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NAVSEA 02A

POINT PAPER

FM ESC ITEM 02-42 REVISED LIABILITY POLICY 

SUBJECT: CONTRACTOR-INCURRED DAMAGES. INCREASING CONTRACTOR                INSURANCE DEDUCTIBLE DOLLAR THRESHOLD ON SHIP REPAIR CONTRACTS
BACKGROUND

The Defense Federal Acquisition (DFAR) Liability and Insurance Clause (DFAR 217.7104(a), required in ship repair contracts, stipulate contractors bear the first $5,000 of loss/damage from each incident resulting from contractor-incurred damage.  Contractors are 100% responsible for damages resulting from defective contractor workmanship/materials; and for any other contractor-incurred loss or damage, the contractor bears the first $5,000.

Fleet Maintenance Community wants to increase the $5,000 contractor “deductible” to $50,000 as a means to reduce contractor-incurred damages which ultimately impacts ship’s schedule and causes unplanned Fleet maintenance budget outlays to pay for damages above $5,000. A check of ship repair contractors (with both Navy and commercial ship repair business) has highlighted that ship repair contractors carry commercial ship repair insurance in the $250,000 deductible range. As an outcome of 9/11, insurance premiums are increasing with coverage limits dropping; consequently ship repair contractors expect to pay upwards to $300,000, approximately twice the annual premium, for the same level of commercial ship repair insurance coverage.    

DISCUSSION

The DFAR clause “deductible” amount of $5,000 dates back to 1982. The dollar threshold is dated and has not kept pace with inflation. An April 2002 data call of Navy ship repair contractor incurred damage over the past three years indicates 70% of the incidents are $50,000 and below.  Data provided on next page.   
Raising the $5,000 deductible in the contract clause requires approval at the OSD level (Director, Defense Procurement) via a FAR (Federal Acquisition Regulation) case.  A business case analysis and information from the marine insurance industry will be used by the FAR Council to make a determination on the “deductible” amount based on what savings will result from the contractor assuming a higher insurance risk.  The FAR case process requires a forum to obtain comment from the affected public sector; consequently processing a FAR case takes approximately 7 months.      

RECOMMENDATION

 Proceed with FAR case to raise the $5,000 insurance deductible in the applicable clause. 
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	From
	$ Ranges
	Occurrences
	Cost

	0
	 $   5K 
	19
	$  63K

	>$   5K
	 $  50K 
	25
	$ 502K

	>$  50K
	 $ 100K 
	4
	$ 209K

	>$ 100K
	 $ 200K 
	5
	$ 686K

	>$ 200K
	 $ 500K 
	3
	$1176K

	>$ 500K
	 $ 750K 
	2
	$1303K

	>$ 750K
	 $1000K 
	1
	$ 926K

	>$1000K
	 $2000K 
	1
	$1700K

	>$2000K
	More
	1
	$2100K
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		5		63

		50		502

		100		209

		200		686

		500		1176

		750		1303

		1000		926

		2000		1700

		More		2100
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Insurance First Look

		Occurances		Dollars($K's)		Bins($K's)																				19

		1		19		5		From		$ Ranges		Occurances		Cost												31

		2		31		50		0		5		19		63																				553

		3		553		100		>5		50		25		502												22

		4		22		200		>50		100		4		209												30

		5		30		500		>100		200		5		686												20

		6		20		750		>200		500		3		1176												17

		7		17		1000		>500		750		2		1303												30

		8		30		2000		>750		1000		1		926												8

		9		8				>1000		2000		1		1700																147

		10		147				>2000		More		1		2100												22

		11		22																						14

		12		14																				5

		13		5																												473

		14		473																						40

		15		40																										137

		16		137																				0

		17		0																																926

		18		926																				5

		19		5																								70

		20		70																						41

		21		41																						10

		22		10																				5

		23		5																				1

		24		1																						15

		25		15																						8

		26		8																								87

		27		87																				3

		28		3																				0

		29		0																				0

		30		0																				0

		31		0																				1

		32		1																						38

		33		38																												203

		34		203																										145

		35		145																						30

		36		30																								75

		37		75																				0

		38		0																										156

		39		156																				5

		40		5																				5

		41		5																						20

		42		20																				5

		43		5																				5

		44		5																						15

		45		15																						10

		46		10																						10

		47		10																														750

		48		750																				5

		49		5																						6

		50		6																				5

		51		5																						10

		52		10																				3

		53		3																						6

		54		6																				5

		55		5																																		1,700

		56		1,700																												500

		57		500																						30

		58		30																																				2,100

		59		2,100																										101

		60		101																				5				60

		61		60

				8,743																				63		502		292		686		1,176		1,303		926		1,700		2,100				8,748
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