
OGGING \ 

NDUSTRY \ U U 

I ann 

INSURANCE FOR A LOGGING BUSINESS 
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MY DEAR CHAP I'NI MOST SYMPATHMlC 
WT HAVE YOU READ THE F(N€ PRINT? 

Every  l o g g i n g  o p e r a t i o n  i s  exposed t o  r i s k s .  Some o f  these  r i s k s  can be 
t r a n s f e r r e d  t o  an Insu rance  Company - a t  a  c o s t .  A good insu rance  cover  i s  
an i m p o r t a n t  p a r t  o f  t h e  management o f  any l o g g i n g  bus iness and i t s  c o s t  i s  
a  s i g n i f i c a n t  component o f  bus iness c o s t s .  I t i s  v i t a l  t h e r e f o r e  t o  buy no 
more p r o t e c t i o n  than  i s  needed, y e t  be adequate ly  covered.  T h i s  Report ,  
one o f  a  LIRA s e r i e s  on aspects o f ' t h e  bus iness o f  l ogg ing ,  aims t o  make 
loggers  aware o f  i nsu rance  as i t  a f f e c t s  them and t h e i r  bus iness .  
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WHAT IS INSURANCE? 

I n  any l o g g i n g  bus iness t h e r e  i s  a  r i s k  t h a t  a  b i g  l o s s  m i g h t  occu r .  For  
example t h e  main s k i d d i n g  machine b e l o n g i n g  t o  a  l o g g i n g  c o n t r a c t o r  m i g h t  
c a t c h  f i r e  and become a  w r i t e - o f f .  On t h e  o t h e r  hand t h i s  may n o t  occur .  
I f  t h e  l o s s  does occur  then  t h e  c o n t r a c t o r  may be f o r c e d  o u t  o f  bus iness 
because he c o u l d  n o t  a f f o r d  t o  r e p l a c e  t h e  s k i d d e r .  That  r i s k ,  o r  p a r t  o f  
i t, can a t  a  sma l l  c o s t  be t r a n s f e r r e d  t o  an Insu rance  Company. T h i s  i s  
i nsu rance .  The c o s t  o f  t h i s  p r o t e c t i o n  depends on t h e  l i k e l i h o o d  o f  t h e  
l o s s  and t h e  l i k e l y  s i z e  o f  t h e  l o s s .  The Insu rance  Company must c o l l e c t  
enough premium income f r o m  peop le  w a n t i n g  p r o t e c t i o n  t o  cover  a l l  payouts 
p l u s  t h e i r  overheads. 



WHAT INSURANCE IS NECESSARY? 

1. Comprehensive Machinery Insurance:  
Covers heavy o f f - h i g h w a y  machines such as sk idders ,  h a u l e r s  and loaders  
and a l s o  on-highway v e h i c l e s  such as t r u c k s ,  ca rs  and t r a n s p o r t e r s .  

Cover i s  aga ins t  l o s s  o r  damage f r o m  f i r e ,  acc iden t ,  vandalism, e t c ,  
b u t  n o t  mechanical  wear o r  breakdown. 

A lso covered i s  damage t o  p r o p e r t y  be long ing  t o  someone e l s e  ( t h i r d  
p a r t y  p r o p e r t y  c o v e r ) .  F3r example, if a  s k i d d e r  runs  i n t o  a  t r u c k  on 
t h e  land ing,  t h e  damage t o  t h e  t r u c k  i s  covered b y  t h i r d  p a r t y  p r o p e r t y  
cover on t h e  s k i d d e r .  

I n  t h e  wors t  p o s s i b l e  c i rcumstance, t h a t  i s  a  t o t a l  w r i t e - o f f ,  t h e  
l i a b i l i t y  o f  t h e  Insurance  Company i n  t h e  case o f  motor -cars  and 
stat ion-wagons i s  up t o  t h e i r  c u r r e n t  market  va lue  which i s  assessed b y  
t h e  Insurance Company. For a l l  o t h e r  v e h i c l e s  and machines, t h e  l i a b i -  
l i t y  o f  t h e  Insurance Company i s  r e s t r i c t e d  t o  t h e  c u r r e n t  market  va lue  
of those,machines o r  t h e  d e c l a r e d  sum insured,  whichever i s  t h e  l e s s e r .  
I t  i s  up t o  t h e  owner o f  t h e  v e h i c l e s  and machines t o  see t h a t  t h e  
dec la red  sum i n s u r e d  i s  equal  t o  t h e i r  c u r r e n t  market  va lue.  I n  t imes 
o f  i n f l a t i o n ,  t h i s  r e q u i r e s  y e a r l y  v a l u a t i o n s .  

2. Commercial A l l  R i s k s  Insurance:  
Covers a n c i l l a r y  i tems o f  equipment, such as t o o l s ,  chainsaws, gang 
hu t ,  f u e l ,  o i l s  e t c .  

Cover i s  aga ins t  damage o r  l o s s  b y  f i r e ,  t h e f t  o r  vandalism, b u t  n o t  
f a i r  wear and t e a r .  

The l o s s  o f  any one o f  these  i tems may be f a i r l y  t r i v i a l  b u t  a  l a r g e  
l o s s  can occur when, f o r  example, t h e  gang h u t  c o n t a i n i n g  saws and 
t o o l s  i s  b u r n t  o r  vanda l i sed .  The l i a b i l i t y  o f  t h e  Insurance Company 
i n  t h e  event  o f  a  t o t a l  l o s s  i s  l i m i t e d  t o  t h e  c u r r e n t  market  va lue  
o f  t h e  i tems o r  t h e i r  sum insured,  whichever i s  t h e  l e s s e r .  The 
owner needs t o  keep a  r e c o r d  o f  a l l  h i s  a n c i l l a r y  equipment, e t c ,  and 
i t s  c u r r e n t  market value,  and make su re  h i s  insurance cover  i s  
adequate . 

3. P u b l i c  L i a b i l i t y  Insurance:  
Covers l i a b i l i t y  f o r  c o s t s  r e s u l t i n g  f rom some l e g a l l y  n e g l i g e n t  a c t i -  
v i t y  o f  t h e  l o g g i n g  bus iness.  The most common i s  t h e  c o s t  o f  f i r e  
f i g h t i n g  and f i r e  l o s s  as a  r e s u l t  o f  a  f o r e s t  f i r e  s t a r t i n g  th rough  
some a c t i o n  o f  t h e  l o g g i n g  o p e r a t i o n .  

4. Personal  Acc iden t  and Sickness Insurance:  
The Acc ident  Compensation Commission levy ,  which should  be p a i d  b y  
l o g g i n g  c o n t r a c t o r s  f o r  themselves and t h e i r  men, i s  a  fo rm o f  
insurance.  C u r r e n t l y  t h e  ACC w i l l  pay 80% o f  t a x a b l e  pe rsona l  income 
(up t o  a  c e r t a i n  l i m i t )  a f t e r  t h e  f i r s t  week o f f  work due t o  a  
work r e l a t e d  acc iden t .  Workers supplementary insu rance  i s  a v a i l a b l e  
a l s o  t o  cover t h e  f i r s t  week o f f  work and t h e  rema in ing  20% o f  income 
n o t  p a i d  by  t h e  ACC. 

Owner-operators o f  l o g g i n g  machines, and " i n d i s p e n s i b l e "  c o n t r a c t o r s ,  
should  t a k e  o u t  pe rsona l  a c c i d e n t  and s ickness insurance so t h a t  t h e y  
can a f f o r d  t o  pay someone t o  opera te  t h e i r  machine i f  t h e y  a r e  away 
th rough  acc iden t  o r  ill ness. 



H O W  T O  S E L E C T  I N S U R A N C E  

To h e l p  s e l e c t  t h e  most a p p r o p r i a t e  i nsu rance  package cons ide r  t h e  produc- 
t i v i t y  and r i s k  f a c t o r  f o r  each i t em.  To do t h i s  ask:-  

1. What m i s f o r t u n e s  c o u l d  cause f i n a n c i a l  h a r d s h i p  t o  t h e  bus iness o r  t h e  
f a m i l y  o f  t h e  bus iness owner? 

2.  How l i k e l y  i s  t h e  m i s f o r t u n e  and i s  t h e  p o s s i b l e  f i n a n c i a l  l o s s  s e r i o u s  
enough t o  make insu rance  necessary? 

3. Does t h e  insu rance  cover  s u i t  t h e  s p e c i a l  c i rcumstances o f  t h e  bus iness 
and does i t s  c o s t  seem reasonab le  i n  r e l a t i o n  t o  t h e  p r o t e c t i o n  i t  
g i v e s ?  

4. I n  d e c i d i n g  whether o r  n o t  a  p a r t i c u l a r  i t e m  o f  l o g g i n g  equipment 
shou ld  be insured,  t h e  f o l l o w i n g  g u i d e l i n e s  can be used. I f  an i n d i v i -  
dua l  i t e m  o f  equipment p l a y s  a  v i t a l  r o l e  i n  t h e  c o n t i n u i n g  p r o d u c t i o n  
o f  t h e  l o g g i n g  o p e r a t i o n  then  i t w i l l  have t o  be r e p a i r e d  o r  r e p l a c e d  
immedia te ly  i f  i t  i s  damaged o r  w r i t t e n  o f f .  I f  t h e  owner o f  t h e  
l o g g i n g  bus iness cannot do t h i s  immed ia te l y  f r o m  h i s  own resources,  
then  he shou ld  be covered by  insu rance  a g a i n s t  t h i s  l o s s .  Thus a  
s k i d d e r  must be i n s u r e d  b u t  a  chainsaw need n o t  n e c e s s a r i l y  be insu red .  

5. Check t h e  ' f i n e  p r i n t l , t h a t  i s  t h e  w r i t t e n  o r  t yped  c o n d i t i o n s .  
Company p o l i c i e s  v a r y  as t o  e x a c t l y  what i s  covered.  D e t a i l s  may be 
open t o  negot i a t  i on. 

Note: There may be l e g a l  requ i rements  f o r  t h e  amount and t y p e  o f  i nsu rance  
cover  needed, e.g. h i r e  purchase agreement c o n t r a c t s  and c o n t r a c t s  between 
l o g g e r  and f o r e s t  owner. 

I N S U R A N C E  T R A N S A C T I O N S :  W H A T  IS I N V O L V E D ?  

To o b t a i n  i nsu rance  cover  you need t o  go t o  an Insu rance  Company ( o r  Agent 
f o r  t h e  Company). You w i l l  be a s s i s t e d  i n  f i l l i n g  o u t  o r  s u b m i t t i n g  an 
Insu rance  Proposa l .  T h i s  w i l l  g i v e  d e t a i l s  o f  what i s  t o  be i n s u r e d  and 
a l s o  d e t a i l s  wh ich w i l l  h e l p  t h e  Insu rance  Company assess t h e  degree o f  
r i s k  i n v o l v e d .  The Insu rance  Company must be aware o f  a l l  f a c t o r s  
a f f e c t i n g  r i s k ;  e.g. e x a c t  t y p e  o f  business,  machine m o d i f i c a t i o n s ,  e t c .  A 
p r o p o s a l  i s  used by  t h e  Insu rance  Company t o  make up a  p o l i c y .  Whi le  t h i s  
i s  b e i n g  made up you can o b t a i n  a  Cover Note, as p r o o f  o f  you r  insurance,  
i f  t h i s  i s  r e q u i r e d .  The p o l i c y  i s  a  l e g a l  document s e t t i n g  o u t  t h e  terms 
and c o n d i t i o n s  o f  t h e  c o n t r a c t ,  wh ich shou ld  be r e a d  and understood.  

When a  c l a i m  i s  made a g a i n s t  an Insu rance  P o l i c y ,  t h e  r e s p o n s i b i l i t y  f o r  
s e t t l i n g  i t  i s  n o r m a l l y  taken  b y  t h e  Insu rance  Company. When t h e  l o s s  i s  
v e r y  l a r g e  o r  i n v o l v e s  t e c h n i c a l  d e t a i l s ,  an Assessor o r  Loss A d j u s t e r ,  may 
be c a l l e d  i n  t o  g i v e  e x p e r t  o p i n i o n .  T h i s  i s  o f t e n  t h e  case w i t h  heavy 
l o g g i n g  machinery.  

I N S U R A N C E  P R E M I U M S :  H O W  M U C H ?  

The Insurance Company w i l l  de te rm ine  a  premium r a t e  f o r  t h e  insu rance  
r e q u i r e d .  The premium r a t e  i s  based on t h e  r i s k  o f  t h e  Insu rance  Company 
h a v i n g  t o  pay o u t  on a  c l a i m .  They w i l l  t a k e  i n t o  account t h e i r  h i s t o r y  o f  
c l a i m s  made f o r  t h a t  p a r t i c u l a r  k i n d  o f  equipment. The premium r a t e  
m u l t i p l i e d  by  t h e  sum i n s u r e d  g i v e s  t h e  premium t o  be p a i d .  



Some premium c a l c u l a t i o n s  a re  s l i g h t l y  more complex. For example, t h e r e  i s  
f r e q u e n t l y  a  f i x e d  premium f o r  t h e  f i r s t  few thousand d o l l a r s  o f  va lue  o f  
t h e  i t e m  t o  be i n s u r e d  and t h e  r a t e  then  v a r i e s  accord ing  t o  t h e  sum 
insured .  The Government Earthquake and War Damage Levy i s  a  separate  
charge and i s  a p p l i e d  wherever t h e r e  i s  a  r i s k  o f  f i r e  ( i . e .  motor v e h i c l e ,  
machinery and a l l  r i s k s  insu rances) .  

T y p i c a l  examples o f  insurance premiums are: 

* Heavy Machinery and A l l  R i s k s  Insurance approx imate ly  1%-2% o f  t h e  sum 
insured .  

* Pub1 i c  L i a b i  1  i t y  Insurance  f o r  $500,000 o f  cover,  approx imate ly  
$300-$500. 

INSURANCE PREMIUMS: CAN THEY BE REDUCED? 

There a re  a  number o f  ways i n  which t h e  l o g g i n g  c o n t r a c t o r  can reduce t h e  
gross c o s t  o f  i nsu rance  cover .  Some suggest ions are: 

1. Take your t o t a l  insurance requ i rement  as a  package and see which 
Insurance Company g ives  you t h e  b e t t e r  dea l .  Rates do v a r y  f rom com- 
pany t o  company, e s p e c i a l l y  w i t h  r e g a r d  t o  sav ings f rom v o l u n t a r y  
excesses o r  f r a n c h i s e s  (see " 2 "  below) 

2. Consider accep t ing  t h e  f i r s t  p a r t  o f  t h e  r i s k  y o u r s e l f .  For example, 
when i n s u r i n g  a  l o g  sk idder ,  t h e  l o g g i n g  c o n t r a c t o r  c o u l d  pay f o r  
say t h e  f i r s t  $1000 o f  e v e r y  c l a i m  and t h e  Insurance Company a n y t h i n g  
t h e r e a f t e r :  t h i s  i s  known as an excess. Another s t r a t e g y  i s  f o r  t h e  
C o n t r a c t o r  t o  pay a31 c l a i m s  below say $1000 w h i l e  t h e  Insurance 
Company pays t h e  whole of any c l a i m  which i s  over $1000: t h i s  i s  known 
as a  f r a n c h i s e .  

I f  e i t h e r  o f  these i s  accepted t h e r e  should  be a  cor responding reduc-  
t i o n  i n  premium. 

3. Make use o f  your  c la ims  h i s t o r y ,  i f  i t  i s  good. You should  expect  a  
r e g u l a r  r e v i e w  o f  your  premium based on your  c la ims  exper ience.  

4. Consider a  Group Insurance  Scheme. The r a t e s  o f  insurance premiums f o r  
heavy machines a re  determined f r o m  t h e  average c la ims  made aga ins t  
Insurance o f  a l l  heavy machines o p e r a t i n g  i n  New Zealand. Where a  
Group o f  l o g g i n g  c o n t r a c t o r s  can show t h a t  t h e i r  r i s k  o f  making a  c l a i m  
i s  l e s s  than  t h i s  average then  t h e y  c o u l d  n o r m a l l y  expect t o  f i n d  a  
c o m p e t i t i v e  r a t i n g  system t o  a p p l y  t o  t h a t  Group. There may be o t h e r  
advantages i n  a  Group Insurance Scheme, such as good s e r v i c i n g ,  good 
r e v i e w i n g  and e f f e c t i v e  c la ims  se t t l ements .  

5. P r a c t i c e  r i s k  management. S ince premium r a t e s  a r e  based on c la ims  
made, i t  i s  commonsense t o  endeavour t o  reduce t h e  c la ims  f rom your  
o p e r a t i o n  i n  o rder  t o  reduce t h e  premiums which you pay. The most com- 
mon insurance c l a i m  made today  i n  t h e  l o g g i n g  i n d u s t r y  i s  f o r  f i r e  i n  
machinery. O f t e n  these  f i r e s  s t a r t  th rough  poor housekeeping, t h a t  i s  
sma l l  i s o l a t e d  f i r e s  s t a r t  i n  d i r t y  engines and generate  i n t o  major  
f i r e s .  Be aware o f  t h i s  and keep a  c l e a n  machine and a  c l e a n  l o g g i n g  
o p e r a t i o n .  

I i 
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