Innovation
Y our Resource for Risk
and Insurance Wisdom™

® [RMI Construction
Risk Conlerence
5 Years of'

Workshop C

Tuesday, November 8, 1:30—3:00 p.m. and 3:30-5:00 p.m.

BUILDERS RISK FOR SMALL AND
MIDSIZE CONTRACTORS

Presented by

James H. Costner
Senior Vice President, Property Practice
Willis

In discussing builders risk insurance, significant differences exist between
the terms of coverage available to a jumbo contractor and those available
to small and midsize contractors. This session provides an overview of
builders risk insurance provisions with an emphasis on key differences in
builders risk policy forms and what the market currently offers to contrac-
tors on projects of $100 million or less. Contractors and their insurance
representatives will learn what to look for when examining a builders risk
form and where negotiation on coverage terms may be possible. Typical
lender requirements will also be discussed, along with how to prepare a
builders risk underwriting submission. Case studies will be used to illus-
trate many of the concepts covered.
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James H. Costner, CPCU, ARM
Senior Vice President, Property Practice
Willis

Mr. Costner is presenting Workshop C, “Builders Risk for Small and Midsize Contractors,” on Tuesday af-
ternoon. He is senior vice president, Willis Risk Solutions Property Practice. He consults with Willis offic-
es and their large clients on matters related to property insurance coverage design, marketing, and loss
adjusting.

Mr. Costner has taught risk management at the American University in Washington, DC, and insurance
law, property insurance, and property insurance underwriting at Nashville Tech in Tennessee. Widely
published, he has contributed many articles in leading industry publications, including Business Insur-
ance, Risk Management Magazine, The Risk Report, The Investor’s and Owner’s Guide to Office Building
Management, and more. His writings cover a broad range of topics, including property coverage, build-
ers risk, time element coverage, and the insurance market in general. Mr. Costner speaks frequently at
seminars and conferences including RIMS and the IRMI Construction Risk Conference. He is a winner of
IRMI’s Words of Wisdom (WOW) award for outstanding speakers.

Mr. Costner is a graduate of Arkansas State University and the Graduate School of Sales Management
and Marketing at Syracuse University. He holds the CPCU and ARM designations.
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Notes

This file is set up for duplexed printing. Therefore, there are pages that are intentionally left
blank. If you print this file, we suggest that you set your printer to duplex.



























INSUREDS, NAMED INSUREDS, FIRST NAMED
INSUREDS, ADDITIONAL INSUREDS, MORTGAGEES,

LOSS PAYEES, SUBROGATION WAIVERS

Subrogation Waivers are Highly Desirable

* Builders risk works better, faster and more
economically than general liability insurance

* Subrogation waivers should apply to the project
not just to contractor’s work

* Subrogation waivers should be issued by a
competent attorney, in writing, signed by all
parties, prior to commencement of work
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INSUREDS, NAMED INSUREDS, FIRST NAMED
INSUREDS, ADDITIONAL INSUREDS, MORTGAGEES,
LOSS PAYEES, SUBROGATION WAIVERS

Lenders

* No lender should ever want to be a named insured
or a loss payee on any property insurance policy

* The mortgagee’s rights are greater than the
insured’s rights

* Mortgagee receives claims payments
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INSUREDS, NAMED INSUREDS, FIRST NAMED
INSUREDS, ADDITIONAL INSUREDS, MORTGAGEES,

LOSS PAYEES, SUBROGATION WAIVERS

Lenders
* Are still protected if an insured voids the policy
* Receive more notice of cancellation

* Are allowed additional time to pay the premium if
the insured does not

* May notify the insurer of an increase in hazard
» May file a proof of loss if the insured does not
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INSUREDS, NAMED INSUREDS, FIRST NAMED
INSUREDS, ADDITIONAL INSUREDS, MORTGAGEES,

LOSS PAYEES, SUBROGATION WAIVERS

* The policy must contain complete mailing
addresses of all persons entitled to receive
notices
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What Property Is To Be Insured?

* Insured project

* Buildings, structures, temporary structures,
trailers in transit

* In storage off-site

» Scaffolding, falsework, forms excavations,
grading, filling, backfilling, fill dirt, property of
others for which the insured is liable
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What Property Is To Be Insured?

* Provided the value of the insured property has
been included in the estimated total project
value shown in the schedule

* Foundations, underground work, sidewalks
and pavement

* Landscaping
* Fences

« Signs

* Antenna
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Common Property Exclusions

 Existing property
» Contractors’ tools
* Motor vehicles

* Land and water

* Landscaping

* Animals

* Accounts, bills, currency, money, securities
* Waterborne property

* Maps, plans, blueprints, drawings
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What Perils Are To Be Insured?

* Almost all project documents require “all risk”
* Collapse

* Flood and water damage

* Earthquake and earth movement

* Windstorm

26
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Common Peril Exclusions

* Deliberate damage by the insured

* Failure to protect damaged property
* Employee dishonesty, infidelity

* War

* Terrorism

* Hacker attack, cyber risk
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Common Peril Exclusions

* Nuclear, chemical, biological

* Asbestos

* Mold, mildew, rust

* Normal settling

* Design defect

* Faulty workmanship or materials
* Loss covered under a guarantee
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What Damages Are To Be Insured?

* Replacement cost

* Debris removal

* Pollutant cleanup

* Preservation of property

* Emergency service charges
* Expediting expenses

* Law and ordinance compliance
* Inflation

* Landscaping
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What Damages Are To Be Insured?

* Site preparation

* Paved surfaces

* Soft costs

* Debt service

* Advanced loss of profits

* Delayed opening

* Business interruption

* Extra expense

» Claims preparation expense

30
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What Policy Limit of Liability Is Required?

* The project documents and the lenders require
“actual insurable replacement value”

* Underwriters will offer sublimits on:
*Flood
* Earthquake, earth movement
* Named windstorm

What Policy Limit of Liability Is Required?

* Debris removal

* Pollutant removal
* Property in transit _,
* Property at temporary locations "E_
* Soft costs #s

* Extra expense

» Claims preparation

32
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Red Flags

Conditions Precedent to Coverage

» Construction site security and safety

* Hot work

* Emergency response protocols

» Water for fire suppression stored on-site

* No increase in hazard

* If a CP violation exists, the policy does not exist

* The insurer can avoid any loss by proving a CP
violation
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Recommendations

* Don’t be intimidated by complexity

» Get complete copies of all project documents and
contracts

» Spreadsheet the insurance requirements - Use a
checklist

* Prepare a good underwriting submission - Sweat the
details

* Read the policy forms before you buy. Hint: Start
with the exclusions

34
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Today’s Objectives

* Discuss who purchases the builders risk policy
* Discuss identifying the risk
* Discuss builders risk insurance requirements

* Discuss builders risk insurance coverage
design options

35
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Builder's Risk Checklist

Insurance Coverage Action Plan

James H. Costner, CPCU, ARM
Willis Risk Solutions Property Practice

Willis




Table of Contents

1. General INFOMMETION .........cuuivriiiiieie bbb 29
2. POICYNOIAET ... 30
3. Please attach complete copies of all project dOCUMENTS ...........curvieeiiriricrrs e 31
4, Types Of RiSk POIICY INSUIANCE .......c.cviviieieieisicciciesis et 32
5. EXCIUSIONS ...ttt 36
6. SOft COSE INSUIANCE ... bbbt 41
7. Business Interruption or Delayed Start Up.........coorcrincesceeeeeseee e 42
8. OFNEI ClAIMS ... 43
9. ValUGLION ClAUSES ........vvviriieiiieisieie sttt 44
10. AGIIONAI CLAUSES ...t 45
1. When Does This Builder’s Risk Insurance Policy Terminate? ...........cccccvvviiceenseceessceeeeseeecven, 46

Willis Group Holdings Limited is a leading global insurance broker, developing and delivering professional insurance, reinsurance, risk management, financial
and human resource consulting and actuarial services to corporations, public entities and institutions around the world. With over 300 offices in more than 100
countries, its global team of 15,800 Associates serves clients in some 180 countries. Willis is publicly traded on the New York Stock Exchange under the symbol
WSH. Additional information on Willis may be found on its web site: www.willis.com. © Copyright 2005

28



General Information

A. The named insured (exactly as it is to appear on the Builder’s Risk Policy.)

B. The named insured’s complete address (exactly as it is to appear on the Builder’s Risk
Policy.)

C. The name and complete address of the named Insured’s financial contact (i.e., CFO.)
D. The name and complete address of the inspection contact for this project.
E. The project name

F. The project location
(street address, city, county/parish, state/province, zip code/postal code or the exact GPS
position to 4 digits right of the decimal.)

G. The Policy Term
Effective date
Testing period (if none, so state)
Expiration date

H. The Builder’s Risk Policy Limit of Liability

I. All applicable sublimits including, if any, per occurrence or per policy year aggregate limits
of liability.

J. The deductible amounts
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K. Territorial limits

L. Law and jurisdiction
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2.  Policyholder

Is a certificate
of insurance or

Isa an evidence of
Name and complete mailing address of each entity that is to be named on  subrogation property
the policy or to whom a certificate of builder’s risk insurance is to be waiver insurance
issued. required? required?
The Project owner/principal and, if any, all joint venture partners Yes[ ] No[] |Yes[] No[]
The project manager Yes[ ] No[ ] |Yes[ ] No[]
General contractor Yes[ ] No[ ] |Yes[ ] No[]
All sub-contractors and sub-subcontractors Yes[ ] No[]|Yes[ ] No[]
Engineer Yes[ ] No[]|Yes[ ] No[]
Engineer’s assistant Yes[ ] No[] |Yes[ ] No[]
Architect Yes[ ] No[] |Yes[_] No[]
Architect’s assistant Yes[ ] No[ ] |Yes[ ] No[]
Lender Yes[ ] No[ ] |Yes[ ] No[]
Landowner Yes[ ] No[ ] |Yes[ ] No[]
Municipality Yes[ ] No[]|Yes[ ] No[]
Franchisor Yes[ ] No[]|Yes[ ] No[]
Vendors and suppliers of equipment or materials Yes[ ] No[]|Yes[] No[]
Other (please specify Yes[ ] No[]|Yes[ ] No[]
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Please attach complete copies of all project documents

A. Architect’s Contract

B. Project Manager’s Contract

C. Loan Agreement(s)

D. Engineer’s Contract

E. General Contractor’s Contract

F. All Sub-contractors’ and Sub-Sub-contractors’ Contracts
G. Site Survey

H. Elevation Certificate

I. Equipment Guarantees and Warranties

J. Land Lease (if any)

K. Franchise Agreement (if any)

L. Pro-forma Cash Flow Projections for the Completed Project
M. Project Completion Schedule

N. Building Permit

0. Occupancy Permit
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P. Certificate of Completion
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4. Types of Risk Policy Insurance

Should this builder’s risk policy insure the following?

Accounts, Bills, Money, Securities Yes[_] No []
Aircraft Yes[ ] No []
Air Supported Structures Yes[] No []
Boilers and Pressure Vessels Yes[_] No []
Bridges Yes[ ] No []
Building Materials & Supplies Yes[ ] No []
Building Materials and Supplies Owned by the Project Owner Yes[] No []
Building Materials and Supplies Owned by the General Contractor Yes[ | No []
Building Materials and Supplies Owned by Sub-Contractor Yes[] No []
Bulkheads, Docks, Piers, Wharves Yes[] No []
Contractors’ Tools, Equipment and Vehicles Yes[ ] No []
Cribbing Yes[] No []
Dams or Dikes Yes[ | No []
Earthwork Yes[_] No []
Electronic Data Processing Equipment Yes[ ] No []
Electronic Data Processing Media Yes[] No []
Equipment Yes[] No []
Existing Property on the Project Site Yes[ ] No []
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Should this builder’s risk policy insure the following?

Falsework Yes[] No []

Fences Yes[_] No []

Fine Arts Yes[ ] No []

Fixtures Yes[_] No []

Forms Yes[_] No []

Fuel and Fuel Tanks Yes[_] No []

Furs Yes[] No []

Growing Crops Yes[] No []

Hoarding Yes[] No []

Jewelry Yes[] No []

Jewels Yes[ ] No []

Land Yes[ ] No []

Land Excavation Yes[_] No [] g
3

Land - Filling and Backfilling Yes[] No [] %
S

Land - Grading Yes[] No [] o

Land - Improvements Yes[] No []

Land - Patios, Paved Surfaces and Roadways Yes[] No []

Landscaping Yes[] No []

Machinery Yes[_] No []

Materials Yes[ ] No []

Motor Vehicles Yes[ ] No []
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Should this builder’s risk policy insure the following?

Off-Shore Property Yes[ ] No []
Overhead Electrical Wires Yes[ ] No []
Pollutant Cleanup and Removal Yes[] No []
Precious Metals and Semi-precious Metals Yes[] No []
Property in Air Transit Yes[ ] No []
Property in Inland Transit Yes[] No []
Property in Waterborne Transit Yes[] No []
Property in the Open Yes[] No []
Property in Temporary Storage Off-site Yes[] No []
Property Lent to Others Yes[] No []
Renovations Yes[ ] No []
Retaining Walls Yes[] No []
Satellites and Spacecraft Yes[] No []
Scaffolding Yes[] No []
Shoring Yes[ ] No []
Signs Yes[] No []
Site Lighting Yes[] No []
Standing Timber Yes[] No []
Temporary Structures Yes[ ] No []
Testing Yes[ ] No []
Transmission and Distribution Lines Yes[] No []
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Should this builder’s risk policy insure the following?

Underground Mines and Mining Property Yes[ | No []
Underground Pipes Yes[ ] No []
Underground Wiring Yes[ | No []
Valuable Papers Including Plans and Blueprints Yes[ ] No []
Watercraft Yes[ ] No []
Water in Tanks, Pipes, Systems, Equipment Yes[] No []
Watertanks Yes[] No []
Water Under the Surface of the Ground Pressing on Foundations, Walls, Floors, Pavement, Yes[ ] No[]

Basements

35
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5. Exclusions

Earth Movement Yes[ ] No[] Yes[] No[_]
Electrical Injury Yes[ ] No [] Yes[ ] No[_]
Employee Dishonesty or Fraud Yes[ ] No[] Yes[] No[_]
Enforcement of Building Codes Yes[ ] No[] Yes[] No[_]
Erosion Yes[ ] No [] Yes[] No[_]
Eg:(r:,iﬁggiizzi:n or Deficiency in Designs, Plans or Yes[] No[] Yes[] No[ ]
Evaporation Yes[ ] No [] Yes[] No[]
Explosion of Pressure Vessels Yes[ ] No [] Yes[_] No[_]
Explosion of Pressure Vessels Yes[ ] No [] Yes[] No[_]
Exposure to Light Yes[ ] No[] Yes[] No[_]
Extremes of Temperatures Yes[ ] No [] Yes[ ] No[_]
Falling Ice Yes[ ] No[] Yes[] No[]
Flood Yes[ ] No[] Yes[] No[]
Fraud by the Insured Yes[ ] No [] Yes[] No[]
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Unless direct physical
loss, damage or
destruction by a peril
insured ensues and
then this policy shall
insure such ensuing
direct physical loss,

What perils are tobe  damage or

excluded by this policy destruction

Frost or Freezing Yes[_] No [] Yes[ ] No[]

Fumes Yes[ ] No [] Yes[ ] No[ ]

Fungus Including Mold Yes[ ] No [] Yes[] No[]

Glass Breakage Yes[ ] No [] Yes[ ] No[]

Gradual Deterioration Yes[ ] No [] Yes[ ] No[]

Ice Yes[ ] No [] Yes[ ] No[ ]

Inherent Vice Yes[ ] No [] Yes[ ] No[_]

Inventory Shortage Yes[ ] No [] Yes[] No[_]

Latent Defect Yes[ ] No [] Yes[ ] No[]

Leakage of Contents Yes[ ] No [] Yes[] No[ ] g
=

Liquidated Damages Yes[ ] No [] Yes[] No[_] _g-

Loss of Market Yes[ ] No [] Yes[ ] No[ ] °

Loss of Weight Yes[] No [] Yes[ ] No[]

Loss Under Any Guarantee or Warranty Yes[ ] No [] Yes[] No[_]

Machinery Breakdown Yes[ ] No [] Yes[ ] No[_]

Marring or Scratching Yes[] No [] Yes[] No[_]

Moth Yes[ ] No [] Yes[ ] No[ ]
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Mudslide YesL]  No[] Yes[]  No[]
Mysterious Disappearance Yes[ ] No[] Yes[] No[_]
Neglect of the Insured to Protect the Property at the Time of and Yes[] No [] Yes[] No[ ]
Following a Loss

Negligent Acts or Decisions Yes[ ] No[] Yes[] No[]
Oxidation Yes[ ] No [] Yes[] No[]
Penalties Yes[ ] No [] Yes[] No[]
Pollution Yes[ ] No [] Yes[] No[]
Radioactive Contamination Yes[] No [] Yes[] No[ ]
Radioactive Contamination - Weapons Yes[ ] No [] Yes[] No[]
Radioactive Contamination — Nuclear Fuel Yes[ ] No [] Yes[] No[]
Rain Yes[ ] No[] Yes[] No[]
Rust Yes[ ] No[] Yes[] No[]
Sand Yes[ ] No[] Yes[] No[_]
Seepage of Water Yes[ ] No[] Yes[] No[_]
Sewer Backup Yes[ ] No [] Yes[] No[]
Settling Yes[ ] No [] Yes[] No[_]
Shrinkage or Expansion Yes[ ] No[] Yes[] No[_]
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Unless direct physical
loss, damage or
destruction by a peril
insured ensues and
then this policy shall
insure such ensuing
direct physical loss,

What perils are tobe  damage or

excluded by this policy destruction

Sleet Yes[] No [] Yes[] No[_]
Smog Yes[ ] No [] Yes[ | No[]
Smoke Yes[ ] No [] Yes[] No[]
Snow Yes[ ] No [] Yes[] No[_]
Software and Data Related Losses Yes[] No [] Yes[ ] No[]
Subsidence Yes[ ] No [] Yes[ ] No[]
Surface Water Yes[ ] No [] Yes[ ] No[_]
Termites or Other Insects Yes[ ] No [] Yes[] No[_]
Terriorism Yes[ ] No [] Yes[ ] No[]
Tsunami Yes[ ] No [] Yes[ ] No[ ] §_
Unexplained Loss Yes[ ] No [] Yes[] No[_] _é-
Utility Service Interruption Yes[] No [] Yes[_| No[] °
Vapors Yes[ ] No [] Yes[ ] No[_]
Vermin Yes[ ] No [] Yes[] No[_]
Volcano Eruption Yes[ ] No [] Yes[] No[_]
War Yes[X] No [] Yes[] No[_]
Wear and Tear Yes[ ] No [] Yes[ ] No[]
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Wet or Dry Rot Yes[] No [] Yes[_] No[]

Weight of Ice or Snow Yes[ ] No[] Yes[] No[]

Windstorm Yes[] No [] Yes[] No[]
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6. Soft Cost Insurance

What soft costs are to be insured by this policy?

Additional Advertising, Sales and Marketing Expenses Yes[ ] No []

Additional Accounting Fees Yes[ ] No []

Additional Commission Expenses Yes[ ] No []

Additional Construction Loan Fees for Rearranging Financing Yes[ ] No []

Additional Interest Yes[] No []

Additional Leasing Expenses Yes[] No []

Additional Legal Fees Yes[ ] No []

Additional Letter of Credit Fees Yes[] No []

Additional Licensing or Permit Fees Yes[] No []

Additional Loan Closing Costs Yes[] No [] s
)

Additional Real Estate and Property Taxes Yes[ ] No [] §

Founder's Fees Refunds Yes[] No [] -i

Refinancing Charges Yes[ ] No []

Lease Renegotiation Yes[] No []
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7.  Business Interruption or Delayed Start Up

Does this policy insure business interruption or delayed start up?

Pre-tax Operating Profit Yes[ ] No []
Fixed Costs Yes[ ] No []
Normal Expenses that continue Even if There is a Delayed Opening (Business Interruption) Yes[ ] No []
Expense Incurred to Reduce or Avoid a Delayed Opening (Business Interruption) Loss Yes[ ] No []
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8. Other Claims

Does this policy insure other claims related expenses?

Extra Expense Yes[] No []
Expediting Expense Yes[] No []
Pairs and Sets Yes[ ] No []
Brands and Labels Yes[] No []
Fire Department, Rescue Squad Service Charges Yes[] No []
Professional Services Fees to Prepare a Proof of Loss Yes[] No []
Denial of Access Yes[] No []
Building Ordinance (Demolition and increased cost of construction; contingent liability from Yes[] No []

the operation of building laws)
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Valuation Clauses

A. Full Insurable Replacement Value

B. Actual Cash Value

C. Law and Ordinance

D. Demolition and Increased Cost of Construction

E. Expenses to Protect Insured Property from Imminent Danger. Expenses to Protect
Undamaged Property Following a Loss
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10.  Additional Clauses

Are there additional clauses?

Agreed Amount/Coinsurance Yes[] No []
Debris Removal Yes[] No []
Defense Expense Yes[ ] No []
Errors or Omissions Yes[ ] No []
Commencement of Lawsuit of at Least 36 Months Yes[] No []
Notice of Cancellation Yes[] No []
Notice of Non-Renewal Yes[] No []
Joint Loss Agreement Yes[] No []
Permission to Occupy Yes[_] No []
Timely Claims Payment Requirement Yes[ | No []
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1.

When Does This Builder’s Risk Insurance Policy Terminate?

A. Policy Expiration or Cancellation

B. Occupancy (in whole or in part)

C. When the Building is Put to its Intended Use
D. Upon Formal Acceptance by the Owner

E. 30 Days Following Commencement of Testing
F. Expiration of the Operational Testing Period
G. 90 Days Following Substantial Completion

H. When the Interest of the Insured Ceases

I. When the Project is Abandoned
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