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Background
A.  Definition of abuildersrisk loss
B. Identification of potential problem areas
C.  Preliminary evaluation of key issues
The Interrelationships (between Claim Impacts and Policy)
A. Key policy language and coverage issues
B. Cost impact issues
C. Timeimpact issues
Expedited Reconstruction
A.  Thereconstruction decision-making process
B. Developing an expedited reconstruction plan
1.  Time/schedule analysis
2.  Cost/benefit analysis
3. Performance monitoring
C.  Establishing acommunication plan
1. Internal progress reporting
2. External progress reporting

D. Expedited reconstruction plan execution
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VI.

Business I nterruption Claim Elements (Valuing the L 0ss)
A. Physical damage
1.  Reconstruction direct costs
2.  Expediting/overtime costs
B. Businessinterruption
1.  Delay in opening/actual loss sustained
2. Expenses to reduce loss
3. Averted delay
C.  Other extra/expediting expenses
Relationship “Makers’ vs. “Breakers’
A.  Agreements and understandings
1 Documented vs. field agreements
2. Authorized vs. unauthorized agreements
B.  Construction performance (time and cost elements)
1 Expected vs. actual performance
2. On-budget vs. off-budget performance
3. On-schedule vs. off-schedule performance
Summary/Closing
A.  Presentation of common loss factors
B. Resolution of key problems and issues

C. Questionsand answers



PUTTING A VALUE ON A BUILDERS RISK LOSS

Background

<> Description of a Builders Risk Loss
<> Identification of Potential Problem Areas

<> Preliminary Evaluation of Key Issues
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Builders Risk Loss Scenario

<~ A company’s risk manager with input from operations,
engineering and financial personnel has analyzed the loss
situation on a preliminary basis and has determined the
following:

» The hard cost claim (for repair and replacement costs)
is estimated to be $20 million on a normal
reconstruction basis and $40 million on an “expedited”
reconstruction basis.

Loss Scenario (cont’d)

+ The Delay in Opening claim (involving the revenue loss
due to the inability to produce key products and certain
byproducts) is estimated to have a daily value of
$2,000,000.

* On a normal reconstruction schedule, operations can be
resumed in 60 days. Under an expedited schedule,
operations can be resumed in 40 days.




Loss Scenario (cont’d)

 Per the company’s insurance policy, a 10-day waiting
period deductible applies.

* A qualified business insurance consultant is aware of
the loss and would like to assist in the claim
preparation.

Loss Scenario Summary

Normal Reconstruction Expedited Reconstruction
* $20 million property damage * $40 million property damage
cost estimate cost estimate
* $2,000,000 daily BI value * $2,000,000 daily BI value
* 60 days to resume operations * 40 days to resume operations

* 10 day deductible (wait) * 10 day deductible (wait)

Which is the best option and what other
considerations must be taken into account?

Loss Scenario: Key Issues

<> How should the risk manager fully evaluate his options?

<> Should the comparison of property damage and delay in
opening dollars drive his/her evaluation?

<> In addition to the obvious (e.g., costs and time), what
additional factors must he/she weigh in the decision
making process?

<> How should the risk manager communicate these issues to

the insurance company and its team of representatives?




Loss Scenario: Additional Issues

<> Due to some uncertainty with respect to the cause of
origin, a question remains as to which policy should be
pursued: the Builders Risk Policy, the Global Property
Policy, or both?

<> Similarly, some uncertainty exists with respect to the
original date (or dates) of loss and as such, whether the
claim should be treated as one loss or two individual losses

-- How should this issue be addressed and resolved?

Loss Scenario: Additional Issues

<> Some difficulty has been identified with respect to the
accounting system and its ability to reconcile work order
accounts to actual paid invoices -- How could this be
handled?

<> The adjuster has expressed some concerns about
recognizing and paying financing costs — What are some
best practices for documenting such a loss to appease the

adjuster’s concerns?

The Interrelationships

<> Key Policy Language And Coverage Issues
» Hard Cost Coverage
* Delay in Opening Coverage
* Soft Cost Coverage

<> Cost Impact Issues

<> Time Impact Issues
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The Interrelationships

<-Key policy language and coverage issues

» Hard Costs - “...the full replacement cost of the
property at the time of the loss, including labor and
other charges and expenses accrued thereto but not
exceeding the amount which it would cost to repair or
replace the property with material of like kind and

quality within a reasonable time...”

The Interrelationships

< Key policy language and coverage issues

* Delay in Opening - “...the Insured shall be indemnified
for soft costs/additional expenses incurred, loss of
gross earnings, and/or loss of rental income on an
actual loss sustained basis when the foregoing are due
to delay caused by physical loss or damage by a peril to
the insured property and subject to the period of

indemnity...”

The Interrelationships

<Key policy language and coverage issues

» Expense to Reduce Loss - “...Such expenditures as are
necessarily incurred for the purpose of reducing any

loss amount under this Policy,...”
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The Interrelationships

<-Key policy language and coverage issues

* Soft Costs/Additional Expense - “Expenditures, during
the period of indemnity, which would not have been
incurred by the Insured if the delay had not
occurred...including interest upon borrowed money to

finance the contract work”

The Interrelationships

<> Cost and Time Impact Issues

» Were the increased costs associated with expedited
reconstruction outweighed by the time savings with

respect to the delay in opening loss?

» What happens when the anticipated time savings do not
come to fruition or the anticipated increased costs are

exceeded?

Expedited Reconstruction

<> The Reconstruction Decision Making Process
* Minimizing downtime to operations
* Market and general business factors

<> Developing an Expedited Reconstruction Plan
* Time/Schedule Analysis
* Cost/Benefit Analysis

11
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Expedited Reconstruction

<> Establishing a Communication Plan
* Internal progress reporting
» External progress reporting

<> Expedited Reconstruction Plan Execution
* Performance monitoring/measurement

» Awareness of cost overruns and time delays

Builders Risk Claim Elements

<> Hard Costs (Physical Damage)
* Reconstruction direct costs
— Repair costs
— Rebuild costs
» Extra/Expediting costs
— Material premium charges

— Labor overtime charges

Builders Risk Claim Elements

<> Delay in Opening
» Gross Earnings Loss / Actual loss sustained
» Averted delay / BI loss savings (“hypothetical”)
+ Expenses to reduce loss

<> Other Soft Costs / Additional Expenses
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Schedule Delay Scenarios

Incident
I

20 Days

Full Outage I Averted Delay |

of Operations
1 1 1 ]

April 11, 1999 April 20,1999 May 30, 1999 June 19, 1999
E “Expedited”
g 40 Days
oD Noram
60 Days x $2,000,000/day =$120,000,000
Loss Scenario Evaluation
Normal Reconstruction Expedited Reconstruction
*PD = $20,000,000 *PD = $40,000,000
*BI = 120,000,000 *BI = 80,000,000
| *Ded. = (20.000,000) *Ded.= (20.000,000)
CLAIM $120,000,000 CLAIM $100,000,000
Which is the best option for reconstruction?
Loss Scenario Evaluation
Normal Reconstruction Revised Reconstruction
*PD = $20,000,000 *PD = $60,000,000
*BI = 120,000,000 «BI = 100,000,000
| *Ded. = (20,000,000 *Ded. = (20,000,000
|
CLAIM $120,000,000 CLAIM $140,000,000

‘What could/should happen under this scenario?

13
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Relationship “Makers” vs. “Breakers”

<> Agreements and Understandings
* Documented vs. Verbal “Field” Agreements
* Authorized vs. Unauthorized Agreements
* Clear Coverage vs. Policy Interpretation
<> Construction Performance (Time and Cost Elements)
* Expected vs. Actual Performance
* On-budget vs. Off-budget Performance

¢ On-schedule vs. Off-schedule Performance

Summary/Closing

<> Presentation Of Common Case Factors
<> Resolution Of Key Problems And Issues

<> Questions And Answers

Summary/Closing

<> Presentation of common case factors/characteristics
* Repair vs. Reconstruction
» Normal reconstruction vs. Expedited reconstruction
 Cost increases/savings
» Time increases/savings
 Policy and coverage issues

» Business operations issues
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Summary/Closing

<> Resolution Of Key Problems And Issues (Best Practices)

* Do your homework - fully analyze all aspects of the

situation (i.e., cost, time/schedule, operations, coverage,

etc.) before making decisions to move forward.

é « Establish clear, upfront communication with insurance g
company and its representatives. ;—
)
* Get necessary agreements in writing to formalize the g
decision making process. T
vs)
Questions
i and
| |
5
= Answers
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