AMIM 121 Course Leader’s Handbook

As signment

Cargo Underwriting and
Loss Control

W APPROACHING ASSIGNMENT 4 AS A
ESEA COURSE LEADER

Here are some ideas you might consider:

1. Give your students their weekly quiz, and compose a consensus
answer like last week. Now is a good time to remind your students
that there is not always just one right answer to exam questions.
Many of the questions asked on the national exam have a list of
“right” answers drawn from both the text and real-life solutions.
Other questions might be right with either a “yes” or a “no”
answer, but the student gets credit only if the “yes” or “no” is
explained or defended. Remind your students to read the question
carefully, and watch for action words like “explain” and “describe.”

2. Remind your students that the deadline for registering for the exam
is approaching—no sense paying that late fee if they don’t have to.

3. Be sure all of your students are up-to-date on their reading because
Assignment 7 includes a suggested midterm exam. There won’t be
enough time to catch up and also review if they are falling too far

behind.

4. 'To help students learn all the clauses discussed in Assignment 3,
you may want to start out by reviewing a few clauses in this and all
subsequent classes. Call on different students, and ask them to
discuss the clauses. If they’ve made the flashcards that are recom-
mended in Assignment 3, they may want to refer to them.

Encourage students to ask questions about anything they don’t
understand. Make it clear you understand that they have a lot of
new vocabulary and material to assimilate.
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5. To help students get a sense of the types of hazards various com-
modities are susceptible to, Exhibit 4-1 has been included in a “Mix
and Match” format. Students are #o# expected to memorize this
material, but to see how common sense can help underwriters
determine what could happen to a particular cargo.

6. When discussing varieties of packing, you may find it helpful to
refer to the “Mix and Match” master or Exhibit 4-1 and ask stu-
dents what type of packing might be used for the various com-
modities listed.

7. To illustrate your discussion of rating for cargo war risk insurance,
you may want to pass around a sample war risk rate sheet showing
standard air and vessel war rates and those in use for high hazard

areas.

8. Review Application Question 2 with the class. Not only does it
focus on underwriting considerations, but it also reviews material
presented in Assignment 3.

9. The required reading for this chapter includes an application for
open cargo insurance in the course guide. It can be used to review
the material presented in this chapter in a variety of ways. Here are
a few possibilities:

® Distribute photocopies of the cargo application form. Call on
different students to answer each question. After you’ve com-
pleted the application, it can be used as the basis for Educational
Objective 10.

* Divide the class into small groups. Have each group pick a
commodity from Exhibit 4-1 and fill out the application based on
the nature of the commodity they’ve chosen. Or assign the same
commodity to each group, and see how the completed applica-
tions differ. Again, the discussion can be expanded to meet
Educational Objective 10.

® If time is short, distribute a completed version of the application,
thus providing the information needed for the class to discuss the
three parts of Educational Objective 10.

10. Use the masters that follow to make overhead transparencies or
handouts.
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;i QUIZ—ASSIGNMENT 4

1. (2 points)

Distinguish between moral hazard and morale hazard.

2. (2 points)

Why does a “door-to-door” container provide better protection than “port-to-port” containers or
“LCL” shipments?

3. (2 points)

Explain why an underwriter would reduce an air cargo rate for a shipper who declares full value to
the air carrier.

4. (2 points)

Identify two basic attributes of what most open cargo policies describe as an “approved vessel.”

5. (2 points)

Name two functions performed by marine surveyors.
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ANSWERS TO ASSIGNMENT 4 QUIZ:

1. Moral hazard is a condition that exists when a policyholder may try to cause a loss or exaggerate the
financial consequences of an accidental loss.

Morale hazard is a condition that exists when a person is less careful about preventing loss than he
or she should be because of the existence of insurance. (p. 124)

(Allow 1 point for each correct answer.)

2. “Door-to-door” containers are loaded and “sealed” at the shipper’s own premises and not opened
(except perhaps for customs inspection) until they reach the buyer’s or consignee’s premises, thus
providing significant protection against pilferage and handling damage.

Both “port-to-port” and “LCL” shipments are subject to more handling and various perils in trips
from the shipper to the port of departure and from the port of destination to the buyer or con-
signee. (p. 131)

(Allow up to 2 points based on your assessment of the answer.)

3. A full value declaration will increase the amount recoverable from the air carrier in the event of
subrogation. It can also improve the insured’s loss experience, as the carrier often goes to greater
lengths to safeguard the cargo, particularly by keeping it in high-security areas before loading and
after discharge. (p. 139)

(Allow 2 points for either correct answer.)
4. An approved vessel usually possesses the following qualifications:

1. The age of the vessel does not exceed twenty years (fifteen years for bulkers).
2. The vessel’s capacity is not below 1,000 net registered tons.

3. The vessel is classed A-1 (American Record) or 100 A-1 (Lloyd’s Register) or equivalent. (p. 139)
(Allow 1 point for each correct answer, up to 2 points.)
5. Surveyors:

a. help control losses through the inspection of packing;

b. oversee the loading and unloading of cargo;

c. determine the quantity being loaded and unloaded;

d. approve movements of cargo on ocean barges; and

e. oversee the loading, stowing, and securing of heavy equipment and machinery.

(pp. 149-150)

(Allow 1 point for each correct answer, up to 2 points.)
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THE RISK SELECTION
PROCESS

“Select or Be Selected Against”

. Gathering Information
l. Evaluating Hazards

ll. Making the Decision
A. Modify the proposed terms of coverage?

B. Recommend or require loss control mea-
surese

C. Decide on the premium.

D. Obtain facultative reinsurance?
IV. Implementing the Decision

V. Monitoring the Decision
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CARGO UNDERWRITING FACTORS

The Assured
Moral hazard

Morale hazard

The Cargo
Susceptibility to different kinds of loss

Packing Methods
Break-bulk shipments
Containerized shipments

Trade Routes
Weather conditions
Voyage distances
Port conditions
Inland transit conditions

Carriers and Conveyances
Subrogation potential
“Approved vessels”

Loss History and Other Statistics

Additional Coverages
Average terms

Additional coverages —SR&CC, FOB/FAS, warehouse extensions,
inland shipments, and others

Competition

53
Copyright 2001 Insurance Institute of America .




CARGO LOSS CONTROL

Controlling Theft Losses

Packing Materials
Marks and Numbers

Cargo Security Seals

Communications
Controlling Handling and Stowage Losses
Controlling Water Damage Loses
Taking Exceptions

Role of the Cargo Surveyor
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MIX AND MATCH
(from Exhibit 4-1, p. 124)

Draw lines between the following commodities and the types of hazards to which they are susceptible.

Household effects
Pilferage and theft where new cars are not readily

Fresh fruit available

Fine arts Rusting, denting, and theft

Canned goods Shortage and contamination from torn bags

Steel products Handling damage and theft

Grain Extremely sensitive to temperature change and
spoilage

Lumber (cut)

Shortage and weevil damage
Chemicals in paper bags

Breakage, marring, chipping, scratching, shortage, and

Textiles water damage

Auto parts Shortage, staining, and handling damage

Rusting, bending, and twisting

Hook damage, theft, and water damage
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