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While contractors and project owners sometimes disagree about who should pro-
vide the builders risk insurance, both parties have an interest in seeing that the
policy covers key risks of loss. The first half of this workshop addresses key cover-
age issues, including how to arrange a policy that provides adequate protection for
all parties. The second half of the program examines the issues that arise in deter-
mining the actual value of a claim, including a description of covered hard and soft
costs.

> Discusses key coverage considerations for contract risk allocations and cur-
rent market conditions.

> Describes how a loss is valued, including damage to the project and any re-
lated delay or extra expense costs.

> Outlines steps to minimize claims disputes and resolve builders risk claims in
a timely fashion.
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SUCCESS

s measured by
many standards.

At Goodman-Gable-Gould/
Adjusters International, we
measure our success disaster by
disaster. As part of the nation’s
largest organization of professional
loss consultants, we have brought
thousands of businesses back from
disaster—fire, flood, hurricane,
tornado, earthquake—to a position
of financial strength. Our focus is
maximizing and expediting our
clients’ financial recovery from their
insurance claim, and this has been
our measure of success for more
than 65 years.

[ We knov; these waters. ]

v;“ GooDpMAN-GABLE-GOULD/
.ADJUSTERS INTERNATIONAL

The right way to settle claims

1-800-355-9600
WWwWw.ggg-ai.com




Anthony J. D’'Amico
Vice President
Rollins Accounting & Inventory Services, Inc.

Mr. D’Amico, a presenter for Workshop W4, “Getting the Most from Your Builders Risk Program,” on
Wednesday morning, is vice president at Rollins Accounting & Inventory Services, Inc., where he is se-
nior accountant responsible for quantifying property lines losses, specializing in business interruption
claims. He has managed many multimillion-dollar claims, including Malden Mills, Encore Paper Compa-
ny, Iron Mountain, Gerber Childrenswear, Federal Realty Investment Trust, JC Penney Company, Beau-
lieu of America, Filene’s Basement, York International, and Service Merchandise.

Mr. D’Amico previously was regional property supervisor and a property claims specialist with Travelers
Insurance Company, where he supervised large property losses throughout the country. While at Trav-
elers, he received extensive training in policy interpretation, principles of insurance and indemnity,
property loss investigation and adjustment techniques. He also participated during his tenure at Travel-
ers in a variety of continuing education programs and seminars in property claims matters, with an em-
phasis on business interruption and other time element losses.

Mr. D’Amico earned a Bachelor of Arts degree in political science/business administration from the State
University of New York at Buffalo, where he also did graduate work in business administration and ac-
counting. He holds the American Education Institute designation of Claims Law Associate and is an ac-
tive member in various organizations devoted to property and casualty insurance.

Harvey M. Goodman, S.P.P.A.
President
Goodman-Gable-Gould/Adjusters International

Mr. Goodman, a presenter for Workshop W4, “Getting the Most from Your Builders Risk Program,” on
Wednesday morning, supervises and coordinates business operations for Goodman-Gable-Gould/Ad-
justers International (GGG/AI), a public adjusting firm with 95 employees and 10 offices along the East
Coast. GGG/AI represents policyholders that have suffered property damage throughout North America
and Europe. Mr. Goodman has been the senior general adjuster/engagement partner for many sizable
claims including: ACS Industries, Beaulieu of America, Carriage Industries, Federal Realty Investment
Trust, Filene’s Basement, Four Times Square, Iron Mountain, J.C. Penney Company, LaSalle Hotels,
Malden Mills, Marriott Warner Center, MeriStar Hospitality, Morgan Stanley/Pyramid Advisors, Sweet-
heart Cup Corporation, and York International.

Mr. Goodman established Rollins Accounting & Inventory Services, Inc. (Rollins Accounting), in 1994.
Rollins Accounting is a wholly owned subsidiary of The Goodman-Gable-Gould Company. Rollins evalu-
ates and quantifies business interruption and extra expense claims and related first-party property and
fidelity claims. The Rollins Accounting client roster includes, among others, the New York Palace Hotel,
Syratech Corporation, Interstate Hotels, Nash Finch Company, Ocean Beauty Seafoods, and Encore Pa-
per Company.

Goodman-Gable-Gould/Adjusters International has been adjusting commercial and residential property
claims for the insured for over 50 years, serving as an advocate for the property holder who has suf-
fered catastrophic property damage. GGG/AI has offices in most major markets throughout the United
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States, including Atlanta; Baltimore; Charlotte, NC; Fair Haven, NJ; Melbourne, FL; New York City; Nor-
folk, VA; Richmond, VA; Rockville, MD; and Tampa.

Mr. Goodman is past director, Adjusters International (1987-2002); and is a past president (1997-
1998), board member (1980-present), and former chairman of the Professional Education Committee
of the National Association of Public Insurance Adjusters (NAPIA).

He has attained Senior Professional Public Adjuster (S.P.P.A.) certification through The National Associ-
ation of Public Insurance Adjusters (1988) and is a Licensed Public Insurance Adjuster in the states of
North Carolina, Georgia, Maryland, New York, Commonwealth of Massachusetts, Florida, New Jersey,
California, Indiana, West Virginia, Commonwealth of Pennsylvania, and other states throughout the
country. He presented “Boiler and Machinery Insurance—Broad Coverage That's Too Often Misunder-
stood and Overlooked,” at the Risk and Insurance Management Society 2000 Conference & Exhibition in
San Francisco and again for the 2001 Conference & Exhibition in Atlanta. He also presented “Mold Pre-
vention & Remediation” for the Construction Specifics Institute, in Alexandria, VA, in February 2004 and
was a workshop panelist for "Why Can’t We All Just Get Along?” during the Fifth Annual Windstorm In-
surance Conference, February 2004, in New Orleans.

Mr. Goodman has testified as an expert witness in the following cases: Santana Row Hotel Partners v
Zurich American Insurance (CA); Outlet Inn/Hotel Colonial America v. Zurich American Insurance (VA);
City of Baltimore v. Reliance Insurance (MD); Summerville Electric v. Travelers (SC); Service Merchan-
dise v. Johnson & Higgins (Federal CT); Bassins v. DC Property Insurance Facility (Washington, DC); 4
Times Square v. United Builders Supply (NY) (deposition only) subrogation case; Top Drawer v. Stanley
Martin (MD) (deposition only) subrogation case.

Mr. Goodman holds a bachelor of science degree in accounting from the University of Maryland, College
Park, Maryland.
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Loss Measurement and Damage
FVaIuatlon Issues, When el
"Your Project . . .
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IS STRICKEN BY DISASTER
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Builders Risk coverage has been, and will
continue to be, the source of much
controversy & confusion. The issues
which arise during the course of the
adjustment process are endless and often
give rise to many losses that go partially
uncompensated or to litigation over
disputed coverages.

D’Amico and Goodman




LOSS & DAMAGE VALUATION

What does the Risk
Manager/Policy Holder need to
understand in order to
minimize the risk of a partially
covered loss and to insure a
complete recovery?
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Interests of
Covered Parties

* Project Owner/Developer
* General Contractor
 Sub-Contractors

7 D’Amico and Goodman




Know the Project

» Pre-Existing Structures at the Site

* Project Duration

« The Type of Structure Under Construction

« Any Other Entities with Interests in the Property
* Machinery & Equipment (cranes, forklifts, etc.)

* Underground Works

* Landscaping

« Off-Site Storage of Materials

Know the Policy

* Does it Correspond to the Interests
of the Parties and the Exposure?

* Is the Policy Consistent with the
Construction Contract?

* Are There Sub-limits, Exclusions or

Other Limitations Which are
Inconsistent with the Exposure?

D’Amico and Goodman




All Policies are NOT

Created Equal
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Covered Property

The type of property covered
under a Builders Risk Policy
can vary significantly from
policy to policy

9 D’Amico and Goodman




1. Covered Property

We will cover the building(s) or structure(s)
described in the Declarations while in the course of
construction, reconstruction or renovation provided
a Limit of Insurance is shown in the Declarations.

Covered property includes:

a. Property of every kind and description that you own or are
liable for that is intended to become a permanent part of the
building or structure described in the Declarations. This
includes building excavations.

b. If not covered by other insurance, temporary structures on
site, including cribbing, scaffolding and construction forms.

c. Property in transit that is intended to become a permanent
part of the building or structure described in the
Declarations, providing a separate Limit of Insurance is
shown for such coverage in the Declarations.

Examples of Property Often
NOT Covered Unless Endorsed

» Existing Structures

» Machinery, Tools or Contractors’ Equipment Not
Intended to Become a Permanent Part of the Building
or Structure

+ Scaffolding, Fences

+ Temporary Structures, Office Trailers

* Underground Works

- Sidewalks & Paving

* Maps, Plans, Blueprints

* Trees, Shrubs & Plants

* Overhead & Profit

* Property of Others 12

D’Amico and Goodman 10
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Replacement Cost:

What is it and how is it
measured within the
context of a builders risk
exposure?
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Valuation & Loss
Determination

« Replacement Cost vs. Actual Cash
Value

* Increased Costs to Complete
— Sequencing Inefficiency
— Material Inflation

 Overhead & Profit

13 D’Amico and Goodman




ISO LOSS

6. Valuation
Wa will determine the value of Coversd Prop-
arty ot actual cash value a8 of the time of less
of damage

F. Additional Conditions
The folowing conditicns apply in acditic

men Policy Conditions and the Con

Property Conditions

1. Morgagehciders
a, The term mergagshaider includes trustee.
B. We will pay for covarad loss of or dama

16 buldings of etructures ta aach men
heider shown in the Dectarstions in thee or
der of precedence, as inberesls m;

VALUATION
PROVISION

the
wrcal

the buiding or structure.

[

5 pobcy, w will giv

rtgagenakier al least

3 before the electve date of

ation if we cancel for your nen-
paymant of premaum; ¢

{2) 30 days before the et
cancellation f we cances
reason

lsast 10 days bafors the expiration cate of
this posicy
Nesd For Adequate Insurance

W will not pary a greater shae of ary kass than
T

the propariion that the Li
1o the value on

Example No. 1 [Underinsurance):

(1) The morigagehciders rights under the
martgage wis be transferred to us to the
& amount we pay. and
agenhciders fight 1o recover
ount of the meagagenoiders

debtio us

PagoBof 7

Lo
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6. Valuation s
We will determine the value of Covered Prop-
erty at actual cash value as of the time of loss  [reeme
or damage. "
) Lfv\.enaylenmqage SUT81 10r Arty 1088 OF plebon is ] § 200000
,;“'F'f with the tems of tis Coverage duuc ":‘I’:"T :

nce i this Example is ade-
penaity apphes. We wil
00 ($80.000 amount of

Bie of 31,000
Restriction Of Additional Coverage -
Collapse

CP 00 20 04 02 a

ISO LOSS PAYMENT
PROVISIONS

4, Loss Payment

a. In the event of loss or damage covered by
this Coverage Form, at our option, we will

either:

(1) Pay the value of lost or damaged prop-
erty;

Pay the cost of repairing or replacing the
lost or damaged property, subject to b.
below;

Take all or any part of the property at an
agreed or appraised value; or

Repair, rebuild or replace the property
with other property of like kind and gual-
ity, subject to b. below.

We will determine the value of lost or dam-
aged property, or the cost of its repair or re-
placement, in accordance with the applica-
ble terms of the Valuation Condition in this
Coverage Form or any applicable provision
which amends or supersedes the Valuation
Condition.

b. The cost to repair, rebuild or replace does

not include the increased cost attributable to

enforcement of any ordinance or law regu-

lating the construction, use or repair of any

property.

We will give notice of our intentions within

30 days after we recelve the sworn proof of

loss.

d. We will not pay you mare than your financial
interest in the Covered Property.

(2

(3

(4

c

© ISO Properties, Inc., 2001
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Key Considerations
in the Measurement of
Replacement Value

Duratio
Market

n of Project
Conditions

— Price Changes
— Availability of Labor

Season

al Issues

State of Completion / Installed Costs

Resequencing of Contractors

21

APPLICATION AND CERTIFICATION FOR PAYMENT

A4 COCUMENT G702

PAGEDHE OF PHOLS
TOOWNER: PROJECT: AFPLICATION Mo: Distribution to:
PERIOD TO: OWNER
PROJECT NOS: ARCHITECT
Contract Diate: CTOR.
FROM CONTRACTOR: VIA ARCHITECT:

=

CONTRACTOR'S APPLICAON F{
b ghown d

1. ORIGIMAL DONTRALT UM

L Mot changs by Changs Orders

3. CONTRACT SUM TODATE (Lise | +2)

4, TOTAL COMPLETED & STORED TO
DATE _ (Columa G on (03)

5. RETAINAGE:
s 18 %of Completed Woek H
{Cotomn D + E.on GAI3)
b % of Stored Muserial s |
TCoohma F oa G103)
Total Rctainage (Lines 3o + 3t or

Total Iz Column 1 of GFOI)
6. TOTAL EARNED LESS RETAINACE
{Lined Lot Line § Tolali
7. LESS FREVIOUS CERTIFICATES FOR
PAYMENT (Lise 6 from price Cortificate)
&, CURBENT PAYMENT DUE
§, BALANCE TO FINISH, INCLUDING RETAINAGE

r-" iom Shoet, ATA Document G703, is attached.

1. ORIGINAL CONTRACT 8UM
2. Net changs by Change Orders
3. CONTRACT SUM TO DATE {Line 1+ 2)
4. TOTAL COMPLETED & STORED TO
DATE  (Column G on GH3)
5. RETAINAGE:
n_ 10 % of Completed Work 5
(Column D + E on G703}
b. % of Stored Material $
(Cotumn F oa G703)

Total Retainage (Lines Sa+ 5k or

Total in Coluran I of GT03)
6. TOTAL EARNED LESS RETAINACE

(i oy e (Line4 Less Lins § Tomli
‘CHANGE ORDER SUVMARY a] 7. LESS PREVIOUS CERTIFICATES FOR
T e e PAYMENT (Line 6 from prier Certificate) o%,
| Total spgraved this Micots 8. CURRENT PAYMENT DUE
ToTALs 9. BALANCE TO FINISH, INCLUDING RETAINAGE
{Line 3 less Line 6)
NET CHANGES by Change Onds _
Unum-mmmmmmmmhmm;mmwm Documant

CONTRACTOR'S APPLICATION FOR PAYMENT
Tioation &s made for payment, as shown below, in connedin with te Contract,

11,4530 V

$ 243409400

/
s_6231400.0
/
6,597,

;’—3‘21‘4‘5?;65-/

351,405.30 V.,
$ 3,062,641.0Y

$  2,999,816.70

-3

© 1992, American Institute of Architects

22
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STATEMENT OF LOSS

Insured: ABC Corporation
Date of Loss: 1/1/06

BUILDING
Loss - Agreed figures with Contractor & Insured
A. General Requirements 371,076.55 371,076.55
B. Demolition 373,433.52 373,433.52
C. Site Work 13,890.15 13,890.15
D. Concrete 36,622.00 36,622.00
E. Masonry 319,667.00 319,667.00
F. Metals 206,580.43 206,580.43
G. Woods & Plastics 915,465.68 915,465.68
H. Thermal & Moisture Protection 94,126.00 94,126.00
I. Doors & Windows 46,766.49 46,766.49
J. Finishes 184,867.00 184,867.00
K. Specialties 7,500.00 7,500.00
L. Conveying Systems 64,886.09 64,886.09
M. Mechanical 690,579.00 690,579.00
N. Electrical 548,500.00 548,500.00
Subtotal 3,873,959.91
Overhead on Builder's Risk work - 10% 392,395.99
Insurance 15,107.25
Business License 9,629.22
Building Permit 21,704.96
Bond 21,813.49
Builder's Risk (Back-up to owner's policy) 876.90
Profit- 10% 436,269.73
Total 4,771,657.45
0. Additional Costs Incurred by Insured
Structural Engineering - Engineer on Record 24,000.00
Architectural Fees - Architect on Record 80,000.00
Parking Lot Rental - 828 & 838 W. Grace Stre 13,033.96
Plans & Drawings 7,739.00
Travel expenses 60,000.00
Misc. Expenses 793.00
Construction Management Fee 269,862.58
Total Other Costs 455,428.54 455,428.54
L BUILDING LOSS 5,227,085.99

Actual Cash Value

* Replacement Cost Less
Depreciation

* Market Value
* Impact on Recovery

D’Amico and Goodman 16




Other Considerations

» Expediting Costs
» Additional Contractors Costs

25

Typical Additional/
Extra Costs

Overtime Labor — Weekend & Holidays
Slotting Charges for Material Purchase
Express Freight & Transportation

General Conditions

— Temporary Heat & Utilities

— Temporary Structures & Enclosures
— Equipment Rental

26

17 D’Amico and Goodman
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Extra /Additional Costs
)

)
What Could Go

Wrong

27

Extension of Coverage

15. ADDITIONAL CONTRACTORS COST

Should there be a significant delay, due to a
covered loss, and “ABC Company” must
move their equipment and employees from
the site to another site, this sub-limit will
provide coverage for the additional costs
associated with transporting the equipment
and workers back to the site.

28

D’Amico and Goodman 18




Code, Law & Ordinance
Coverage

Is it Necessary?

Will You Need It?

30

19 D’Amico and Goodman
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YES!

* Frequent Changes & Upgrades to
Municipal & State Codes

» Post Loss Code Compliance

31

Law and Ordinance

Loss Measurement

Damaged Property

Undamaged Property

Actual Costs Incurred

Relocation of Existing Site

32

D’Amico and Goodman 20




TYPICAL EXCLUSIONARY LANGUAGE

CAUSES g

‘Wors and phrases Tt appear i quotst

4 l e will not pay for loss or damage caused

directly or indirectly by any of the following.
Such loss or damage is excluded regardiess of
any other cause or event that contributes con-
currently of in any sequence to the less.

a. Ordinance Or Law

The enforcement of any ordinance or law:

{1) Regulating the construction, use or
repair of any property; or

{2) Requiring the tearing down of any prop-
erty, including the cost of removing its
debris.

This exclusion, Ordinance Or Law, applies

whether the loss results from:

(1) An ordinance or law that is enforced
even if the property has not been dam-
aged; or

{2) The increased costs incurred Lo comply
with an ordinance or law in the course of
construction, repair, renovation, remod-
eling or demoliion of property, or re-
moval of its debris, following a physical
loss to that property.

b. Earth Movement

(1) Earthguake, including any earth sinking,
rising or shifting refated to such event:

{2) Landslide, including any earth sinking,
rizing or shifting related to such event;

{3) Mine subsidence, meaning Subsidence
of a man-made mine, whether or not
mining activity has ceased;

{4) Earth sinking (other than sinkhole col-
lapse), rising or shifting including sail
conditions which cause setiling, cracking
or other disarrangement of foundations
or other parts of realty. Soil condilions
include conlraction, expansicn, freezing,
thawing, erosion, improperly compacted
soil and the action of water under the
ground surface.

But if Earth Movement, as described in
b.(1) through (4) above, results in fire or
explosion, wa will pay for the loss or dam-
age caused by that fire or explosion.

(5) Volcanic eruption, explosion or effusion.
But if volcanic eruption, explosion or ef-
fugion results in fire, building glass
breakage or Volcanic Action, we will pay
for the loss or damage caused by that
fire, building glass breakage or Volcanic
Action.

Wolcanic action means direct loss or

damage resulling from the eruption of a

volcano when the loss or damage is

caused by:

{a) Airborne volcanic blast or airborne
shock waves;

(b) Ash, dust or particulate matter; or

{c) Lava flow.

All volcanic eruplions that occur within

any 168 hour period will constitule a sin

gle occurrence.

Veleanic action does not include the cost

to remove ash, dust or parficulate matter

that does not cause direct physical loss

or damane to the described property.

We will not pay for the increased cost of construetion if the building is not repaired or replaced.

P 10300403 © ISO Properties, Inc., 2001 Pageiold O 33
= . :
Z. 3. Ondinance or Law Coverage - Coverage for Loss to the Undamaged Portion of the Building
=
E If a covered cause of In_sa oceurs to covered real property shown in the Declarations, we will pay for loss
= 1o the undamaged portion of such property caused by enforcement of any ordinance or law that:
Qé a. Requires the demolition of parts of the same properly not damaged by a covered cause of loss;
a b. Rega_iatcs the cf:nstruminn or repair of buildings, or establishes zoning or land use requircments at the
Z described premises; and
=

e. Isin foree at the time of the loss.

3]
S This cxtin}sion of coverage shall not increase any amounts or Limits of Insurance provided by this Cov-
Q& erage Section or the policy to which it is attached.
E 4. Ordinance or Law Coverage - Demolition Cost and Increased Cost of Construction Coverages
8 2. If a covered cause of loss occurs to covered real proverty. we will pav:
= (1} The cost to dr:muljsh_ alnd cle:u; the site of undamaged parts of the property caused by the
% enforcement of the building, zoning or land use law.
< {2) '{‘h_e mcreased costs 10 repair, rebuild or construct the property caused by the enforcement of
E hmldmg‘ zoning or land use Jaw. When the building is repaired or rebuilt, it must be intended
a f:‘: similar occupancy as the current property, unless otherwise required by zoning or land use
=} We will not pay for increased construction costs until the property is actually repaired or replaced, at
3 the same premises or elsewhere, and unless repairs are madc as soon as reasonably possible after the
> loss or damage, not to exceed 2 years. We may extend this period in writing during the 2 years.
>
5 b.  The most we will pay in any one occurrence under this Coverage Extension is:
= (1) The amount you actually spend to demolish and clear the site of the described premises; and
s (2) The increased cost of construction at the same premises or elsewhere, if required; or
ot
; (3) $§ 100,000 whichever is less.
E 34

Source: Fireman’s Fund Insurance

21
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OTHER FACTORS IMPACTING
VALUATION & RECOVERY

» Reporting Form vs. Completed
Value

» Coinsurance

38

Reporting Form vs.
Completed Value

« Completed Value
— Most Widely Used
— 100% Co-Insurance Rate & Clause

— Agreed Amount (Co-Insurance Should Never
be Written Without an Agreed Amount
Endorsement)

* Reporting Form

— Periodic Reports of Value are Required
* Helpful for Cash Flow Purposes

» Reports Must Be Timely & Accurate
— Severe Penalties are Imposed for Late or
Inaccurate Reports

39
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DELAY IN OPENING
AKA SOFT COSTS

Additional Costs Incurred as a Result
of a Delay in Completion of the
Project Due to a Covered Cause of
Loss
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40

Soft Costs/Delay in
Opening

» Typical Exposures to be Considered:
— Real Estate Taxes
— Interest
— Consulting Fees
— Legal, Accounting and Advertising / Marketing
— Equipment Rental
— Overhead / Extended General Conditions
— Insurance
— Refinance Charges
— Architectural & Engineering

41
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Soft Costs/Delay in
Opening (cont.)

* Direct Costs — Non-Operational

* Developer Overhead/Extended General
Conditions

* Leasing Fees/Re-Negotiation

* Refinance Charges
— Letter of Credit
— Remarketing of Bonds

* Equipment Rental
* Advertising and Promotional
* Others as Accepted by the Company

42

SAMPLE DELAYED OPENING COVERAGE ITEMS

Loss of Earnings. Total revenue and other earnings derived from operations of the
project less: (1) cost of materials and supplies consumed directly in manufacturing
the product or supplying the services sold by the Insured; (2) services purchased
from outsiders for resale which do not continue under contract; (3) charges and ex-
panses which do not necessarily continue during the delay.

Loss of Rents. The actual loss of net rental income sustained as a direct result of
delay but not exceeding the reduction in rentals less charges and expenses which do
not necessarily continue or arise because of said delay.

Gi I Overhead-Develop General overhead and administration expenses in-
curred, including but not limited to additional clerical personnel, consultants® fees.
temporary office space, additional security, and similar expenses.

Op ing Exp Miscell p ing exp may include
such itemns as general overhead and administrative expenses, advertising. taxes, and
other similar expenses incurred as a result of the delay in completion,

Fixed Op it I and Maii Exp Those costs incurred by the project
owner whether or not the project is operating, less any income derived from the
project operations. Such items include salaries, wages, taxes, maintenance, and oth-
er ongoing expenses which cannot be reasonably avoided during such delay.

Wheeling Charges. Those fixed cost payments due to another electric utility for
availability to wheel power through that utility’s transmission system which are due
whether or not power is being generated by the project.

Additional Interest Expense. The additional interest that may be charged by lenders
for the extension or renewal of interim financing necessary for the completion of the
project.

Debt Service Payments. Interest payments and/or principal payments which be-
come due and must be paid whether the project is operational or not

Bond Interest. Bond interest payments which become due and must be paid wheth-
er the project is habitable or nat.

continued

43
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SAMPLE DELAYED OPENING COVERAGE ITEMS (cont.)

Construction Loan Fees. Additional commissions or loan fees incurred in rearrang-

ing qr y for completion of the project.

Refi ing Charges. The additional costs expended by the insured solely to obtain
new financing for the project, should the financing expire or fail to be renewed.

Fees for Letters of Credit. Trustee, Remarketing of Bonds. Additional costs in-
currad in the event it becomes necessary to refinance the project as a result of the
delay in completion.

Real Estate Taxes. Additional realty taxes and other assessments actually incurred
for the period of time that construction has bean extended beyond the scheduled
completion date.

Marketing Expenses. Additional advertising, promotion, and such additional expens-
€5 as are incurred as a result of delay in scheduled completion of the project.

Legal/Professional Fees. Additional accounting work incurred in renewing or restruc-
turing the financing, other professional fees as a result of additional costs and ex-
penses of the project and additional legal work incurred in renegotiating and prepar-
ing revised contracts and other documents.
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Leasing Expenses. Additional costs of renegotiating and preleasing of the project as
a result of a delay in the scheduled opening date.

Founders Fee Refunds. Founders fee refunds are defined as deposits made by pro-
spective occupants, and a refund of said deposits may become necessary if the
project is delayed. If payment by the insurers is necessary for founders fee refunds,
any new founders fees later collected by the insured on the same property will be
applied to reduce the loss payment made under the policy.

Insurance P i Additional p iums charged under insurance policies for re-

newing or extending policies to continue coverage during the period of delay.

44
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BUSINESS INCOME /
RENTAL VALUE

45

Business Income vs. Soft Costs
Mutually Exclusive or Not?

« Business Income Covers Only Those
Earnings That Would Have Been
Generated Had the Loss Not
Occurred

» Soft/Delay Costs Provide for the
Additional Cost Irrespective of
Anticipated Earnings

46
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D Rental Value/Rental Income

(1) Rental value loss sustained by the Insured resulting directly from the
necessary untenability caused by loss, damage, or destruction by any of
the perils covered herein during the term of this policy to real or personal

. property as described in Clause 7A. but not exceeding the reduction in
rental value less charges and expenses which do not necessarily continue
during the period of untenability.

2 1f the Insured is the lessor, for the purposes of this insurance, “rental
value” is defined as the sum of:

{a) the total anticipated gross rental income from tenant occupancy of
the described property as furnished and equipped by the Insured,

and

(b) the amount of all charges which are the legal obligation of the
tenant(s) and which would otherwise be obligations of the

(e} the fair rental value of any portion of said property which is
occupied by the Insured.

(3) If the Insured is the lessee, rental value shall be the determined rental
which the Insured is obligated to pay (including ground rents, accrued
charges, real estate taxes and interest if the Insured shall be liable
therefor) less such charges and expenses as do not necessarily continue.
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4] Experience of the Business

(a) In determining the amount of rental value covered hereunder for
the purpose of ascertaining the amount of loss sustained, due
consideration shall be given to the rental experience before the
date of damage or destruction and to the probable experience
thereafter had no loss securred.

-

With respect to alterations, additions, and property while in the =
course of construction, erection, installation, or assembly, due

consideration shall be given to the available rental experience of
the business after completion of the construction, erection, 47
; tion or assembly.

Source: Royal Insurance

Loss of Rents
Stabilized vs. Ramp Up

$40,000

35,000

30,000

25,000

20,000

15,000

10,000

5,000

May-05 | June-05 | Jul-05 Aug-05

Actual Date of
Completion

(5/1/05)
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Loss of Rents
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Stabilized vs. Ramp Up
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5
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6
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7
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D’Amico and Goodman

30




REMINDER!

ALL POLICIES ARE NOT
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CREATED EQUAL

50

SOFT COSTS
This endorserment modifies insurance provided under the Property Coverage Form, but only with respect o the
insurance provided by separate endorsement for Bulders Risk andior Renovation Profects.
The following is added 1o Secfion B. 2. Covered Costs And Expenses:
Soft Costs Coverage
1. mnmupmmmhmmmmaummmz bealow, mmmnmm
due o a delay in the project at anry Construction Sie
mmsmmwmmwﬁRuuRmmhmwumummm The
detay must be coused by direct physical lass or darmage to:
o  Builders Risk Property, a5 defined in e Bulders Risk endorsament, when apglicable; or
b, Renovaton Projact Property, &3 defined in the Renovation Projects endorsemant, when spplicabile;

caused by of nesulting from a Covered Cause of Loss,

Thls covarnge mh«mmmcﬂtﬂo Inwad hwmdurmg the period of Bme that begins on & dale
bean completed had there bean na direct physical loss or
d;lrnaqﬂlu'hu prbpertf. -mdombmoe‘\- Mﬂwurﬂ\ew periods:

& The period of me betwoen:
m T'hn dale of direct physical loss or damage to the Bullders Risk Property or Renovation Project
roperty; and
m 1"hr- date the proparty shotkt have been ropained, rebui of replced with reascnabés speed and
simitar quality;

= period of ime wil not be Smited by the expiation dite of this policy.

Soft Costs, s usad in this coverage, means the necessary and reascnable addifonal expenses (he
Insured incurs for any of the llowing that ire over and above the expenses the Insured would have
incurmed had theri Bean na direct physical loss or damage

o Interest on money bormowed 1o finance construction or repair
b, Real estate and property txes;

g Archifect, angineering and consultant fees:

d.

L

Logal and acoounting fees;
Advertising and promotional expenses; and
Rontad or bease of construction equipment.

y gy for the actual Soft Costs which the | e ioa delay in the

n of the cons msm«kmms«ebm

the Builders Risk or Renovation Project Coverage under this poiicy apples, caused by a civil

ation that prohibits access to tha Construction Site or Renovation Sie. The civl civil sutharty acon must be

due o dinect physical loss or damage to property at locations oiher than the Constrscion Sis or

Renovation caused by or resufting from a Coverad Causa of Loss.

This civil authorlty action caveraga appses to the Saft Costs the Insured incurs during e pariad of time
at beging on the date the sonstnaction or ren project would harve been compieted hod Sene besn

"0 chil aurthority action prohibiting aceess tn the Construction S8e ef Rerovation S8, and confimes for the
sharter of the following periods

a.  The period of ime access 1 the Constructic s pi

n, subject to @ mairamm of 30 days o, if an hourly deductbie .,Luh:' o £
30 Says after the hourly deductitle js exhausted: or

b, The period of T completion of the construction of renova £

This period ¢ will Nk be £ by Bha expiation date o

Source: Travelers Insurance Company
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Soft Costs” & "Rents” Endorsement

5 * % are defimed in paragraph 2

Thase term i quo

1. I consideration of the sditiona] premium changed and mebject b0 the terms and condstions of the pelicy 1o
which this endorsement is atached, this policy is extended to cover the "Saft Costs® and "Reats” resulting
directly from a delay In complction 6F (b comstruction project beyorsd the "Plinned Date of Campletion”,

x the direct result of B covered loss io insared property at ihe named project site during

/m:wd—'
= purposes of this imsurance, the following definitians shall apply

“Safl Coss® ghall mean those exponses relating 1o the construction project llensified below over

1)
and shove those costs which would bave boen incurred had there boen no direct physical Ioss or
danmge, consisting of the following:

- extm conssmaction coe%s fncared 10 continse construction and mect contract dates;

- constriction Joan interest an moncy barmawed to finance consTuction or fepdr,

- realty taces and other thy i the period of delay,

= architect, engincering, and conssltant fees.

* Iegal and accounting foes;

2 insumnce premdums,

Z liconse and permit foes,

- tgle fees

- additional gemeral overhead:
. sdditional debl service payment,
- additional bopd interest,

> additional refinancing charges,
addilional construction bean fees,

CEIED

] “Rests” shall mear (he actual nenene sasiained les chasgesand expenses which
do nat necessarily continue during the period of delay.

“Planned Date of Corspletion™ shall mean the date that constroction wouild have been completed
a3 shown £2 the most recenl cosstraction timetsble existing on the date af loss or damage had
thixe been na direct physical kess or damage
3 This policy shall only cover a1 the project site deseribed below

Project Site
4 The Company shall not be Eable for mare than the following amounts under this eadorsemers

a) $%,290,000 a5 respects "Sofl Cons” in any ane boss, disaster of casualty; asd

% ot Cov'd 18 respects “Rents” i any one logs, disaster o casualty
3 Thie Company shall not be liable for any loss hereunder anless the determined period of imerruption

ol of ane s occurremce exceeds 14 days beyond the “Planned Date of Completion” and the Habilizy
exist only for the deterrmined period of Eternapilon in excess af e first 14 days beyond the “Planned Dane

of Comgletion”

Each lass oocarence shall mean an actident or accumence of series of accidents af ooomrrences arising out
of the ane event

Source: Vigilant Insurance Company

52

6 TESTING

A Hot Testing (Broad Form)

SOFT COSTS/ADDITIONAL EXPENSE

Insured if the Delay had not occurred,

A Interest upon money borrowed to finance the contract work,

Other as accepted by the Company

TAl

INCOME

g the Period of Inde
| not occurred, less non o

realized dun
the Dielay b

es from ren
would have been earned
expenses

ADDITIO

WL COST

Expenditures, dunng the Period of Indemni
Insured if the Delay had not ocourred,

rowed to finance the contract work,

A Interes upon money

B {hher as accepted

085 EARNINGS

Source: Federal Insurance Company (A Chubb Insurance Company)

Expenditures, during the Period of Indemnity, which waould not have been incurred by the

53
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Key Factors To Be Considered
In The Valuation Of Soft Costs

The Anticipated Completion Date
The Period of Time Required to
Effect the Repairs

The Actual Completion Date

Policy Language

— Some Forms Stipulate a Specific Date

— Maximum Period of Indemnity Provision
54
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DEFINITIONS

FOR THE PURPOSE OF THIS ENDORSEMENT, THE FOLLOWING DEFINITIONS SHALL APPLY IN
ADDITION TO THOSE OF THE POLICY:

1 ANTICIPATED DATE OF COMPLETION": The date stas
on which e work is scheduled 1o be comploted for o
s and ocdupancy.

PERIOD. ns g 3. DELAY*: The pericd of time between the ANTICIPATED DATE OF COMPLETION® and the actual

i date on which commercial operations or use and cecupancy can commence with the exercise of due
diligence and dispatch.

daka on which comm®
difgence and dispaich

4 GROSS EARNINGS™:
PERIOD OF INDEMNITY"

during the PERIOD OF
d e DELAY" had not

55

Source: Zurich Insurance Company
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[2) Bills, invoices and clver vouchiss, and
{3) Dewds, fions, contracts or leases.

MSC102 0200

2. The Company will reckuce the amoant
the Insured can resisme “operations” i)

a. Damaged of undamaged propesty ()
wsrwere; of a

b, Any other avadable sources of mate)

A M the Insured intnnds. bo contine the s
pat, 2 quickly as pessible. I the Insun)
quickly a5 possible, the Company wil pal
operations” ¥ quickly as possibie.

G. DEFIMITIONS
The folicrwing definiions ane n addiion 1o thf

1. "Dependent Property” means popery

& Sepply materkls or pervices io the i

“Exhibithon™ means the
sirmilar dvent ot o locat

5. “Period of Restoration™

Except as provided in paragraphs b. and c. below, “period of restoration” means the period of time that
(1) Begins with the date and time of direct physical loss or damage to pioperty al the insured premises
caused by of resulling from a Covered Cause of L 055 and
{2) Ends on the earlier of the following
(a) The date when the property should be repaired, rebuill or replaced with reasenatile speed and
samniar quality, or
(¥) The date when business is resumed at a new permanant location

(1) The direct physical loss or damage by a Covered Cause of Loss is to any of the Iofowing propesty
at premises to which this insurance applies:

(a) New buildings or whether of under

{b) or itions to existing or . of

{e)} Machinery, equpmenl suppliesul buildnng mlenals on or mlhm 'IDDD feet of the premises that
are used in the ! pancy of the
buildings;

and
(2) Such direct physical loss or damage delays the start of “operations™

the “period of restoration” for Business Income or Rental Value will be the same length of time provided
ina. above, but will not begin until the date when 'opomﬁnrs'mdhaveheguniﬂhedifmphysid
loss or damage had not occurred.

€. When a number of hours is shown in the deductible item in the Suppl i Deck
i for Business Income or Rental Value, the “period of restoration” will not begin untl malnmnbe-ol hours
R . Immediately following the date and time the “period of restoration” would otherwise have begun, as
b pkoyes benefis, f dincty rmbaled b
ol e el ascas b described in a. and b. above,
df Uion dues; and - '3 o - + 1
i o et s d m:elre‘sm does not include any increased period required due 1o the enforcement of any
& “Period of Restoration™ "
@ Except as provided in parsgraphs b (1) Regulates the construction, use, repair of replacement, or requires the tearing down of any
(1), Begins with the date and fime of 4 property, except as provided under the Ordinance or Law - Increased "Period of Restoration”
cmused by of tetaling from 8 Con Additional Coverage Extension; of
(%) Ends on the earier of the lolowin)
fa) The dats when the peopedty o (2) Requires any Insured or others to test for, monitor, clean up, remaove, contain, treat, detoxify or
) i??"?..?‘;'.’;‘ni. neutralize, or in any way respond lo, of assess, the effects of “pollutants”
e. The expiration date of this policy will not cut short the “period of restoration”
KT-CMB-2IT250-2-00 56

Source: Travelers Insurance Company
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Other, a3 accepled by the Compary and scheduled i e Declarmtions of this
Endorserment,

PERIOD OF INDEMNITY*: The Pariod of indemnity i the mumber of calondar days stated in the
Declarasces of his Endorsement which are b1 excess of the DEDUGTIBLE PERIOD". The
ERIOD OF INDEMNITY begins wer ife date upon which, had B loss o damage nol ocourmod,

The 'FERIOD OF BDI NDEMMNITY ends on T eader of the dato on +

PROJECT s
rm diigence anc dpatch 10 rebuild, répair or repiace such part of the peoporty which has been lost

*: Expenditunes which are necessanly and reasanably
{DEMNITY", that would not have been incumed by the Named

F‘ER[OD OF INDEMNITY": The Period of Indemnity is the number of calendar days stated in the
D of this which are in excess of tha DEDUCTIBLE PERIOD". The
PERIOD OF INDEMNITY begins with the date upon which, had the loss or damage not occurred,
the INSI.IRED PROJECT * would have been completed bul not prior to the ANTICIPATED DATE
OF COMPLETION. The PERIOD OF INDEMNITY ends on the earlier of the date on which the
INSURED PROJECT is completed but not excesding the fength of time it takes with the exercise of
due difgence and dlspamh to rebulld {epa.r or replace such part of the property which has been jost
or to its condi to the of the loss or damage or the number
of calendar days The PERIDD OF INDEMNITY* h shall not be limited or
ctherwise affectad by the expiration, of the Policy.

been completed bt pot prioe 1o the ANTICIPATED DATE

the
but ot P lngih of Bma it takes with B suercing of

B PERIOD OF INSURANCE *:
Polcy shall be s saated in e

delapee dos

nfumumsmﬁoc The PERIOD OF BNDEMNITY* herunder shall not be kmied or
otharwise affected by the expiation. of the Polcy

f the ks o damage of the number

rior 10 th

The PER:IDDOF INSURANCE rmlrnnw thaan the term of this
e if and whee the

e project or parts thereof ar takan over rr:lum.. by nuINSURED

ALL OTHER TERMS, CONDITIONS, LIMITATIONS AND EXCLUSIONS OF THIS POLICY
SHALL REMAIN UNCHANGED,

57
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Source: Zurich Insurance Company
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One Final Matter:
Classification of Costs

58

Classification of Costs & Its
Impact on the Recovery

Everything Is Not Always

What It Seems To Be

)

59

35

D’'Amico and Goodman

s
=]
=
~
(0]
=2
[}
T
2
H




ABC Company
Luas Ssmwnary

Project Management Payrol
Conalrustion Managemen Fayrl
Owarhesd Couts Incumed

On See Expenaes - 2200 - A800

On 88 Expenses - %2100 - MI000
On Bis Evpenaey - TAME - FOE00
On S Expenses - 72000 - 7300
Trawel & Oiher Mise. Expenses
Canstrustion Managemend Abs caten.
| Project Managemant Payrol

Cempiisan & Depris Aemaval - Less
Salvags

Swh Contractor Couts

Fire O il - L4

Labar Overtims Premium Theough bey
Labor Owertime Premium . Juns
Labor Overtee Premium - July

Lo Overtie Premium - &ugunl
Eleetrie - Framium Tims

Eleciric - OTREG Time

InGreasE i indiveels - Labas

Profi

bl bl

Tatsl

701,800
aTRIM
rLsm
572,890
01,00
AFLE

7448
FLERT. ]
AT AR

LB ]

IR
a0 5
AN

A05 443

240,584

1411

730,000

IR

7,383,780

19,557 454

1,727 848

701,800 v | v | ¥
w7970 ¥ 1 ¥ 1 Y| | I
78,383 ¥ ¥ ¥ | | I
513, ¥ v 1 ¥ I
10,0908 ¥ | ¥ | I
173,881 ¥ Y | Y| I I
77,448 ¥ ¥ | ¥ 1
FITNET] ¥ | ¥ | ¥
1,078,308 ¥ ¥ | ¥ | ¥
[XTT] ¥ | % ] | I |
man] v | v | ¥
s g ¥ | ¥ | ¥ 1 ! |
man ¥ | ¥ | ¥ |
[TINT] ¥ Y ¥ Y| I
749,854 ¥ ¥ ¥ ¥ | 1
714,101 L. ¥ ¥ ¥ |
1m,001 ¥ ¥ ¥ ¥ ¥
rarara | ¥ ¥ X ] X ]
7,38, 103 A . S . | ¥ | |
8,804,004 ¥ | ¥ | ¥ ¥Y-CL | ¥-1D | ¥-€L | ¥-i0
1,308,904 Y | ¥ | « ¥ | ¥ | ¥ | ¥

21458475 M

THE END

Thank You For Taking
the Time Out of Your Busy
Schedule to Join Us

Any Questions?
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