $ $
C--15
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PREMISES-OPERATIONS LIABILITY EXPOSURES
Premises Hazards

1. a. Do youown any vacant land? O Yes O No
b. Explain location, area, use:

2. a. Do you have any swimming pools, lakes, ponds, or reservoirs on or streams, rivers
running through your properties or job sites? O Yes OO No
b. Explain access, uses, protective measures:

c. Do you make a charge for their use? O Yes O No
Annuai receipts: $

3. a. Doyou have any grandstands or auditoriums? O Yes O No
b. Explain uses, number of seats, receipts, protective measures:

4. a. Doyouown any recreational parks, exercise facilities, or other health salon-type facilities?
O Yes O No

b. Explain type, purpose, protective measures:

5. a. Doyouown any horses, livestock, or wild animals? O Yes O No
b. Explain type, purpose, protective measures:

6. a. Do you store any explosive, caustic, flammable, or volatile agents on any properties or job
sites? O Yes 0O No

b. Explain, particularly proximity to other persons or property:

7. a. Do you have any boilers, compressors, or pressure vessels on any of your properties
or job sites? O Yes O No

b. Explain nature, use, proximity to others’ property/persons:

8. Estimate value of surrounding non-owned buildings and premises.
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Location: Location:

North $ North $§
South $ South $
East $ East $
West $ West $
Total $ Total $
Location: Location:
North § North - $
South § South $
East $ East $
West $ West $
Total $ Total $
Elevators

APPENDIX C: Exposure ldentification Questionnaire

9. Do you have any of the following types of elevators?
[0 Passenger O Freight 0O Escalators . O Hoists
If so, describe (including height):
10. a. Do the elevators require operators? O Yes O No
b. Ifyes, who furnishes the operators?
11. a. Do you have an elevator maintenance contract? O Yes O No
b. Ifyes, describe contract:
12. How often are inspections performed and by whom?
13. Are elevators equipped with interlocks or cargate contacts? O Yes 0O No
Operational Hazards
14. a. Do you have nurses, paramedics, or other medical professionals at any of your facilities?
O Yes O No
b. If yes, explain duties, training:
c. Do these individuals carry personal professional liability insurance? O Yes O No
C-17



15. a. Do you have armed guards at any of your facilities? O yes O No
b. Explain:

16. a. Do you use any independent contractors? O Often O Occasionally O Never
b. Explain use:
c. Obtain sample contracts if not already secured.
d. Approximate annual expenditures: $
17. a. Do you lease real property to others? O Yes O No
b. Obtain sample lease if not already secured.
¢. Location, value, use:
18. a. Do you rent or lease personal property to others? O Yes O No

b. Obtain sample iease/rental agreement if not already secured.
c. Type of property, value, use:

19. a. Do you ever serve aicoholic beverages to others?

i. Employees OO Frequently [ Occasionally O Never

il. Customers 0O Frequently O Occasionally O Never

iii. Members (i.e., clubs) O Frequently O Occasionally I Never

iv. General public O Frequently [0 Occasionally O Never
b. Annual receipts (if applicable): $ % of alcohol to food sales: %

c. States in which liquor is sold, if applicable:

20. a. Do you lease real property to others who sell, manufacture, or distribute alcoholic beverages to
the public? O Yes O No
b. Explain:

¢c. Applicable states:

21. a. Inyour operations do you own or use any:

Own* Use
i. Aircraft O Yes O No O Yes O No
il, Watercraft O Yes O No O Yes O No
iil. Barges or floats [1 Yes 0O No O Yes O No
iv. Docks O Yes O No O Yes O No
V. Raiiroads O Yes O No O Yes O No

*Refer to aircraft or watercraft questionnaires.

b. Explain use:
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22.

23.

24.

25.

26.

27.

28.

a. Do any of your employees, officers, or directors own watercraft? O Yes O No

Aircraft? O Yes O No
b. Ifyes, is there a company palicy regarding business use? O Yes [0 No
Explain:
c. Length of watercraft, if applicable: feet
a. Do you ever use explosives in your operations? O Often [0 Occasionally
0 Never £ Subcontractors use

b. Explain use, frequency, expertise, safeguards:

a. Do your operations ever involve underground excavation?
O Often 0 Occasionally O Never

a. Does your port publish any pamphlets, books, newsletters, magazines, etc.?
O Yes ‘0O No

b.  Obtain copies or samples.

c. Annual revenues: $

a. Does your port ever sponsor sports or athletic events or teams?
O Often O Occasionally O Never
b. Discuss and explain:

a. Do your operations ever involve nuclear isotopes or radioactive materials of any kind?
O Often O Occasionally O Never
b. Explain:

Do you ever perform operations on or within 50 feet of the following:

Yes No Describe
[} 0 Rivers, streams
O a0 Lakes, ponds, reservoirs
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Yes No Describe

o a Dams
a a Railroads
O0 0 Chemical storage or

processing facilities

a O Power lines

O a Oil or gas pipelines
l;l O Airports or runways
Fl O Aircraft

a a Watercraft

29. a. Are any structural alterations or any construction projects currently underway or
planned for the next 12 months? O Yes O No
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30.

31.

32.

33.

34.

35.

b. Explain:
a. Do you ever take possession of the personal property of others for any reason (e.g.,
storage, repair, transportation, collateral, etc.)?
O Often O Occasionally 0O Never
b. [fyes, please explain:
¢. Indicate value: $
a. Do you rent or lease any real property from others?
O Often O Occasionally O Never
b. If yes, explain details, obtain lease:
c. Indicate value: $
a. Do you have any parking lots, garages, etc. on your (owned or leased) properties that
are used by the public? O Yes 0O No
Environmental Impairment
a. Do you operations generate any “hazardous wastes?” O Yes O No 0O Uncertain
b. If yes, explain details and methods of disposal:
c. Discuss measures taken to comply with federal, state, local regulations, laws and ordinances.

A

=3

V]

Comments:

. Has the property you are located in ever been used in the past for industrial or

manufacturing purposes? O Yes O No
If yes, describe operations if known:

. Are you located adjacent to a site or property that is listed as a hazardous waste site

under any federal, state, or environmental statues? O Yes O No
If yes, is it the subject of any environmental litigation or regulatory enforcement action?
O Yes 0O No
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36.

37.

38.

39.

40.

41,

42.

43.

45,

Are there currently or in the past any of the following used or stored on premises”?

[0 Pesticides a Paints
[0 Batteries (auto or industrial) O Solvents

O Other chemicals (describe)
[0 Materials stored in steel industrial drums (55 gallon)
O Fiberglass buik containers (dry chemicals)

a.

b.

a.

b.

Do your operations require the use of potentially hazardous chemicals or substances
(e.g., silicon, asbestos, PCBs, etc.)? O Yes O No O Uncertain

If yes, explain details including quantities, uses, methods of storage:

If your site was filled with dirt or other materials, do you have knowledge of source?
0O Yes O No

If yes, was dirt/material from a contaminated site”? [0 Yes O No

Was your site ever used as a landfill or for other waste disposal or treatment?

O Yes O No

Are you aware of any type of spiil (chemical, oil or other material) at your premises?

a.

b.

O Yes O No

If you are served by a private water system or well, has it been designated as
contaminated by any governmental or environmental authority? O Yes O No
When was the water supply last tested?

Are you aware of any lead or other metal contaminants in your drinking water?

o

O Yes O No

Do you have any underground storage tanks on any of your (owned or leased)
properties? O Yes {0 No O Uncertain
If yes, give details including location, age, use:

Describe any monitoring procedures and seepage control methods:

Do you have any special storage areas for wastes, flammable materials, or any other
type of hazardous compounds? O Yes O No

If yes, explain:

Is there any evidence of environmental contamination (e.g., foul orders, dead
vegetation, frothy water, etc.)? O Yes O No

Do you own an interest in any oil or gas wells or pipelines? O Yes O No
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b. Ifyes, explain type of ownership, number of wells:

46. a. Do you perform operations for others that could resuit in a pollution incident?

O Yes O No
b. If yes, please explain:
47. a. Do any of your buildings or premises contain:
i. Asbestos? O Yes O No | O Uncertain
ii. Transformers with PCBs? O Yes O No 0 Uncertain
jii. Formaldehyde insulation? O Yes O No O Uncertain
iv. Evidence of radon? O Yes O No O Uncertain

b. Location(s), corrective measures:

48. a. Has your port ever been cited by the EPA or the state for violation of a law, regulation or
ordinance? O Yes O No
b. Details:

49. Indicate distance (in miles) from operations and any of the following:

Agriculture Lakes
Tourist or recreational area Rivers
Forests
Advertising
50. a. What is the approximate annual advertising budget?
Last year: $ This year: $ Next year: $
b. Do you use an advertising agency? 0O Always O Sometimes O Never
c. . |s advertising copy reviewed by:
Risk manager? O Yes O No
Outside legal counsel ? 0 Yes 0 No
Employed legal counsel? O Yes O No
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51. Indicate media used and approximate extent of use:

Television %
Radio %
Newspaper %
Magazine %
Direct Mail %
Other* %
100%

*Please describe:

52. If comments or pictures are used in advertising, are signed releases obtained?

53. a.
54. 'a.
b.
55. a.
b.
c.

O Yes O No

Employee Benefit Plan Exposures

Types of benefit plans in use, self-funded?

Use Self-Funded?
O Pension O Yes
| Profit sharing O Yes
| Group medical O Yes
| Dental O Yes
4 Prepaid legal 0O Yes
O Group life O Yes
O Long-term disability O Yes
| Short-term disability 0 Yes
0 Other O Yes

Are there any pension, profit sharing, or similar plans that might give rise to an
exposure under ERISA? O Yes
If yes, expiain type and name of plan(s), trustees, assets, method of funding:

cooooooog

No
No
No
No
No
No
No
No
No

No

Does personnel director consult with employees regarding benefit pians and personal

financial planning? O Yes O No
In the event of an appeal on benefits denial, is there an established procedure for a
Benefit Plan Review Board? O Yes O No
Explain:
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56.

57.

58.

50.

60.

61.

62.

oo

oo

Personnel Practices/Relations

Employee breakdown — indicate approximate percentages.

Total Workforce Executives/Officers
Male %  Caucasian % Male % Caucasian %
Female %  Minorities % Female % Minorities %
Total 100% Total 100% Total 100% Total 100%
Is your port an “equal opportunity employer?” O Yes O No
Has your port ever had (l) an EEOC suit lodged against it? O Yes 0O No
or (i) wrongful termination suit lodged against it? O Yes O No
If (c) is yes, give details, result:
Is there an employee handbook? O Yes O No
Obtain copy if not already secured.
Is your port unibnized? O Yes O No
Name of union:
Describe relationship:
Any contracts up for renegotiation in the next 24 months? O Yes 0O No
Date of expiration:
If 61 is no, have your employees ever attempted to unionize? [ Yes 0 No
Qutcome/Comments:
In general, do you use subcontractors that are unionized? O Yes 0 No
Have you adopted a formal drug and alcohol abuse policy? O Yes O No
Describe:
Have you taken steps to comply with the Americans with Disabilities Act (ADA)?

O Yes O No

Comments:
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COMPLETED OPERATIONS LIABILITY EXPOSURES

1. a. Exposure activity
Construction O Repairs

O Dirilling 0O Other, describe:
O Fuel/chemical delivery
O Installations

O Loading/stevedoring
O

a

O

Maintenance
Pesticide/herbicide application
b. General description of major activity:

2. a. Does your port perform any design or engineering services as part of your activities?

O Yes O No
b. Ifyes, is this work performed by your employees? O Yes O No
c. Is this work ever done by subcontractors? 0 Often 0O Occasionally O Never
d. If(c)is yes, do you require and maintain evidence of professional liability insurance?

O Yes O No

3. a. Does your port perform any construction management services?
O Often [ Occasionally [0 Never
b.  Annual construction management fees: $
c. Ifais yes, do you ever simultaneously engage in construction operations?
O Often O Occasionally O Never

4. a. What percentage of work is subcontracted? %
b.  For the upcoming year, what is the estimated “cost of the work sublet?” 3

5. a. Does your port ever own the property being installed, erected, or constructed?
O Often 0O Occasionally O Never
b. Ifyes, is the property ever put to its intended use, other than testing, prior to the
transfer of ownership? O Often O Occasionally O Never
c. Atwhat point is property ownership transferred?

6. a. Does your port modify, assembly, or install the products of others?
O Often O Occasionally O Never

b. Explain:

7. What is the ultimate value of the end work-product on which you perform operations (include value
added by all other contractors or ports):

i. Average value
il. Highest value

&4 A
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10.

11.

12.

If you perform maintenance or repair operations, what is the value of:

Average Value Maximum Value

i. The component or part on which you work: $ $
i. The machine, device, or structure: $ $
ii.  The facility, enclosure, or building: $ $

Could a malfunction resulting from your repairs or maintenance:

i. Totally destroy (ii) in (a) above? O Yes O No
il. Totally destroy (iii) in (a) above? O Yes O No

Discuss and explain:

Have you ever performed work outside the U.S., Canada, and Puerto Rico?

O Yes O No
If so, explain type of work, dated completed, and other pertinent details:

Have you ever performed work:

i. As a joint venture partner? O Yes O No
il. Where insurance was provided under a “wrap-up” or owner controlled insurance plan?
O Yes O No

Describe, including approximate date, type of work, insurance coverage still in effect (if any):

Have you ever been involved in experimental or untested methods of construction?
O Yes 0O No
Explain, including approximate date, type of work, etc.:

Type of construction (contractors):

Indicate percentage of the type of projects undertaken:

Building Construction Industrial Construction
Commercial % e Bulk storage facilities %
Educational % e Heavy industrial plants %
Hospitals-health care % e Manufacturing and
Public assembly % assembly plants %
Recreational % + Refineries, petrochemical %
e Ammonia and urea plants %
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Highway Construction Residential Construction

+ Drainage ' % ¢ Single family %
e Excavation % e Low-rise multifamily %
+ Highway bridges % o High-rise multifamily %
Heavy Construction Other Projects

e Dams % . %
« large bridges % . %
s Marine % J %

% . %

¢ Tunnels
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CONTRACTUAL LIABILITY EXPOSURES

Does the port have a formalized (and used) procedure for review contracts

from a risk management/insurance perspective? O Yes O No
if so, who does this review:

[0 Risk Manager

O Insurance agent/broker

O Contract manager

0 Legal counsel

O Other:
Describe procedure and qualifications of reviewer(s), if not obvious from title:

" Does the port require the following types of “suppliers” to meet certain
minimum levels of insurance?

Contractors O Yes O No
Materials/parts suppliers 0O Yes 0O No
Services firms O Yes J No
Consultants O Yes O No
Attorneys I Yes O No
Insurance agents 8 Yes O No
Accountants O Yes O No
Armored car services O Yes J No
EDP seérvices O Yes 0 No
Security services O Yes 0 No
Are certificates of insurance required? 0O Always [ Occasionally O Never

If certificates are required, is there a “tickler’/follow-up system to assure that current
certificates are always on file? O Yes O No
Details/Comments:

Does the port have a standard hold harmless clause that it attempts to implement in all

contracts with suppliers and service providers? O Yes O No
Has this clause been periodically reviewed by:

Legal counsel? O Yes O No
Risk management advisers O Yes 0 No

Does the port ever require others to name it as an additional insured on the
“others” liability insurance? O Often 0O Occasionally 0O Never
In general, when is this requirement made?

Is there a system for notifying the port's insurance representative of contract insurance
requirements made of it in contracts with others (e.g., adding them as additional insureds to
your policies)? 0 Yes O No
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b.  Explain the system:

6. a. Do you lease real or personal property to others? O Yes O No
b. Ifso, doyou:
i. Require certain minimum levels of insurance? O Yes 0O No
il. Require certificates? O Yes O No
i, Have a system to keep certificates current? O Yes 0 No
c. Obtain sample lease if not already secured.
7. On property rented to others:
a. Are tenants held liable for fire rate increases in building due to occupancy?
O Yes O No
b. Are tenants required to carry insurance in your favor for:
i. Fire insurance? O Yes O No
il. Liability insurance? O Yes O No
c. Are tenants responsible for repairs and maintenance? O Yes O No
8. a. Do you utilize a custom insurance certificate? O Yes 0O No
b. Obtain a copy.
C--30
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PROFESSIONAL/ERRORS AND OMISSIONS
Liability Exposures

1. Does the port or any subsidiary or affiliate perform any of the following services for others either with
its own personnel or by way of subcontractors?

Annual
In-house Subcontract Revenues
Accounting 0 a 3
Actuarial O a 3
Advertising | O $
Ambulance/Paramedic m| 0 $
Architectural | 0 $
Attorneys a O $
Claims Adjusting O O $
Collection Agents [} O 3
Construction Management | a $
Consulting/Counseling O O $
Data Processing a 0 $
Design O a $
Escrow Agent 0 d 3
Engineering/Testing a a $
Insurance Sales/Service O a %
Law Enforcement O O $
Medical a 0 $
Nursing/Rehabilitation a | $
Notary Public a O $
Property Appraisal a | $
Public Office a O 3
Safety/Loss Control Services | O 3
Security Services O a 5
2. List individuals
Name Activity/Service Qualifications

3. Generally, describe quality control/loss control activities:
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PERSONNEL AND WORKERS’ COMPENSATION EXPOSURES

List all states in which operations are currently taking place:

List all states, not included in above, where it is anticipated that operations will begin
within 12 months:

Are there any operations currently conducted or planned in any of the following

monopolistic fund states (check applicable states)? O Yes O No
O Nevada 0 U.S. Virgin Islands

| North Dakota O Washington

4 Ohioc a West Virginia

a Puerto Rico O Wyoming

Do any employees regularly travel on temporary assignment overseas or is any
overseas travel planned for the next 12 months:

O Often 0 Occasionally O Never O Planned
List countries; number of personnel, activities:

If there are any ongoing permanent or long-term foreign operations, fill in chart befow:

#U.S. # Foreign
Country Nationals Nationals Type of Work
Are compulsory insurance requirements known and complied with? O Yes O No

Comments:

Does the port perform operations on or have employees who regularly work on foreign U.S.

defense bases or public works projects outside the U.S. (Defense Base Act)? [ Yes 0O No
Location, number employees, payroli:

Does the port own, rent, or operate or are operations performed on docks, piers, wharves, etc.

(USL&H)? O Yes O No
Explain:
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10.

11.

Does the port own or operate any ships, boats, barges, etc. or would employees have any

occasion to work aboard such conveyances?

Explain:

O Yes O No

Are any operations performed on the Outer Continental Shelf?

0O Often O Occasionally

Explain:

OO Never

Does the port employ or use any of the following types of workers that may not be subject to the

workers compensation law?

[ Farm workers

0O “Casual” (irregular, special job)
employees

O Domestic employees

Indicate state(s), operations, other details:

0
O

O

Volunteers
Corporations with less than
3 employees
Other:

Does the port perform operations or have employees who would be subject to the Migrant and

Seasonal Agricultural Workers Compensation Act? O Yes O No
Explain:
Does the port own a railroad (FELA)? 0O Yes 00 No

Obtain payrolls, number employees, etc.:

Is there a potential for multiple injuries, iliness, death, or disability of employees from:

Estimate Likelihood

Event

Max. No.
Employees
Exposed

Nil

Slight | Mod.

High

Corp. Owned Aircraft Disaster

Commercial Aircraft Disaster

Car or Van Pool Accidents

Rail Travel Disaster

Other Travel Disasters
Epidemic ]

Sabotage/Assassination

Exposure to Asbestos, Silicon, Other
Harmful Agents

Industrial Accident (e.g., explosion,
building collapse, polliution release, etc.)
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b. Is there a corporate policy concerning the number of key individuals who travel together?

O Yes O No
Details:
12. a. Estimate exposure to kidnap/ransom (K&R): [0 High 0O Intermediate O Low
b. Is there a formal K&R plan in place? O Yes 0 No

c. Comments:

13. a.  List the names of the following key personnel:

Risk/insurance manager
Safety manager
Maintenance/engineer manager
Plant superintendent
Controller
Personnel director
First aid director
Purchasing agent
Other

b. List key individuals necessary to continue operations, continue sales volume, continue
important research and development, or otherwise necessary for continued business prosperity:

Est. Economic
Name Title Function Age Value

14. a. If a sole proprietorship or partnership, is there a funded buy-sell agreement?

0O Yes O No
b. Does it contemplate long-term disability as well as death? O Yes 0O No
15. a. Isthere a safety director? ‘ O Yes 00 No
b. Name: Title:
Location:
16. a. Is there a corporate safety policy statement? O Yes O No
b. Obtain copy.
17. a. lIs there a safety manual? O Yes O Neo

b. Obtain a copy.
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18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

a. Are periodic safety meetings held? O Yes O No
b. How often, and with whom?
a. Are pre-employment physicals used? O Yes O No
b. What positions?
Is pre-employment testing for any of the following conducted?
Alcohol abuse O Yes O No
Drug abuse O Yes O No
Tendencies toward dishonest acts 0O Yes O No
Psychological stability O Yes O No
Safety attitudes O Yes O No
a. Are annual physicals required of any employees? O Yes O No
b. What positions?
Do any employees have physical handicaps? O Yes d No
a. Are any employees under 18 years old? O Yes O No
b. Are work permits required? O Yes O No
a. s there a formalized accident investigation procedure which requires prompt notification with
details (preferably on a standardized form)? O Yes O No
b. Details:

Have Job Safety Analyses (JSAs) been performed on positions requiring physical exertion or the

handling/use of potentially harmful agents? 0

Yes

O

No

a. Has an effort to identify all potentially hazardous chemicals, agents, materials been made?

O

Yes

O

No

b. Ifyes, are records maintained regarding handling precautions, emergency treatment?

c. Are such materials labeled? O Yes O No
a. Isthere a formal system for accident records and analysis? O Yes 0 No
b. Describe:

a. Are you ever inspected by OSHA? O Frequently O Occasionally
b. Date of last inspection:
c. Ever cited or fined? O Yes O No

O Not to Date
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d. Describe c:

29. a. Does the port maintain a first-aid station or dispensary? O Yes O No
b. lIs there a doctor or nurse on staff? O Yes O No
¢. i no nurse or doctor, do you have employees trained in first aid and CPR?

O Yes O No

30. Are employees provided with health plans as a benefit? O Yes O No

31. a. Are employees exposed to riding in special equipment such as man lifts, cranes, etc.?

O Yes O No
b. Ifyes, explain:

32. a. Is there any unusual noise exposure? O Yes O No
b. Ifyes, explain:

33. Is there any work performed:

a. Underground? O Yes 0 No
b. Above 15 feet? O Yes O No

34. a. Are subcontractors used for any of your operations? O Yes O No
b. Ifyes, explain: .
¢c. Are certificates of insurance required? 0 Yes O No

35. a. Do yousponsor any employee athletic team? O Yes O No
b. If yes, describe activity: ]

36. a. | there alabor interchange with any other business or subsidiary? O Yes 00 No
b. Ifyes, explain:

37. a. Do you lease empioyees to or from other employers? 0 Yes O No
b. On what basis? O Short-term O Long-term

38. Do you have employees working predominantly at home? O Yes [0 No
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OWNED/LEASED AIRCRAFT LIABILITY AND PHYSICAL DAMAGE

EXPOSURES

1. Check Aircraft Exposure

TRT T SQ R0 200

3

Oooocooooono

Type Describe Use

Fixed wing

Helicopters

Balloons, blimps

Hang gliders

Missile, rockets

Satellites

Other:

Obtain the following information on each aircraft:

Make, model:

Year:

FAA number:

Seating capacity, crew: _
Seating capacity, passengers:

Number engines, type:No.: Type:

Purchased: O New 0O Used
Purchase price: $
Current value: $
Engine hours since new: . since last overhaul:
Use in last 12 months: hours

Location of base: City: ' Airport:

Hangared? O Yes O No
Tiedown? O Yes O No
Lienholder:

Indicate manner in which aircraft is used:
Pleasure % Charter %
Business % Instruction %
If chartered, indicate purpose:

Are any aircraft equipped for amphibious landing? O Yes . 0O No
List aircraft

Are these aircraft ever used for travel outside the continental U.S. or Canada?
O Yes O No

List countries:
i iv.

i, ' V.

jil. Vi.
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¢.  Any need to purchase insurance from an admitted carrier in these countries (e.g., Mexico)?
O Yes O No
List country numbers from above:
d. Estimate political risk exposure (e.g., expropriation) in these countries:
O High O Moderate O Low OJ Nil
5. a Doyouownany:
Hangars? O Yes O No
Airfields, airports? O Yes 0 No
Refueling facilities/tankers? O Yes O No
Repair/service facilities? O Yes O No
b. Obtain location, description:
- ¢. Arethese used by the public? O Yes 0 No
d. Are they FAA-controlled? O Yes O No
6. Obtain the following information on each pilot:
a. Age:
b. Ratings:
¢. Hours logged:
i. Total: hrs.
ii. Last 12 months: hrs.
iii. Last 90 days: hrs.
d. Any physical impairments? O Yes J No
e. Annual physical required? O Yes O No
f.  Any FAA citations? O Yes 0O No
Describe:
g. Are pilots required to complete recurrent training sessions? I Yes O No
7. a. Areowned aircraft ever used to transport the public (e.g., customers, prospects, etc.)?
O Often O Occasionally O Never
b. Forafee? ‘ O Yes O No
Describe:
8. a. Does port have lease/rental agreement with regard to non-owned and leased aircraft?
' O Yes O No
b. Indicate party responsible for all physical damage to aircraft:
¢. Indicate amounts of hull and liability insurance in lease/rental agreement:
i. Hull:
il. Liability:
d. Indicate party responsible for operation and maintenance decisions:
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OWNED/LEASED WATERCRAFT LIABILITY AND PHYSICAL DAMAGE

EXPOSURES

1. Check watercraft exposure

CErPoQTODIITATTS@NO000D

Type

Pleasure boats, yachts
Tugs

Fishing boats

Barges

Freighters

Tankers

Submersibles

Drilling rigs

Other:

Ooo0Ooo0ooooooog

Obtain the following information on each watercraft.

Name of boat:

Describe Use

Make, model:

Registration humber:

Year built:

Length:

Power:

Engine serial number:

Maximum speed:

Crew size:

Passenger size:

Type of hull:

Hull identification number:

Usual cargo:

Cargo capacity:

Waters traveled:

tons

Home port:

Lay-up period:
Country of registration:

Purchased:
Purchase price:

O Used

9369[:]

Est. current vaiue:

3. Obtain the following additional information on each leased watercraft:

a.

b.

Lessor:

(Name)

(Address)

(City, State, Zip)
Duration of lease:
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c. Annual rental payment:
d. Responsibility for insurance?

4 a  Watercraft ever used for travel to (or operate out of) countries other than U.S. or Canada?

O Yes O No
b. List countries:
c. Estimate political risk exposure (e.g., expropriation):
O High O Moderate O Slight O Nil
5. a.  Does your port ever: ]
Charter watercraft from others? O Often O Occasionally O Never
Charter your watercraft to others? [ Often O Occasionally O Never
Crew the boats, ships of others? [ Often O Occasionally O Never
Repair the boats, ships of others? [ Often O Occasionally O Never
b. Describe:
6. a. Do youemploy a paid crew? O Yes 0 No

b. Qualifications, experience:

7. a. Are pleasure craft ever used for:
i Racing? 0 Yes O No
ii. Water skiing? O Yes O No
b. Comments:
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REAL AND PERSONAL PROPERTY EXPOSURES
General Information

1. Are any of the port’s properties* located in an area prone to:

*Location

Flood

Earthquake
Sinkholes
Volcanic eruption
Mudslide/landslide
Avalanche
Subsidence

‘O0ocoooao

2. a. Do all owned buildings meet current code requirements?
O Probably O Possibly not 0O Probably not
b.  What locations are least likely to meet current code requirements:

c. Estimate of additional cost to meet standards:

3. Indicate any owned or leased locations where the following conditions may exist or operations are
conducted:

Conditions/Operations ' Location(s)

Boilers

Pressure vessels

Foundries

Explosives storage

Inflammables storage

Radioactive material storage

Corrosive material storage

Welding

Hazardous waste generation/
storage

4. Are any owned or leased buildings or facilities located downstream from a dam?
O Yes 0O No

5. a.  How have insurable values been established?

Appraisal by qualified firm

Discussions with contractors or architects

Inspections by company personnel using published “appraisal system”
Accounting records

“Best guess”

ooooa
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b. Date values were established:

c. Are values pericdically adjusted? O Yes O No

d. Do building values include an extra amount for the cost of:
i. Debris removal O Yes O No Amount $
il. Demolition? O Yes 0O No Amount: $

ii. Increased cost of
construction from

building codes 0 Yes O No Amount. §
6. a. Where you are a tenant, have you paid for any improvéments or betterments?
O Yes O No
b. Locations Amounts
$
$
7. a. Isthere a written catastrophe plan? 0O yes 00 No

=

Comments:

8. a. Are employees instructed on procedures to follow in case of a fire?

O Yes O No
b. Comments/training:
9. a. Are there any design peculiarities of your buildings or facilities? O Yes O No
b.  Are the blueprints duplicated and stored off-premises? 0 Yes J No
c.  Are contractors capable of the construction readily availabie? O Yes O No
d. Comments:

10. a. Are any renovations, additions, new construction, etc., planned during the next 12 months?

O Yes C No
b. Describe:
11. a. Are there any owned buildings or facilities that, if destroyed, would not be rebuilt?
O Yes 0 No
b.  If so, indicate locations:
12. a. Are there any owned buildings or facilities that, if destroyed, would be rebuilt?
i. At a different location? O Yes O No
ii. For a different use/occupancy? O Yes 0O No
b. If so, indicate locations, details:
C 42
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13. a. Do you own any of the following types of property?

Type ‘ Location Est. Value

€

Towers
Transmitting
equipment
Antennae
Bridges
Tunnels

Piers, wharves
docks

Fences and gates

O OOoo0ooOo 00
N Y T WY YY)

b. Comments:

14. On property rented from others:
a. Name and address of lessor:

b. Indicate amount of rent (monthly, annual):

¢. Term of lease and expiration date:

d. Is arenewal option available: O Yes 0O No
e. Indicate any premium paid for lease:
f.  Are you responsible for repairs and maintenance? O Yes 0O No

Personal Property of Others

15. a. Any goods held on consignment? O Yes O No
b. Value: $
¢c. Nature:

16. a. Any personal property of émployees (e.g., tools) for which port is responsible?
O Yes O No

b. Value: $

17. See also premises-operations liability (care, custody, or control).

Machinery, Equipment, Tools, Dies, etc.

18. a. Are there any machinery, equipment, tools, dies, etc., that are absolutely essential to
operations? O Yes O No
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19.

20.

21.

22.

23.

24,

b. List
c. Would any of the above be difficult to replace in a timely manner? O Yes O No
d. Have any contingency plans been made to secure replacements or utilize a different process?
O Yes O No
e. Describe contingency plan:
f.  If damage to equipment were to cause suspension of operations, what Is the estimated daily
loss?
g. What is the maximum probable period of shutdown?
a. Are food or cther perishables stored in a refrigerator or freezer system?
' O Yes O No
b. List
Location Average Value Maximum Value
a. Is any important equipment subject to accidental breakdown? 0 Yes 0O No
b.  Should insurance be considered? O Yes O No
Is an inventory of replacement parts maintained? O Yes 7 No
a. How would you describe the maintenance program?
O Excellent 0O Poor 0 Good O Nonexistent O Fair
b. Comments:
a. Is machinery or equipment subject to damage from power surges, power outages, or
“brown-outs”? O Yes O No
b. Have any protective safeguards been taken? O Yes O No
c. Describe safeguards:
d. Inthe event of a breakdown or disruption, are alternate power and light readily available?

O Yes O No

Are designs of custom equipment, tools, or dies duplicated and stored off premises?

O Yes O No
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25.

26.

27.

28.

29.

OooooOooooo

30.

Indicate value of any office equipment (typewriters, copy machines, etc.):

Do you have any promotional material (signs, models, exhibits, etc.) that might represent a
substantial financial loss if damaged? O Yes O No
a. Ifyes, describe and determine value:

Do you have security devices (cameras, alarms, smoke detectors, etc.) installed in your premises?
O Yes O No

Do you have recreational facilities on premises? O Yes O No
a. If yes, describe facilities and equipment:

b. Indicate value of equipment at said facilities:

Stock (Raw, in Process, and Finished)

a. Is any stock subject to damage from the following?

Peril Location Value

Extremes of temperature
Dampness of atmosphere
Light

Darkness

Sound/noise
Contamination

Bacteria

Mold

Mildew

N h A A DB LA B

b. Protective safeguards:

a. Does port own any of the following?

Property Value
0 Growing crops 3
O Livestock $
O Show horses/race horses $
O Other valuable animals:
3
3
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31.

32.

33.

34.

35.

36.

o

® 000w’

Should insurance be considered? _ O Yes O No

Does value of stock on hand vary during the year? O Yes J No
Maximum value: $ .
Minimum value: $

Do others hold your property on consignment? O Yes 0 No
List distributors, minimum, maximum value on hand: '

Who is responsible for insurance?

Plate Glass and Signs

Do any of your buildings have high valued, decorative or stained glass? [ Yes 0O No
If yes, describe:

Can you estimate the replacement value? §
Complete Plate Glass Schedule (pre-interview section) if not previously done.

Comments:

Does any of the glass have lettering? O Yes O No
If yes, describe:

Indicate value: $

Do you own any neon or other high valued signs or biliboards? O Yes O No
Can you estimate total values? $
Are any located off of your premises? O Yes O No

Complete Neon Sign Schedule (pre-interview section) if not previously done).
Comments:

Fine Arts
Does the port own any:
ltem(s) Location(s) # ltems Total Value
O Fine arts? $
O Antiques? 3
O Antique/classic autos? $
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37. a. Does the port allow others to exhibit fine arts in its buildings?
0O Often O Occasionally 0O Never
b. Maximum value exposed? $

Valuable Papers

38. a. Types of valuable papers:

O Maps O Manuscripts O Leases
O Plans O Files g
O Specifications O Patents and copyrights 0O
0 Blueprints 0 Contracts O
O Plates " O Titles and deeds O

b. What would be the effect of loss or destruction?

c. Costto recreate?

39. Are valuable papers duplicated and stored off premises? O Yes O No

Where?

Co

40. Are valuable papers stored in:
O U.L.-approved fireproof cabinets while on premises?
0O Safe or vault?
O Other, describe:

Accounts Receivable

41. a. Are accounts receivable duplicated (back-up) and stored off premises?
O Daily 0 Monthly 0O Weekly O Never
b. What would be the cost to recreate the records that would be lost in a catastrophe?
$

42. Are these records kept in:
O U.L.-approved fire resistant cabinets?
O Safe or vault?
O Other, describe:

43. Accounts receivable values:

a. Highest amount during year: $ (Usual month(s):
b. Lowest amount during year: $ (Usual month(s):

c. Average monthly amount: $
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Miscellaneous Personal Property

44, Do you own a significant amount of any of the following types of property?
Est. Est. Total
Type No. Units Value Location
Camera, photographic 3
Electronic (not EDP) $
Radio receivers/
Transmitters $
Sports equipment 3
Railroad rolling stock $
Tools $
$
$
3
3
Comments/use/importance:
Mobile (i.e., Contractor’s) Equipment
45. Do you ever:
i. Loan your equipment to others? O Often O Occasionally O Never
i, Rent your equipment to others with operators?
O Often O Occasionally O Never
iii. Rent your equipment to others without operators?
O Often O Occasionally O Never
Comments/Rental Income:
46. Do you ever:
i. Borrow equipment from others? O Often 0O Occasionally O Never
ii. Rent equipment from others? O Often [0 Occasionally O Never
Highest value of equipment borrowed/rented: $
Lowest value of equipment borrowed/rented: §
47. Do you operate your equipment from barges, boats, watercraft, etc.?
O Often [0 Occasionally O Never
Comments:
48. Do any of your cranes or derricks have booms over 40 feet in length? O Yes O No
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49.

50.

51.

52.

53.

54.

55.

56.

57.

58.

a. Do operators know the weight limitations of their equipment and do they use care not
to exceed them? O Yes O No
b. Comments:

Is there an ongoing maintenance program? O Yes O No
Describe:

o

a. Do you plan any major equipment purchases during the next 12 months?

O Yes O No

b. Describe (incl. est. cost):
a. Is any equipment used underground? O Yes O No
b. Describe:
a. Where is equipment stored when not in use?
b. Indicate protective measures taken:

O Anti-theft devices O Guard dogs

O Fence O Equipped with fire extinguishers

O Lighting O Gas cap locks

0O Night watchman a

Data Processing

Is the computer room equipped with a smoke and heat detection system?

O Yes O No
a. Is the computer room equipped with an automatic fire suppressant system?
O Yes 0O No
b. Indicate type:
O Halon 0 co?
O Sprinkler O Other:
c. Does activation of this system:
i. Sound a local alarm? O Yes 0O No
ii. Sound an alarm at a remote location? O Yes O No
ii. Automatically shut down computers? O Yes 0O No
iv. Automatically shut down air conditioning? O Yes O No
Is the EDP room physically separated from the media storage area? 0 Yes O No
a. How many days per week to you process? days
b. On average, how many hours per day do you process? hours/day

How long do you think it would take to replace the immediate environment housing the EDP

operations?
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59.

80.

61.

62.

83.

64.

65.

66.

67.

Are duplicate programs maintained? ' O Yes [0 No

a.
b. Are they stored in a totally separate location? O Yes O No
c. How frequently are they updated?
a. s media duplicated? O Yes O No
b. Is it stored in a total separate location? 0O Yes [0 No
c. How frequently is it updated?
How long do you think it would take to replace your hardware?
a. |s your hardware configuration “unique?” O Yes O No
b. If so, is a duplicate configuration stored in a totally separate location? [0 Yes C No
a. Would loss of your EDP equipment cause an interruption of your income stream?
O Yes O No
b. If so, estimate loss per month: $
a. If your EDP capability was lost, could you continue these functions manually?
[J Yes O Ne
b. If so, estimate additional cost per month: $
a. s there a formal policy with respect to the installation of new software on corporate
personal computers by employees? O Yes O No
b. Comments:
a. Is new software tested for viruses? I Yes O No
b. Comments:
Have measures been taken to secure the PBX (phone) system from access by outside computer

hackers? O Yes O No
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ENCLOSURES

Please include each of the following items:
e Annual Report

e Port map and marketing brochure

e 5-year loss history. Give dates of loss, paid and reserve amounts, type loss & description of each

loss over $2,500. Attach insurance company loss runs if available.
e Copy of typical lease agreement with a major tenant
e Copy of tariff
¢ Drivers list. Specify drivers who have assigned vehicles.
e Copy of Port's security/safety plan - including use of vehicles
e Port tenant directory
e 5-year or 10-year capital improvement pians

s Property statement of values
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