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CANADIAN NUCLEAR ASSOCIATION

EXPORT INSURANCE

The following Notes are intended as a general guide for the use
of members of the CNA who are, or may become, involved in
supplying goods or services or contracting/erecting as part of a
contract to supply a nuclear facility to an overseas country.

These Notes have necessarily been kept as brief as possible while,
at the same time, they give pertinent information as to the type
of insurances needed and which are available, the parties normally
responsible for providing the coverages, the intent and operation
of the various policies, general methods of charging premiums and
main exclusions etc.

It is of the utmost ijnportance in the early stages of international
contractual negotiations to consider the insurance aspect, especially
from the point of view of local insurance legislation and coverage
restrictions.

It must be emphasized that this is an enormous subject which is
continually changing as a result of legislation, economic and
insurance marketing conditions. However, it is hoped this guide will
be of help to members in outlining the general nature of the protection
available.

A. James Edwards, Senior Vice-President -
International,

Reed Stenhouse Limited, Toronto.
Member, International Affairs Committee,
Canadian Nuclear Association.
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SECTION 1

CANADIAN NUCLEAR ASSOCIATION

NOTES ON EXPORT INSURANCE

INTRODUCTION

For the purposes of these Notes the insurances detailed have been
divided into two areas viz:

Insurances provided by Export Development Corporation (EDC)

* and

Insurances provided by the Private Insurance Industry

While the Export Development Corporation has historically stood as an
"insurer of last resort", providing protection to exporters in those
areas where private insurers have not been able to provide protection,
the situation has recently changed.

The private insurance industry is now able to provide most of the
insurances obtainable from EDC on a competitive basis. Of special
note is the fact that private insurers have no restrictions attaching
to adequate "Canadian Content" requirements.



SECTION 2

INSURANCE LEGISLATION IN OVERSEAS COUNTRIES

Most countries have over the years introduced local insurance legis-
lation into their legal systems. Few countries remain "wide open",
i.e. where foreign insurance is fully permitted.

Very briefly, foreign countries can be divided into four 'blocs' with
regard to insurance legislation as follows:-

a) 'Nationalized Insurance' countries - there are over 50 countries
where the insurance industry is totally nationalized. This means
that foreign insurers cannot be used on local risks unless the
nationalized insurer(s) are unable to provide the insurance coverage
needed. A

The communist countries are of course most prominent in this 'bloc'.

b) Countries who have not nationalized their insurance industry but
demand, by legislation or normal practice, that locally-licensed insurers
must be used on local risks. Infringement may well result in heavy
penalties.

c) Countries (such as Canada) who may permit unlicensed foreign insurers
to write coverage on a local risk provided a special tax is paid by
the Insured.

d) "Wide open" countries (such as U.K.) where insurance legislation permits
the full use of foreign insurers on local risks or where no insurance
legislation exists at all.

It is very important that the appropriate legislation is checked out, not
only before insurance coverage is purchased, but before contractual arrange-
ments are completed. Most export contracts, particularly those relating
to the installation of equipment, contain insurance claims; these should
not conflict with local legislation unless special dispensation has been
obtained from the relevant authorities.

. . . 2 /
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Of particular interest to exporters is the fact that several foreign
countries have insurance legislation relating to marine insurance
on ijnports into those countries.

Such legislation may not permit foreign marine insurance to apply to
imported goods. This legislation may at times be waived for EDC or
CIDA financial projects.



SECTION 3

FOREIGN CURRENCY PROBLEMS

Where it is possible to take "non-admitted" insurances into foreign
countries it is usual to pay premiums in dollars, (or other hard
currency) with any claims similarly paid by insurers in the same
currency.

In those countries which do not permit imported or non-admitted
insurance the currency situation is far more difficult. Some of these
countries are able to provide "dollar" insurance, but many are not.
In most of these areas premiums and subsequent claims must' be paid in
the local currency. This matter may be further complicated by very
tight Foreign Exchange Regulations which may prohibit the export of
local currency.

The whole question of locally licensed and dollar insurance is of vital
importance in obtaining the protection needed by the Canadian exporter
or contractor.

It is strongly recommended that the advice of a recognized and competent

insurance advisor is obtained at the earliest stage in pre-bidding or

negotiating any overseas contract to avoid either the possibility of

breaking local laws or severe problems with premium payments or claim

settlements in foreign countries.



SECTION 4

CONTRACTUAL INSURANCES

It is, of course, quite normal, in all but the simplest of
supply contracts, for the conditions of contract, or the
conditions upon which any project is bid, to contain reference
to the provision of insurances in connection with the contract.

Whether the contract conditions are drawn up within the host
country or are drawn up by Canadians as a "proposal" to the
host country, it is often found that insurances, of various
kinds, are to be:

(a) Provided and maintained by the Owner or Buyer.

or

(b) Provided and maintained by the Contractor or Supplier.

It is important that, inter-alia, each party is well aware of
and has the opportunity to inspect the nature and viability
of the protection provided by each party to the other.

Technically, the failure by either party to provide and main-
tain insurance as specified in the contract results in a
breach of the contract by the party so failing. Many contract
conditions contain a remedy whereby the failure of the first
party to provide protection results in the second party pro-
viding such protection at the cost of the first party. All
too often, however, international contracts remain silent on
this point.

Where major projects are to be undertaken in a country where
it is considered, by outsiders, that the local insurance
industry is probably inadequate, either technically or finan-
cially, to handle and support large insurance programmes it
is sometimes possible through the intervention of Government,
to obtain an exemption to the local insurance law. Such
exemption would be reflected in the conditions of the
contract to the effect that imported insurance, to at least
some degree, can and must be obtained for the project.

The chances of successfully obtaining such an exemption are
increased if Canada is in the position of financing the
project in question.

...2/
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In any event/ quite apart from insurance protection that
Canadian participants may need in addition to the insurances
demanded by contract, it is of paramount importance that the
contractual insurance requirements are clearly understood and
are viable and possible to be met. Here again, it is essential
that advice be obtained from qualified insurance advisers at
the earliest possible stage.



SECTION 5

INSURANCES PROVIDED BY THE

EXPORT DEVELOPMENT CORPORATION (E.D.C.)

The Export Credits Insurance Division of E.D.C. provides protection,
by way of insurance, against certain commercial and political risks
faced by Canadian exporters.

This specialized form of insurance is available to any Canadian
business enterprise paying Canadian taxes. Insurance, however, will
be provided only where the exports in question contain an acceptable
amount of "Canadian Content".

There is an element of "co-insurance" in the E.D.C. insurance programme
i.e. E.D.C. normally underwrites 90% of the risk, leaving 10% to be
borne by the exporter.

Policy Coverage

E.D.C. standard export policies cover losses incurred by the exporter
(subject to the co-insurance requirement) caused by:

The insolvency of the Buyer.

The failure of the Buyer to pay to the Exporter, within
six months after the due date of pavment, the gross invoice
value of goods delivered and accepted.

Local currency transfer restrictions.

War between the Buyer's country and Canada.

War, hostilities, civil war, rebellion (etc.) within the
Buyer's country.

. . . 2 /
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The interruption or diversion of any voyage outside Canada and
the U.S.A., resulting in any additional handling, transport
or insurance charges.

Cancellation or non-renewal of an Export Permit or the imposition
of restrictions on the export of goods from Canada.

Any other cause preventing performance of the Contract by the
Exporter or the Buyer, and not being within the control of either,
which arises from events occurring outside Canada or the U.S.A.

N.B.(l) In addition E.D.C. are able, in suitable cases, to extend their
standard policy to include the risks of confiscation or expro-
priation of contractors construction type equipment.

N.B.(2) E.D.C. are also able to insure an exporter against the "unfair
calling" of an "On-Demand Bank Guarantee" and furthermore to
protect the exporter's bank to 100% where these types of
guarantee are justly called.

Thus an exporter's line of credit with his bank is protected
at all times.

N.B.(3) As explained in Section I, the private insurance industry has
strongly entered this business and are able to issue export
credit and political risks insurance on virtually similar terms
to E.D.C.

It must be emphasized that the above is a general description of E.D.C's
insurance programme and is to be used as a guide only. The actual insurance
policy document issued by E.D.C. should be studied in order to obtain full
and accurate details of the policy wording and its terms and conditions.



SECTION 6

OTHER INSURANCES PROVIDED BY THE

PRIVATE INSURANCE INDUSTRY

In discussing nuclear type projects the general insurance protection
available can be initially divided into two classes, i.e.

Non-nuclear insurances

Nuclear insurances

In addition, these classes of insurance nay fall within separate pur-
chasing requirements viz:

Insurances compulsory under local legislation.

Insurances compulsory under contractual agreements.

Other insurances required by the Buyer or the Seller.

Both nuclear and non-nuclear insurances are briefly outlined in the
following sections by way of the type and extent of coverage provided;
which party normally purchases the policy; the duration and geographical
scope of coverage; the method of charging premium and settlement of
claims; the currency involved and the main exclusions of coverage.



SECTION 7

NON-NUCLEAR INSURANCES

The various types of insurances under this heading include:

(a) Marine cargo insurance (on shipments of non-radioactive goods).

(b) General Liability insurance (in respect of contractual operations
other than nuclear operations).

(c) Direct Damage (Property) insurance (up to time of criticality).

(d) Contractors Equipment insurance (Direct Damage).

(e) Automobile insurance (Liability and Direct Damage).

(f) Workmen's Compensation/Employers Liability insurance.

(g) Other insurances (Fidelity, Aviation, Accident, Personal, etc.)

(h) Surety Bonds.

N.B. (1) It is most likely that extensive reference would be made in
any construction contract to the purchase and maintenance of
insurances outlined above under (a), (b), (c), (e), and (f).

(2) In international construction type contracts reference to (d)
(Contractors Equipment insurance) is rare.

(3) Insurances purchased under (g) are normally considered to be
"extra protection purchased by the seller (contractor) and for
his own account".

It is unliJcely that the Buyer would demand Surety (performance)
bonds from the Canadian Seller under a major nuclear contract.
This class of business is mentioned (and detailed later) insofar
as it is more likely to apply to sub-contractors or suppliers
bidding to or via the Seller for portions of the project.

. . . 2 /
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As far as local insurance legislation is concerned, the types of insur-
ance outlined which are most likely to be compulsory are (e) Automobile
Insurance and (f) Workmen's Conpensation/Employers Liability Insurance.

_ The following pages contain brief notes on the insurances detailed.



SECTION 7 (A)

(A) MARINE CARGO INSURANCE (EXPORTS)

1. Coverage; Loss of or damage to cargoes while in course of
transit by land, sea or air.

Can be arranged on either:-

(1) "All Risks" basis

or

(2) Restricted coverage basis (ERA conditions) i.e.
losses caused by fire or stranding, sinking
or collision of the vessel or accidents to
the conveyance.

2. Insured: The parties having title to the cargoes.

3. Purchased By: Either the exporter (seller) or the importer (buyer),
depending upon the terms of the sale.

Exporters selling under C.I.F. terms (Carriage,
Insurance and Freight) arrange their own cargo
insurance on suitable terms.

Exporters selling under F.O.B. terms (Free on Board),
or similar terms, provide no cargo insurance frcm port
of export. The cargoes being at the risk of the
importer are normally insured by him at his cost.

4. Purchased In: Canada under C.I.F. contracts (if foreign insurance
legislation permits). The host country under F.O.B.
or similar contracts.

5. Amount Insured: Normally, sellers invoice price plus freight and
incidental charges.

Also possible to include an overall percentage for
"Increased Value" to allow an element of inflation
coverage to protect against replacement costs.

...21
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6. Transits: Where the conditions of sale permit, and particularly
where coverage is purchased on an "All Risks" basis,
it may well be preferable to insure from door-to-door
i.e. from Canadian Manufacturers/Suppliers premises
to the final point of destination.

This avoids serious problems in the event of "concealed
damage*i.e. damage not discovered until final unpacking
at the point of destination. Where separate insurances
have been arranged for certain sections of the transit,
(i.e. factory to Canadian port, port to port, and from
port of import to final destination) the question of
which insurer pays for damage, which could have happened
at any stage of the transit, is extremely complicated
and leads to serious claim settling problems.

7. Premium Basis: Normal:- policy rate applied, shipment by shipment, to
the total shipped value i.e. seller's invoice price plus
freight and incidental charges. Premium billed either
shipment by shipment or on a quarterly basis. Sometimes
initial deposit premium charged which is offset against
subsequent shipments.

8. Basis of Loss
Settlement: Normal basis of insuring (as above):-

(a) Partial Damage - the actual cost of repair or the
amount insured, whichever is the least.

(b) Total Loss - the amount insured.

9. Déductibles : Usually none - but déductibles may apply depending on
nature of goods shipped, risk of theft, *»tc.

10. Currency of
Policy :

C.I.F. contracts, normally in dollars (N.B. it is some-
times required under contract for exporters to ship on
C.I.F. terms but to insure in the host country; this
must be done in dollars under such contracts).

F.O.B. or similar contracts, normally payable in local
currency by the Buyer.

11. Exclusions: Under All Risks policies normal exclusions include:

(a) Rusting, bending, twisting or oxidization.

(b) Electrical or mechanical derangement," breakage of
glass or similar material, unless caused by the
stranding, sinking or collision of the vessel or
conveyance.



SECTION 7 (B)

(B) GENERAL LIABILITY INSURANCE

1. Coverage: To protect the Insured in respect of claims
nade against the Insured for bodily injury
to third parties or damage to third party
property where the Insured is liable under
law or under contract.

Also provides coverage in respect of defence
costs, etc.

2. Insured; For construction type projects either:-

(a) Normal basis - Canadian participants
plus the Buyer.

(b) "Wrap-up" basis - Canadian participants,
plus the Buyer, plus all contractors and
sub-contractors (including locals).

N.B. (1) There are many variations to both basis.

(2) Policy includes a "cross-liability clause"
in the event an Insured faces a claim
against him by another Insured - insurance
would respond.

3. Geographical Scope: Normally such policies apply to all activities
within the host country in connection with the
performance of the designated contract, (i.e.
coverage is not restricted to only on-site activities).

4. Purchased By: Either the Seller or the Buyer, depending upon the
conditions of the contract.

5. Purchased In: Either the host country under local legislation
(most probable).

or

In Canada, if local legislation permits (less likely).

N.B. Wherever the policy is issued, it must provide
protection (and defence costs) against actions brought
in local courts.

. . . 2 /



6. Limit of
Indemnity;

. Duration of
Coverage ;

8. Premium Basis:

- 2 -

Any amount selected by the Insured, or as
a minimum, the amount appearing in any contract
conditions.

The limit of indemnity should be adequate to
provide protection against the results of the
heaviest potential accidental type situation
that could arise on site.

Normally from local commencement of the contract
until completion and hand-over to the Buyer.
Policy should be extended to provide "completed
operations" cover for at least the period of the
maintenance agreement.

N.B. Two years completed operations coverage
is quite normal.

Premium charged by applying a basic rate(s)
to either:-

(a) The estimated total value of the project

9. Basis of
Claim Settle-
ment:

10. Déductibles:

11. Currency of
the Policy;

or

(b) The estimated total contract payroll.

Premium can normally be either prepaid or paid
in annual installments.

Premium finally adjusted, either up or down,
against the actual final project price or the
actual final total payroll.

Payment by insurers for;-

(a) The amount of claim settlement.

(b) Defence costs, expenses and litigation
costs incurred with insurers consent.

Usually quite small (e.g. the equivalent of
$500 to $1,000 per claim) and applying only
to property damage claims.

Normally payable in dollars if policy purchased
in Canada and in local currency if purchased
in the host country. It is, however, possible
in some countries, to purchase dollar insurance
locally.

12. Main exclusions; The policy does not apply to;-

(a) automobile liability insurance
(purchased separately)

...3/
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12. Main Exclusions (cont)

(b) loss of or damage to property within the insured1 s
care, custody or control.

(c) injuries to the employees of the Insured.

(d) liability in respect of nuclear incidents.

(e) liability arising from the possession or use of
waterborne vessels or aircraft (insurance purchased
separately).



SECTION 7 (C)

(C)

1. Coverage

DIRECT DAMAGE (PROPERTY) INSURANCE
("BUILDER'S RISK" OR "CONTRACTOR'S ALL RISK" POLICY)

Loss of or damage to the contract works
including all materials, supplies and equipment
while on site and to be incorporated into the
contract works.

Policy includes damage caused by, or resulting
from testing of equipment prior to hand-over.

Policy can be extended to include loss of or
damage to permanent or temporary site and
townsite accommodations, hutting and con-
tractors' construction equipment.

2. Insured

3. Purchased By;

4. Purchased In :

The Buyer, the Seller and all contractors and
sub-contractors.

Policy includes a "waiver of subrogation clause"
by the Insurer against any insured, named
or unnamed.

Either the Seller or the Buyer, depending upon
the conditions of the contract.

Either the host country under local legislation
(most probable)

or

In Canada, if local legislation permits
(less likely)

5. Amount Insured; Normally the estimated total value of the
contract is used as a base. From this can be
deducted contract engineering costs which
would not have to be repeated in the event of
loss or damage occasioned on site.

An amount should be added to the base figure
to allow for the costs of removing debris
from the site following damage incurred on
site.

...2/
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6. Duration of
Coverage:

7. Geographical
Scope:

8. Premium Basis:

9. Basis of Loss
Settlement :

10. Déductibles:

11. Currency of
the Policy:

N.B.

Normally from commencement of construction or arrival
of equipment on site until completion and handover
to the Buyer.

Site risk c^ly. Can be extended to apply to off -site
storage or accommodation locations.

Premium rate applied to the amount insured and adjusted
following completion against the final contract price.

Normally premium is prepaid, but it is possible to obtain
annual premium payments.

(a) Partial Damage - the cost of repair or replacement.

(b) Total Loss or Destruction - the amount insured.

In both cases, insurers pay for the removal of debris
from the site up to the limit of the amount insured
in respect to this extension.

These vary considerably depending upon the location
and geophysical conditions of the site (weather, prox-
imity to water and earthquake frequency have a heavy
bearing). Heavy déductibles are customary in respect
to the hot testing operations; these are currently
running in the range of $25,000 to $250,000 (or the
local equivalent) per claim.

Where "imported" insurance is permitted, premiums and
claims can be paid in dollars (claims may also be paid
in other hard currency acceptable to insurers).

Where coverage has to be purchased in the host country,
normally local currency would apply; however, dollar
insurance is obtainable in some overseas countries and/or
negotiations for currency exchange permissions must be
undertaken.

THIS SITUATION IS OF CRITICAL IMPORTANCE. THE PURCHASE
OF DOLLAR INSURANCE MUST BE CONSIDERED AT THE EARLIEST
POSSIBLE STAGE OF CONTRACT NEGOTIATION OR FINANCING.

12. Main Exclusions: (a) Loss or damage caused by nuclear perils.

(b) Infidelity of staff and employees.

...3/
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12. (cont) (c) Loss caused by unexplained shortage or dis-
crepancies .

(d) Contractors' construction equipment (unless
specifically included under the policy).

(e) The making good of work which has to be repaired
or replaced due to defective design, workmanship
or materials. (Resultant damage to other parts
of the works, following such defects, is insured).

(f) Penalties for delay or non-performance. Conse-
quential losses.

(g) War, civil war, rebellion, etc.

(h) Loss of or damage to the "hot-zone" following
criticality.



SECTION 7 (D)

(D). CONTRACTORS EQUIPMENT INSURANCE

Coverage:

2. Insured:

Loss of or damage to contractors construction
equipment owned by the Insured or for which
the Insured is responsible.

The Canadian contractor/exporter (the Seller)
or any of his sub-contractors (as appropriate).

3. Purchased By; The Insured.

4. Purchased In; (a) Canada - if "imported" insurance permitted
under local legislation.

(b) In the host country if restrictions apply..

5. Amount Insured î

6. Duration of
Coverage :

7. Geographical
Scope :

8. Premium Basis:

9. Basis of Loss
Settlement;

The total actual cash value of all
equipment at the time of policy issue
i.e. purchase price on new equipment;
purchase price less depreciation on
used equipment.

For as long as needed. Annual policies
usual if insured separately/ alternatively can
often be added to a Builders Risk policy (see
Section 7 (C)).

While within the host country - or site
risks only, if needed.

Policy rate applied to amount insured
(see (5) above).

Actual cash value at the time of loss.

10. Déductibles ;

11. Currency of
Policy;

Any amount (up to normally $1,00 each claim).

If purchased in Canada, dollars.

If purchased in the host country, in local
currency unless dollar insurance can be
obtained.

...2/
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12. Main Exclusions:

(a) Mechanical or electrical breakdown.

(b) Infidelity of employees.

(c) Mysterious disappearance.

(d) war, civil war, rebellion, etc.

(e) Damage resulting from use beyond safe
load capacity.



SECTION 7 (E)

(E). AUTOMOBILE INSURANCE

1. Coverage :

2.

3.

4.

Insured:

Purchased

Purchased

By:

In:

As provided by standard policies issued in
accordance with local legislation. In the
greater majority of countries automobile
liability insurance in respect of bodily
injury to third parties must be purchased.
Property damage liability and collision/
comprehensive coverage is often optional.

The owner of the vehicle.

The owner of the vehicle.

The host country.

5. Amount Insured/Limit of Indemnity:

6. Duration of
Coverage :

7. Geographical
Scope

Liability: to at least the minimum amount
required by local laws.

Collision/Comprehensive: to the value of
the vehicle.

Annual policy, or shorter term as may be
required.

Anywhere in the host country.

8. Premium Basis:

9. Basis of Loss
Settlement:

10. Déductibles:

Annual premium in accordance with local
rating scales.

Liability: (a) The amount of any claim
settlement.

(b) The cost of defence and/or costs
of litigation with the insurers'
consent.

Damage/Theft etc: Cost of repair or the value
of the vehicle, whichever
is the least.

Small amount of collision/comprehensive claims
only.

...2/
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11. Currency of
the Policy:

Local currency.

12. Main Exclusions:

(a) War, Civil war, rebellion, etc.

(b) Unlicenced drivers, and as defined in
standard local policy form.



SECTION 7 (F)

(F)

1.

WORKMEN'S COMPENSATION INSURANCE (LOCALLY HIRED EMPLOYEES)

Coverage:

2. Purchased By:

3. Purchased In:

4. Amount Insured:

5. Duration of
Coverage:

6. Geographical
Scope :

7. Premium Basis:

8. Basis of Loss
Settlement:

9. Déductibles:

10. Currency of
Policy:

To provide accident or sicknass benefits to
local employees in accordance with benefits
payable under local Workmen's Compensation or
Social Security statutes.

N.B. In many countries the contractor/employer
is responsible for employees of his sub-
contractor.

The employer (i.e. the Seller, should he hire
local labour or sub-contractors).

The host country.

See item (1) above.

Annual policies or for shorter terms as long as
employees are hired (all subject to the require-
ments of local statutes).

Normally, anywhere in the host country in connection
with the performance of the employees' duties.
Can be numerous variations.

The most common form is by applying a specified
rate (as determined under national scales) to the
payroll.

As laid down in local statutes.

Not known

Local currency.

11. Main Exclusions: Not known.

General Note:

In many countries it is possible for an injured employee to retain the right
of suit against his employer. Such an exposure is covered by the purchase

...21
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General Note (oont)

of an Employers Liability insurance policy, quite often issued as an addition
to, or included in, the basic Workmen's Compensation policy.

N.B. Care should be taken with "Third Country Nationals" who may not be
insured under their host country schemes.



SECTION 7 (G)

(G) OTHER INSURANCES

In brief and general terms, protection may be needed and is
normally obtainable for the following:-

1. Confiscation Insurance: Is provided by Export Development
Corporation and/or private insurers in respect of the risk
of confiscation by a Government Authority of the Seller's
construction equipment.

2. Cash, Cheques or Other Legal Tender : Coverage is obtainable
for the loss of these items to specified limits. Careful
consideration is given by insurers to the security and
handling risks.

3. Fidelity Insurance; Protects an employer against fraud,
conversion, theft, etc., by his employees. Issued either on
a named employee or blanket basis.

4. Personal Effects or Other Valuables: Protects an indivudual
against loss of or damage to these items. Coverage can be
obtained under a "group plan" basis.

5. Waterborne Construction Equipment: It is normal for any
Contractor's Equipment insurance policy (detailed earlier) to
exclude watercraft or floating equipment. These are subsequently
issued under a Marine policy for hull risks (damage) and
protection and indemnity risks (liability).

6. Aviation Insurance: Insurances are purchased quite separately
from the main policies earlier described. In general two
types of policy are available:-

(a) Owned/Operated aircraft - hull and liability
risks.

(b) Leased/Hired aircraft -liability coverage
on a contingent or "non-owned11 basis.



SECTION 7 (H)

(H) SURETY BONDS;

Surety Bonds (i.e. Bid, Performance and Labour and Material
Supply Bonds) are not so prevalent overseas as in North America.
They are, however, becoming more in use and take a variety of
forms.

A full description of the various forms of Bond (or other type
of guarantee) is not given in this guide; however, the following
brief notes give an indication of theneed for and operation of
a Surety Bond.

(a) Bonding ;

- is not insurance. It is a three-party agreement between
the Buyer, the Surety, and the Seller. In effect the
Surety (under a Performance Bond) agrees to guarantee to
the Buyer the completion of the contract should the Seller
be unable to perform and complete his obligations under the
contract.

Thus protection is given to the Buyer should the Seller fail
to perform. The Surety however, is in return, compensated
for the monies he must expend in completing the contract
by having full recourse against the Seller. The Seller,
therefore, must expose his assets (up to the amount of the
Bond) to the Surety who in turn must be satisfied with his
potential recovery situation from the Seller before he agrees
to issue the Bond.

(b) Labour and Materials Bond:

This operates under the same principles as outlines above but
only guarantees to the Buyer the satisfactory discharge of
outstanding payments of the Seller for labour and materials
provided.

(c) Need for Bonding;

- is a requirement of the Buyer, who must be satisfied that
either the Seller is fully competent, both professionally,
physically and financially to perform and complete the contract,
or, alternatively, the Seller is able to obtain and provide
a Surety Bond which provides a guarantee of completion.

...2/
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N.B. As mentioned earlier in this Guide it is unlikely that the
Buyer of a major nuclear installation would require Surety
Bonds of the above type from "the Seller. However, the above
principles would apply to any sub-contract whereby the Seller
sublets portions of the work to others or, to continue further,
sub-contractors in turn sublet work or let supply contracts to
others.

(d) Other Forms of Guarantee:

The demand by Buyers from Sellers for unconditional and irrevoc-
able letters of credit in respect of bid, advance payment and
performance quarantees is becoming very frequent particularly
in the Middle East.

In Canada, protection obtainable in respect of such guarantees
is as follows:-

(1) By Insurance - (not bonding) from the private insurance
industry which covers up to 90% of the amount of the guarantee
should the guarantee be "called" when the Seller is not in
default of the contract. There is no recourse by the insurer
against the insured (the Seller).

(2) By EDC - who provide similar insurance protection as described
in TTT above and are also able to protect an exporter's Bank
against the consequences of a justified call. In such a case
the Bank retains rights of recourse against the exporter who
remains unprotected.



SECTION 8

NUCLEAR INSURANCE

For the purposes of this Guide, and in relation to the provision over-
seas of an operating nuclear facility of Canadian design (CANDU) these
insurances can be divided into two classes:-

(a) Nuclear Material Damage Insurance

(b) Nuclear Liability Insurance

Both of these types of insurance are provided by "Nuclear Insurance Pools".
A "pool" is simply a group of insurers who collectively agree to provide
protection with each insurer individually subscribing to an agreed propor-
tion of any loss. These pools are referred to as "domestic pools".

Each insurer declares the limit of coverage he is able to provide and the
aggregate of these limits becomes the total amount of coverage which can
be provided by the pool. This amount is commonly referred to as the
"capacity" of the pool.

The underwriting function is customarily performed either by committee of
participating insurers or by underwriters appointed by and working on behalf
of the pool members. This situation is fairly standard in overseas nuclear
nations where most countries on entering into nuclear power form and maintain
their own national pool.

There are exceptions. Argentina currently has no nuclear insurance pool
and the U.S.A. work their programme differently in that the U.S. stock
insurance companies have formed a nuclear oriented association and the U.S.
mutual insurance companies have formed a separate but similar association.

CAPACITY

As of this date the world-wide nuclear insurance capacity, both for property
damage and liability insurance, is limited. Domestic nuclear insurance
pools are unable to provide enough capacity to fully protect the destruction
of a nuclear plant.

This means that in any given country the domestic pool enlists the support
of other national pools who participate in co-insuring the domestic facility
alongside the domestic pool.

. . . 2 /
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At present, and excluding the U.S. associations whose overseas participation
is not known, the world-wide nuclear insurance pool capacity is approximately
U.S.$230 million. While this amount would go a long way in providing coverage
for damage repair or replacement costs the sum is significantly insufficient
to pay for the total replacement of a very heavily damaged plant.

WHO BUYS NUCLEAR INSURANCE?

(a) Property Damage Insurance - the Owners and/or the Operator
of the plant.

(b) Liability Insurance - the Operator of the plant, who is generally
totally responsible for bodily injury or property damage resulting
from the operation of the plant, whether he has been negligent
in his duties or not.

This particular requirement is subject to differing laws of nuclear
countries but a similar theme appears to run through such legis-
lation.

N.B. In any event, whatever local nuclear insurance legislation exists,
exporters of nuclear components must make strenuous efforts to
avoid being held responsible, either under contract or at law, for
the consequences of nuclear damage either to goods or materials
supplied or for nuclear liability situations as far as third-parties
are concerned.

The obtaining by exporters of adequate and valid 'hold harmless1

agreements from their clients, or others, is of paramount importance
in order to obtain proper protection. The failure to do this
could result in the exporter seeking relevant "nuclear insurance"
which may well not be available.



SECTION 8 (A)

(A) NUCLEAR MATERIAL DAMAGE INSURANCES

A standard international policy form exists which is sometimes used as
a basic insurance contract. This standard policy can be extended to
include certain additional perils as detailed below.

The perils insured under the standard basic policy are:-

(1) Fire, Lightning and Explosion.

(2) Impact - with aircraft, aerial devices or articles dropped
therefrom.

(3) Damage caused by excessive temperature within the nuclear
reactor consequent upon a sudden uncontrolled unintentional
and excessive increase or release of energy or upon the
failure of the cooling system.

(*0 Contamination by radioactivity due to accidental escape of
ionizing radiations from the nucleafreactor or from any nuclear
fuel on the site causing damage to:-

(a) the outside surface of the external shield of the
nuclear reactor or of the primary circuit.

(b) any other property (described in the schedule of the
policy) which is outside the external shield of the
nuclear reactor or outside the primary circuit.

N.B. The standard basic policy specifically excludes:-

(a) Excessive temperature or contamination (as described above) occasioned
by flood, tidal wave, overflow of the sea, subsidence or landslip.

(b) Loss or damage occasioned by or in consequence of radioactivity ordin-
arily incidental to the normal operation of the nuclear reactor.

(c) Loss or damage occasioned by or in consequence of subterranean fire,
the burning (whether accidental or otherwise) of forest, bush, prairie,
pampas or jungle or the clearing of the land by fire.
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(d) Loss by theft during or after the occurrence of an
insured peril.

(e) Damage caused by typhoon, hurricane, tornado, cyclone
or other atmospheric disturbance.

(f) War, invasion, act of foreign enemy, hostilities,
warlike operations or civil war.

(g) Damage caused by earthquake, volcanic eruption or
other convulsions of nature.

Ch) Mutiny, riot, military or popular risings, insurrection,
rebellion, revolution, etc.

(i) In respect of explosion, excessive temperature and/or
contamination damage caused by or attributable to
any act of any person acting on behalf of or in
connection with any organization with activities
diverted towards the overthrow by force of the
Government de jure or de facto or the the influencing
of it by terrorism or violence.

(j) Claim arising out of damage to property caused
directly or indirectly by the radioactive toxic
explosive or other hazardous properties of any
explosive nuclear assembly or nuclear component
thereof.

(k) Goods held in trust, money, securities, business
books, plans, designs, etc. Explosives.

(1) Loss of earnings, consequential losses, etc.

Additional Perils

It is possible, in approved cases, for the basic insurance to
be extended to include the following risks:-

(1) Damage caused by riot and strike and/or the lawful
suppression of riot and strike.

(2) Malicious Damage.

(3) Earthquake, Volcanic Eruption and flood.

(4) Storm or Tempest.

WAIVER OF SUBROGRATION RIGHTS AGAINST THIRD PARTIES

It is important to note that the standard international
nuclear material damage policy is so specifically worded as to
prevent ;-

(a) The Insured from claiming indemnity from "any person
whatsoever" whether or not such person has been
guilty of fault, negligence or breach of condition

...3/



- 3 - S. 8 (A)

or warranty expressed or implied.

(b) The Insurer from enforcing any rights or remedies or seeking
to obtain relief or indemnity from any parties to which they
would become entitled or be subrogated upon their paying any
claim under the policy.

POLICY PURCHASED BY The Owner or Operator of the plant, depending upon

local legislation, in the local country.

POLICY PERIOD Annual policy.

BASIS OF CLAIM Value of the property at the time of the damage.
SETTLEMENT

Alternatively Insurers may, at their option, re-
instate or replace the damaged property.

N.B. The basic standard nuclear material damage insurance policy detailed
above is often amended by national nuclear insurance pools to reflect
both the local insurance practice and local legal restrictions of
the country concerned.

Such policies need the most close scrutiny by qualified professional
insurance people.



SECTION 8 (B)

(B) NUCLEAR LIABILITY INSURANCE

Again, on overseas risks, a standard policy form has been
developed pioneered by the British Insurance (Atomic Energy)
Committee. This document is entitled "General and Statutory
Nuclear Liability Policy (Overseas)".

Coverage ;

Is divided into two parts:-

Part I; Nuclear liability risks.

Part II; Non-nuclear liability risks.

These sections differ from each other with regard to the persons
insured, time permitted in which to notify insurers of a claim
and the limits of indemnity afforded under the Sections i.e.:-

Part I

(a) Covers the Insured (i.e. the operator of the plant)
and also "any person" who provides or hag p r w n H O H
any services, materials, parts or equipment- in
connection with the planning, nnnsfmfi nnr
maintenace, repair or operation of tho minicar
installation at the site.

(b) Excludes:- any claim which is notified to the Insured
more than 10 years after the date of the
incident giving rise to a claim

or

in the case of nuclear fuel or radioactive
products or waste which have been stolen
or lost, jettisoned or abandoned, more than
20 years from the date of such theft, loss,
jettisoning or abandonment.

Also excludes any claim arising from the intentional
emission of ionising radiations within the programme
or normal operation of the nuclear installation.

...2/
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(c) Limit of Indemnity:- under Part I the limit of
indemnity selected (i.e. the
amount of coverage) is an
aggregate limit and represents
the total insurers would pay
irrespective of the policy period.

Under PART I the insurers agree to indemnify the insured agaiust
liability at law for damages in respect of bodily injury or
property damage claims due to any nuclear incident involving the
release of ionising radiations or contamination by radioactivity
or a combination of the radioactive and the toxic explosive or
other hazardous properties of nuclear fuel or radioactive
products or waste and occurring accidentally in connection with
the insureds use of the facility.

PART II

(a) Covers the liability of the insured only i.e. there is
no provision to include any additional insurers as
described in PART I.

(b) Makes no reference to time limits in which the
notification of claims must be made i.e. the respec-
tive Statute of Limitations would apply.

(c) The limit of indemnity is on the normal basis i.e.
the amount selected as the indemnity limit is the
total amount insurers would pay in respect of
any one claim.

Under PART II the insurers provide coverage for the normal
general public liability risks (excluding nuclear risks) and
carries the usual exclusions of automobile risks, accidents to
employees of the insured, and property in the care, custody
or control of the insured.

WARRANTIES;-

The standard nuclear liability policy carries the following
warranties which are common to both Parts I and II, i.e.

(a) Warranted a proper operational licence is in force
and issued by the appropriate authority.

(b) Warranted that there shall not be:-

A change in the design specification

A change in the use of the nuclear facility.

Any alteration to the provisions of the licence or
other form of approval.
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Any alteration in the Code of Practice for the safe operation
of the facility.

N.B. Any alterations, as above, which become relevant during the
policy period would be considered by insurers and should they con-
tinue coverage then an appropriate additional premium could well
be charged.

POLICY PERIOD

Is normally one year with the policy renewed annually at agreed terms.

POLICY PURCHASED BY The Operator of the plant in the local country.

LIMIT OF INDEMNITY As selected by the Insured. Under PART I (nuclear
liability) the Insured is likely to obtain coverage up
to the limit of his expense under local laws. Should
there be no statutory limit then indemnity would
doubtless be purchased to the maximum amount obtainable
from the world nuclear pool capacity.

N.B. This basic policy is often amended as detailed at the foot of Section
8 (A).


