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Declining PLI Rates Might Not Repect in Bottom Line

By Willem Van Hemert, NSPE
Professional Liability Committee

A continuing soft insurance
market spells good news for engi-
neers and architects regarding the
cost of professional liability insur-
ance (PLI). According to a recent
survey of 13 leading A/E insurance
companies, stiff competition in the
market place is keeping rates at or
below last yearis level.

There is, however, a dark cloud

looming over the cost of PLI. The
premium for professional liability
insurance is based on prm billing
volume and for determining the

cost of the premium, the billings are
often averaged over the previous two
or three year period. That means the
steep decline in revenue experienced

by many prms over the past year
will not be fully incorporated into

their premium calculations this year.
So, although the rates may be yat or

declining, the actual premium may
be similar to or even higher than

last years. Unless a prm is growing,
expect PLI to be a larger percentage

of your overhead.

The annual nationwide survey
0 carried out by the National Society

of Professional Engineers/Profes-

sional Engineers in Private Practice

(NSPE-PEPP), the Risk Manage-
ment Committees of the American

Institute of Architects (AlA), and the

American Council of Engineering

Companies (ACEC) 6 compiles infor-

mation relating to coverage, exclu-

sions, claim trends, and the insureris

history, among other issues.

General pndings from the inter-

view process include:
E A/E prm revenues are reported
to have gone down 15 to 20% in

the past year. This can create a
difpcult situation for renewals
since the premium is often based
on a three year average.

Even though the market in
general is soft, some insurance
carriers are indicating that they
are underwriting at a loss to stay
competitive in the market place.
They see this as a warning that
the market will harden up in the
future.

Several carriers reported

that they have updated policy
language in the past year.
Although most are broad in
coverage, prms should have new
policy language reviewed by
appropriate risk management
professionals.

More prms are choosing to go
without coverage, especially
small prms. One insurance
carrier indicated that 58% of
their small prms leaving the
program were going bare. If

you are using a prm that does
not have PLI coverage, you are
exposing yourself to additional
risk.

Insurance carriers reported
some problems in collecting the
deductibles from their insured A/
E prms. Be sure your deductible
is within your ability to pay.
Frequency of claims experienced
in the A/E industry, as well as
the severity of the claims, have
remained fairly stable although
some carriers reported slight
upticks in both. There were an
increase in claims related to
occupancy timing (delay claims)
reported.
Condominiums/multi-family

housing and school projects
are still generating signipcant
numbers of claims.
The use of Building Information
Modeling (BIM) is increasing
especially in vertical design. In
prior years there were concerns
expressed about risk associated
with using BIM but claims have
been negligible to date.
0Green designé and LEED
certipcation are raising concerns
of unrealistic expectations
and performance guarantees.
However, there have been few
reported claims related to 0Green
Design.o
Technology risks related
to network interruptions,
transmitting of viruses, and
coverage for lost or stolen
computers, including privacy
information and identity theft,
are being treated differently by
the various carriers. The trend
appears to be that coverage is
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Two Civil Engineers at CRW Receive LEED Certiycations

ANCHORAGE, Alaska 6 CRW
Engineering Group, LLC is pleased
to announce that two members of its
civil engineering team, Dave Diller,
PE, and Micah Schoming, PE, re-
cently received LEED AP® certipca-
tion. The certipcations allow CRW to
offer Alaska clients sustainable civil
engineering design services.

LEED (Leadership in En-
ergy and Environmental Design) is
the U.S. Green Building Councilis
internationally recognized certip-
cation system for green buildings.
According to the Councilis Web site,

8 pm Tuesday, November 3

Documentary of Alaska
Engineering and
Construction Projects
Premieres on KAKM

A documentary of engineering
and construction projects in Alaska,
produced by The Great Projects Film
Company, will air on KAKM at 8 pm
Tuesday, November 3, 2009.

The plm premiered at the An-
chorage International Film Festival
in December 2008. According to the
KAKM website:

“Building Alaska celebrates
Alaskais engineering achievements
during the 50th anniversary of state-
hood. Alaskais arctic climate, with
permafrost, cold and darkness, make
it a difpcult and expensive place to
build. The story of overcoming these
obstacles to create engineering mas-
terpieces is the stuff of dramatic and
visually spectacular TV.

0The ninety-minute program
features interviews with many
Alaskans, rare and never before seen
footage and photographs, including
clips from the thought-to-be-lost Hol-
lywood movie, The Iron Trail, and
spectacular high-depnition photogra-
phy.6 <

the certipcation provides
assurance that a building or
community was designed and
built using strategies that im-
prove and foster stewardship
of resources and sensitivity to
environmental impacts.

Diller and Schoming are
CRWis prst LEED-certiped
designers. Diller has been
with CRW for 20 years and
serves as a project man-
ager and design engineer. He
specializes in design for site devel-
opment, building layout, roads and
trails, signing and road striping,
water distribution, sewer collection
systems and storm drainage.

Schoming has 11 years of
Alaska civil engineering design
experience. He provides commercial
and industrial site design, building
layout, storm drainage, site grading,
sanitary sewer and utilities design
and layout. Diller and Schoming are
both University of Alaska Fairbanks
civil engineering graduates.

OLEED certipcation gives us
authority and ability to promote and
facilitate green design and allows us
to work side by side with the archi-
tectural community, emphasizing
environmentally friendly, energy-
saving, green building techniques,
civil design and construction prac-
tices,0 Diller said.

CRW now has 22 registered
professional engineers and a total
staff of 62. Celebrating 28 years in
business, the consulting prm of-
fers civil and electrical engineering,
construction administration, and
surveying and mapping services for
water and sewer, transportation,
trails, solid waste, water quality,
bulk fuel, and site design projects
throughout Alaska. x<

Dave Diller

Learn more about LEED at the U.S.
Green Building Council web site,

http://www.usgbc.org/Default.aspx.

T

Micah Schoming

Declining PLI Rates
Might Not Repect in
Bottom Line

Continued from Page 1
provided as long as the claim
stems from the normal course
of providing professional
services. One carrier has a
specipc endorsement that can be
purchased to cover technology
risks. None of the carriers
interviewed indicated any
signipcant claims activity related
to technology risks.

As far as advice to A/Es, pur-
chase your insurance intelligently,
using an informed broker. Make
sure the carrier is pnancially stable
(check A.M. Best ratings), has good
claims service and has a pro-active
risk management program. Like-
wise, you should obtain the services
of a knowledgeable broker that
understands professional liability
insurance. Brokers are earning
between 6% to 10% or more of your
premium so make sure you are get-
ting your moneyis worth. Are they
specialized in the A/E market place?
Can they help you pne tune your
application? Do they know how to
negotiate with the carrier? Do they
know the pitfalls of changing carri-
ers? <

Alaska Professional Design Council
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The President®s Column

By Marcie Ericco, AIA, APDC President

A hearty thank you to all those who helped put together our Fall
Forum in October. The topic of Qualipcations Based Selection proved to be
quite popular, and | was pleasantly surprised by the breadth of organiza-

tions represented at the event.

Colin Maynard, who also developed the APDC white paper on QBS,
moderated the guest panelists: Mark OiBrien, Chief Contracts Ofpcer for
ADOT/PF; Tom Livingston, FAIA, of Livingston Slone; and Chris Kowalcze-
wski. Through both prepared and extemporaneous questions from the yoor,
a lively conversation developed about the relative merits and few perceived
problems associated with QBS in Alaska. As we move toward the legislative
session in the new year, it appears we will be well prepared to support our

case.

Anyone wishing to help in this effort should contact Colin Maynard,;
and please remember to keep forwarding to my attention any RFPs for de-
sign services that utilize cost rather than QBS in the selection criteria. >

APDC White Paper

QBS Provides Best Value for All

By Colin Maynard, PE,
APDC President-Elect

The Alaska Professional Design
Council (APDC) is a consortium of
professional societies representing
architects, engineers, land survey-
ors, landscape architects, and other
design professionals. Our ten mem-
ber organizations have a combined
membership of over 1,500 and rep-
resent approximately 5,000 licensed
professionals. APDC addresses
issues of concern to the various de-
sign professions through workshops,
seminars, ad-hoc committees, stand-
ing committees, and governmental
task forces.

One issue of concern to APDC
is Qualipcations Based Selection
(QBS) of design professionals. QBS
provides owners with a selection pro-
cess that is not only straightforward
and easy to implement, but also
objective and fair. Like the medical
and legal professions, individuals in
the design profession have a variety
of backgrounds, experience, and ex-
pertise. Their selection should take
these factors into account.

Projects that are contracted
solely or predominately on price do
not take into account the myriad
of factors that go into the design
of a project. A projectis design is
an evolving process that does not
stop after the drawings are sealed,
signed, and delivered; design adjust-
ments are part of the construction
process. In fact, one of the princi-
pal duties of the design team is to
ensure that the construction process
goes smoothly. Making sure that
the design team has the knowledge
necessary to undertake the project,
and has a good grasp of the projectis
scope, is necessary for the success of
the partnership between the owner
and design team.

Most of the larger governmen-
tal entities in the State of Alaska
that do construction projects on a
regular basis realize this and use
QBS. Unfortunately, smaller orga-
nizations, which do construction
projects more irregularly, have a
tendency to include price as a major
portion of their selection process.
The problem is that the scope of

Continued on Page 4
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work is usually not well depned in
these Requests for Proposal.

The scope of work will usually
be in the form of ddesign and con-
struction administration services
for a building of a given type, size,
and budget in a certain location.¢
It is left to the various proposers to
determine numbers of submittals,
guantity of site visits, requirements
for renderings, numbers of meetings,
etc. Inevitably, the owner gets a
hodgepodge of scope levels and fees.
The usual result is that the design
team with the lowest fee is selected,
regardless of whether they are the

most qualiped or offer the best value.

Thus, design teams tend to give

the owner a fee based on the least
amount of work that can be done to
get the project completed. This may
not be the level of work that the
owner was expecting or needing and
the fact that the parties have differ-
ing views of the scope of work might
not become clear until well into the
project. In addition, after select-

ing the low bidder it is difpcult to
negotiate a fee that is acceptable to
both parties without causing prob-
lems with other proposers. These
proposers were deemed less qualiped
because their fees were originally
higher but now may be lower than
the pnal negotiated fee; they might
even have been based on a larger
scope of work. Value can be very
hard to evaluate, especially given
disparate responses.

In addition, basing a profes-
sional service on lowest 0bidd cost
may deprive the owner of valuable
resources embedded in the design
team. To achieve the lowest cost of
services, it is likely that the design
team will assign less experienced
(lower paid) personnel to the project.
More importantly, the team working
within constrained budgets may rely
on rather standard and repetitive

design solutions, using basic sys-
tems and materials. The owner does
not receive the potential value to be
gained from the depth of knowledge,
talent and creativity of the design
prms. For example, this value can be
realized in signipcant cost savings
over the life of the project, if the de-
sign team is authorized to perform a
life cycle analysis. The owner should
select by QBS, then establish a fair
fee based on the priorities discovered
through negotiation.

It is very rare for negotiations
not to be successfully completed. In
those rare instances, the owner can
terminate negotiations and turn to
the second most qualiped proposer.
Some owners are concerned that this
process will take too long and want a
design team under contract quickly.
However, having a design team on
board that is planning on a level of
effort that will result in the mini-
mum effort required could result in
problems during design and/or con-
struction that will eat up whatever
time savings were gained by signing
a contract quickly. More money is
spent delaying the contractor than
is spent delaying the design phase.
Having a meeting of the minds at
the beginning will more likely result
in a smoother project; one where
both parties end up satisped.

In that vein, another benept of
selecting the design team via QBS
is that the total cost of the construc-
tion project is usually lower. The
design fee may not be considerably
different but the design profession-
als working on it will have a better
grasp of the intricacies of the project
and what the owner wants from
them. If we assume an additional
10% to the design teamis fee as an
example, that would only add about
1% to the total cost of the project.
But that additional effort can save
considerable money in the construc-
tion effort, which is where the other

90% of the project cost will be. It has
been shown overwhelmingly that
QBS results in projects with lower
construction costs and fewer change
orders than projects where the
design professionals were selected
based on price.

Because of its advantages, QBS
is required on Federal projects and
projects that use Federal money
through the Brooks Architect/En-
gineer Act (Public Law 92-582, 40
U.S.C. 541 et seq). Forty-six states,
including the State of Alaska (AS
36.30.270), have passed so-called
Mini-Brooks Bills to require the
QBS process on State projects. Many
municipalities and school districts
in Alaska use QBS in accordance
with local ordinances. Twenty-one
states also require that such local
units use QBS on projects that are
funded or partially funded by State
money. Unfortunately, Alaska is
not one of them. Thus, not all lo-
cal units use QBS to select design
professionals. APDC understands
that the State cannot mandate how
these organizations spend their own
money. However, APDC would like
the Alaska Legislature to pass a
law that modipes the procurement
provisions of AS 36.30.270 (or modi-
pes the statutes regarding grants to
municipalities, school districts, and
other non-governmental agencies)
so that a QBS process is required
on projects receiving State funding.
This will provide the State and its
communities the best value for their
design dollar. x<

Alaska Professional Design Council






