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Executive Summary

Purpose

Background

Regulations issued under the Resource Conservation and Recovery Act
of 1976, as amended, require owners and operators of facilities manag-
ing hazardous waste to demonstrate their financial ability to compen-
sate a third party for property damage or bodily injury. The most
frequently used mechanism to demonstrate financial responsibility has
been pollution liability insurance. Yet this form of insurance coverage
has reportedly become very difficult to obtain and, when available at
all, much more costly. Owners and operators of hazardous waste facili-
ties who can no longer meet the financial responsibility requirements
cannot legally continue in operation. The Congress has therefore become
concerned that the nation’s ability to manage and safely dispose of its
hazardous waste could be seriously jeopardized if appropriate insurance
is unavailable. For this reason, the Subcommittee on Environment,
Energy, and Natural Resources of the House Committee on Government
Operations requested GAO to assess the availability and cost of the liabil-
ity insurance used to fulfill the requirements of the act and to answer
the following questions:

How has the use of the different financial mechanisms allowable under
the act changed since 19827

How has the number of insurance companies writing pollution liability
insurance changed during the same period?

How does the insurance industry determine risk and set rates for pollu-
tion liability insurance and how sound are its methods?

Approximately 100,000 companies in the United States generate some
form of hazardous waste—that is, a waste material that, by definition
of the Environmental Protection Agency (EPA), is ignitable, corrosive,
reactive, or toxic or has been identified and listed by EPA as hazardous.
Most hazardous waste materials come from industrial processes in the
chemical and petroleum industries. The intent of the 1976 act and its
subsequent amendments was to reduce the generation of hazardous
waste and to ensure that the present and future threat posed to human
health or the environment by the continuing generation be minimized.

EPA’s regulations, promulgated under the act, required that all facilities °
that treat, store, or dispose of hazardous waste demonstrate liability
coverage for bodily injury and property damage to third parties. EPA dis-
tinguished between two types of potential pollution events: sudden and
accidental occurrences, such as an explosion or a tank rupture, and
“nonsudden” occurrences, such as gradual seepage of hazardous wastes
from a landfill. EPA required that all such facilities demonstrate coverage
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for sudden and accidental pollution of at least $1 million per occurrence
with a $2 million annual aggregate coverage. Land disposal facilities
(primarily landfills and surface impoundments) were required to main-
tain additional coverage for gradual pollution of $3 million per occur-
rence with a $6 million annual aggregate. This coverage could be
demonstrated through a set of procedures designed to test the adequacy
of the operation’s assets to pay for any damages, through liability insur-
ance, or, since 1986, the guarantee of a parent company. In September
1988, EPA accepted the use of four other financial mechanisms: letters of
credit, surety bonds, trust funds, and guarantees by nonparent
companies.

In 1984, the Congress provided that hazardous waste facilities in exis-
tence on November 19, 1980, could continue operating under interim
status so long as they applied for an EPA permit and complied with
existing regulations, including financial responsibility requirements,
until EPA could complete final permits. However, the Congress also
imposed a timetable on EPA for granting permits to all facilities and man-
dated the closing of all land disposal facilities that failed to meet liabil-
ity coverage requirements by November 8, 1985.

In its interviews with representatives of the insurance industry, Gao
was unable to identify industrywide insurance data on pollution liability
coverage and its costs. Therefore, this information had to be collected
directly from hazardous waste facility operators. GA0 mailed question-
naires to all facilities that had registered with EPA as land disposal facili-
ties and that were therefore required to demonstrate coverage for both
sudden and gradual pollution. The questionnaire requested information
on pollution liability coverage for 1982 through 1986, including the
identity of the insurer, if any, and the extent and cost of coverage.

Results in Brief

GAO found that hazardous waste owners and operators are now relying
much more heavily on their own assets to pay for damages arising from
their operations and less heavily on insurance than previously. The
number of insurers writing pollution insurance, the number of policies
written, and the total pollution liability coverage have decreased dra-
matically from a 1984 peak. Simultaneously, the average premium for
this insurance increased to as much as 11 times its 1982 level. Insurance
contracts became more limited in their coverage and in some cases pro-
vided no real protection to operators from financial losses arising from
pollution damage. Without additional data on actual losses sustained by
the insurance companies, GAO cannot assess the reasonableness of the
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industry’s reluctance to underwrite this form of coverage or of its
ratesetting practices.

Principal Findings

Changes in Financial
Responsibility Mechanisms

From 1982 to 1984, approximately two thirds of hazardous waste land
disposal facilities used insurance to fulfill financial responsibility
requirements, but in 1986 most used the financial test option and, meet-
ing it, were allowed to continue operations without insurance.

Changes in Insurance
Availability

Respondent facilities reported sudden and accidental pollution coverage
from 42 different insurers in 1984 and 31 in 1986. During the same
period, the number of gradual pollution insurers dropped from 19 to 12.
Seventy-six gradual pollution policies were reported for 1984 and 17 for
1986, while the total gradual coverage reported dropped from $1.4 bil-
lion to $212 million in the same period. Simultaneously, the average cost
of all pollution coverage increased from $2.77 per thousand of coverage
to $17.77 per thousand.

Several respondents reported the use of insurance policies that excluded
coverage for damage caused by prior events. Some policies used a retro-
spective rating system under which final premiums are determined by
losses claimed during the policy period. Several respondents reported
only nominal coverage after 1984, since the deductible amount of the
policy was equal to its coverage, and the insurer further limited risk by
requiring a letter of credit from the individual insured. What these
fronting policies do is ensure that, in the event of loss, there will be a
fund from which payment will be obtained.

Approximately one third of respondent facilities reported that they had
left the hazardous waste land disposal business since 1982. Inability to
obtain insurance was considered the most important factor in this deci-
sion by smaller companies, while larger companies tended to cite rea-
sons other than insurance. However, the companies still operating, both
large and small, reported insurance extremely difficult to obtain.
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The Insurance Industry’s
Ratesetting Practices

Matters for
Consideration

Recommendation

Agency Comments

The insurance industry cites several judicial and regulatory interpreta-
tions extending the legal liability for cleaning up hazardous waste sites
as the reason for charging dramatically higher premiums or withdraw-
ing completely from writing pollution insurance. GAO believes that the
industry’s declining profitability during the first half of this decade also
contributed to the industry’s dropping this line of insurance, which it
viewed as more speculative and risky.

GAO was unable to find adequate data from which to develop an actua-
rial basis for judging the soundness of the industry’s ratesetting for pol-
lution insurance. Such data do not currently exist for the industry as a
whole, since insurers are not required to file loss information separately
for pollution insurance, and individual insurers are reluctant to share
the financial details of their own experience with this line.

In a recent report, GAO suggested that the Congress consider requiring
that insurers or responsible parties, as appropriate, report to EPA the
amounts of indemnity payments made to cover pollution cleanups and
related third-party bodily injury and property damage (Hazardous
Waste: Issues Surrounding Insurance Availability, GAO/RCED-88-2, October
16, 1987). In addition, GAO suggests that the Congress consider authoriz-
ing EPA to collect the information necessary to assess the reasonableness
of the costs of insurance to meet EPA’s liability coverage requirements.

GAO recommends that EPA carefully monitor how its recent expansion of
the number of allowable financial assurance mechanisms affects the
number and size of operations using noninsurance alternatives in order
to determine if this additional flexibility achieves its stated intent to
reduce the problem created by the constrained insurance market.

At the request of the committee, formal agency comments were not
requested for this report. However, GAO discussed its findings informally
with EPA officials and included their views in this report where
appropriate.
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Chapter 1

Introduction
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Back ground generators and handlers have become commonplace within recent years.
Sudden threats to health have been caused by accidental reiease of poi-
sonous gases such as occurred in Institute, West Virginia, or Springfield,
Massachusetts, or by the gradual, but perhaps equally deadly, damage
from seepage of toxic chemicals into groundwater at Love Canal, New
York, or Woburn, Massachusetts. These incidents appear to have their
daily, if less catastrophic, counterparts.

In one part of a multipronged approach to reducing the threats to
human health and the environment posed by toxic substances, the Con-
gress enacted the Resource Conservation and Recovery Act of 1976 with

the objective, among others, of “regulating the treatment, storage, trans-

nortation, and disnosal of hazardous wastes.” The act defined hazard-
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ous waste as

‘‘a solid waste, or combination of solid wastes, which because of its quantity, con-
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nificantly contribute to an increase in mortality or an increase in serious
irreversible, or incapacitating reversible, illness; . . . or pose a substantial present o

potential hazard to human health or the env1ronment when improperly treated,
stored, transported, or disposed of, or otherwise managed.”

In order to ensure compensation for any damage resulting from the
treatment, storage, and disposal of such waste, the Congress directed
EPA to issue regulations rpgardmg the financial responsibility of treat-

ment, storage, a.nd dlsposal facﬂltles as EPA might find to be necessary or
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heavily on liability insurance coverage. However, coverage for damage
caused by hazardous waste has reportedly become very difficult to
obtain and, when available at all, extremely costly. A hazardous waste
handier who cannot demonstrate adequate liability coverage cannot
legally continue to operate. In the absence of any insurance source, the
nation’s ability to manage and safely dispose of its hazardous waste
under the present regulatory system could be seriously jeopardized.

This report was requested by the Subcommittee on Environment, .
Energy, and Natural Resources of the House Committee on Government
Operations. It examines the extent to which pollution liability insurance
has become less available and more costly and discusses the availability
of data to assess the reasonableness of the insurance industry’s rate-
setting for such insurance.
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Liability Coverage
Requirements for
Hazardous Waste
Operators

Chapter 1
Introduction

When the Congress enacted the Resource Conservation and Recovervy

U VLR UOD ViAtGL LU v AVOSRNAUAL LD VLST YV vaVar AV VIR Y

Act in 1976, it required that the Environmental Protection Agency
include in its requirements for hazardous waste treatment, storage, and
disposal facilities ‘‘such additional qualifications as to . . . financial
responsibility as may be necessary or desirable.” Under 40 C.F.R.
264.147 and 265.147, these requirements were defined as liability cover-
age for bodily injury and property damage to third parties resuiting
from sudden accidental occurrences from a facility’s operations. Under
regulations promulgated in 1982, this coverage could take the form of a
liability insurance policy, a demonstration of assets adequate to provide
EPA with assurance of financial responsibility (financial test), or a com-
bination of the two. In 1986, EPA added a third method: a corporate
guarantee by a parent company that can be combined with insurance. In
September 1988, EpA once more expanded the range of financial options
by accepting letters of credit, surety bonds, trust funds, and guarantees
provided by firms that are not the direct parents of the owners or
operators.

Under EPA regulations, owners or operators of hazardous waste treat-
ment, storage, and disposal facilities were required to demonstrate—
firm by firm—Iliability coverage for sudden and accidental pollution
incidents (such as a tank rupture or explosion) of at least $1 million per
occurrence, with an annual aggregate of $2 million. In addition, owners
or operators of land disposal facilities—that is, landfills, surface
impoundments, and land treatment facilities—were required to demon-
strate coverage for gradual pollution incidents (for example, long-term
seepage into a drinking water supply) of at least $3 million per occur-
rence, with an annual aggregate of $6 million. The amounts of coverage
required apply to the owners or operators for all facilities, not sepa-
rately to each facility. EPA phased in these requirements for land dis-
posal facilities, establishing a January 1983 deadline for owners and
operators with annual sales or revenues of $10 million or more, a Janu-
ary 1984 deadline for companies in the $5 million to $10 million range,
and a January 1985 deadline for all others.

The 1976 act allowed facilities that were in existence on or before
November 19, 1980, to continue operating under interim status as long
as they remained in compliance with EPA’s regulations until they
received final operating permits. With the passage of the Hazardous and
Solid Waste Amendments in 1984, the Congress established a timetable
for granting permits to land disposal facilities. They were required to
submit a permit application and to certify that they were in compliance
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Objectives, Scope, and
Methodology

with both liability coverage and the groundwater monitoring require-

ments by November 8, 1985 Fac1ht1es that failed to do so were to cease
operations and submit plans for closing.

The objectives of this report were established by the request we
received from the chair of the Subcommittee on Environment, Energy,
and Natural Resources of the House Committee on Government Opera-
tions. The chair requested that we assess the availability and cost of
liability insurance used to fulfill the financial assurance requirements of

the 1976 act. The following questions were posed by the committee:

How has the use of the different financial mechanisms allowable under
the act changed since 19827

How has the number of insurance companies writing pollution liability

insurance changed during the same period?

How does the insurance industry determine risk and set rates for pollu-
tion liability insurance and how sound are its methods?

To answer these questions, we interviewed officials at EPA headquarters,
six EPA regional offices, and state environmental officials in eight states.
We also interviewed representatives of five state insurance commissions
and officers of seven insurance companies that had written pollution
liability insurance at some time during the 1980’s.

We discussed our findings with agency program officials and have
included their comments where appropriate. However, in accordance
with the requester’s wishes, we did not obtain written comments on our
draft report.

Our preliminary work made it clear that although we might receive rich
anecdotal information from these sources, the only sources that could
provide specific and quantitative information on insurance cost and
availability were the hazardous waste owners and operators, who had

to provide evidence of liability coverage to EPA. Therefore, we developed
a questionnaire soliciting information on insurance coverage and costs
and the difficulty owners and operators were experiencing in obtaining )
pollution insurance. We mailed the questionnaire to all land disposal
facilities that had at some time held interim status.

We chose to restrict our survey to land disposal facilities for reasons of

economy and relevance. These facilities could provide us with informa-
tion on sudden and accidental and nonsudden insurance, since they are
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required to demonstrate these coverages. In addition, the committee’s
concern about pollution insurance was largely prompted by reports from
some land disposal facilities that they could not obtain the required cov-
erage and would be consequently forced to close down their facilities
under the mandated phase-in of certification requirements.

We received responses from approximately three fourths of the facili-
ties.! While a higher response rate would be preferable, we found this
acceptable and reasonable in view of the complexity of the information
requested and its potentially sensitive nature. In the course of develop-
ing and pretesting the questionnaire, we had determined that it was
preferable to guarantee anonymity to respondents in order to alleviate
their fears that the information might somehow be used against them in
an enforcement action.

The responses to our questionnaire formed the basis for answering the
first two questions posed by the committee. An analysis of the question-
naire results together with a more extensive discussion of the qualifica-
tions necessary in interpreting them is presented in chapter 2. Chapter 3
addresses the committee’s third question. Our questionnaire is reprinted
in appendix I. This review was performed in accordance with generally
accepted government auditing standards.

'The characteristics of these respondents are more fully discussed in the following chapter.
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Chapter 2

Changes in Availability and Cost of Insurance

Limitations of
Questionnaire Data

The Respondent
Population

In this chapter, we discuss the information we obtained from our survey
of land disposal facilities regarding the committee’s first two questions
about changes since 1982 in two areas: the use of pollution liability
insurance by hazardous waste operators to satisfy the 1976 statutory
requirements and changes in the number of insurers providing this
insurance. We also review changes to other indicators of insurance
availability, including the number of policies written, the total liability
coverage, the period of coverage, the cost of insurance, and the relation-
ship between company size and insurance availability.

Certain cautions must be borne in mind in interpreting the responses to
our questionnaire. As we discussed in the previous chapter, we provided
anonymity to respondents. Therefore, we had no means of verifying the
accuracy of their responses or clarifying ambiguous responses. Sec-
ondly, we asked respondents to distinguish, if possible, between sudden
and accidental coverage and nonsudden coverage and to report pollution
insurance separately from other forms of commercial liability insurance.

Some respondents were unable to report premiums separately for the
different types of coverage, and it is possible that a few who reported
combined figures also included some nonpollution-related costs. For this
reason, we developed and reported our summary results separately for
sudden and accidental, nonsudden, and combined coverage to corre-
spond to the manner in which they were reported to us. Finally, while
we report wherever possible information concerning insurance policies
written for 1987, data for this year are incomplete, since our data were
collected in mid-1987. For completeness, we have included the 1987
data, where available, in the following presentation. Contrasts in cost
and availability of insurance between earlier and more recent years are
more properly made by using data from 1986, the most current year for
which we have complete data.

While these factors may have somewhat diminished the accuracy of the
summary data drawn from the questionnaires, we believe that the gen-
eral trends uncovered in our analysis are so consistent and unambiguous,
as to ensure that they present a realistic portrait of the availability and
cost of pollution liability insurance since 1982.

We mailed our questionnaire to the 1,667 nonfederal facilities that,
according to EPA records, had registered as land disposal facilities. We
received responses from 1,268 facilities (76.1 percent). Of these, 644
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facilities, owned by 494 different companies, were identified as having
performed hazardous waste land disposal operations sometime between
1982 and 1986. The information provided by these respondents formed
the basis for the analysis of pollution insurance availability and cost
reported in the following pages.

One hundred and fifty-one respondents reported operating a landfill,
476 a surface impoundment, and 60 a land treatment facility.! The
annual sales or revenues of the companies operating these facilities
ranged from $1 million to over $9 billion. Figure 2.1 presents the distri-
bution of their annual sales or revenues.

Figure 2.1: Annual Sales or Revenues of |
Respondent Companies Above $500 Million

$10 Million and below

——— §11 - $50 Million

$51 - $100 Million
$101 - $500 Million

Financial Assurance Respondents were asked to identify the type of financial assurance
i mechanism they used to satisfy statutory requirements for each calen-
Mechanisms Used dar year 1982 through 1986. Since the use of corporate guarantees was
only permitted beginning in 1986, we restricted our analysis to the two
other mechanisms—Iliability insurance and a financial test demonstrat-
ing company assets adequate to meet the required coverage. Figure 2.2

1Some facilities reported multiple land disposal types.
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summarizes this information. From 1982 to 1984, approximately two
thirds of the companies used liability insurance or a combination of
insurance and financial test. By 1986, only 42 percent of the companies
were using liability insurance either alone or together with a financial
test to meet the 1976 act’s financial responsibility requirements.

Figure 2.2;: Use of Insurance and |
Financial Test by Hazardous Waste Land .
Disposal Facilities 1982-86 500 Number of Companies

450

400

350

300
250
200

150

100

1982 1983 1884 1985 1986

- Financial Test

Table 2.1 summarizes a number of other indicators of change in the
availability and cost of pollution liability insurance from 1982 to 1987,
including the number of insurance companies underwriting this line of
insurance, the number of policies written and their total coverage, and
the costs for this coverage. In the following pages, we examine each
aspect individually.
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|
Table 2.1: Number of Pollution Insurers and Policies Reported, Total Reported Annual Aggregate Coverage, and Median Cost

Number of insurers

Number of policies Total coverage ($ Million) Cost per $1,000

Sudden Gradual Combined Sudden Gradual Combined Sudden Gradual Combined Sudden Gradual Combined

1982 35 7 22 120 14 34 %2871 $232 $519  $3.33 $1.20 $5.00

1983 37 19 28 154 54 59 4,006 896 1,253 3.80 250 1.45

1984 42 19 33 180 76 70 5,044 1,394 978 2.60 270 3.00

1985 38 16 23 146 54 73 3,444 766 825 6.80 7.50 6.63

1986 31 12 17 70 17 57 1,355 212 1,008 2050 13.17 19.63

19872 8 6 8 16 8 20 679 51 149 2500 12.50 19.80
2Partial data.

Number of Insurers

To obtain one indicator of the changing availability of pollution liability
insurance, we computed the total number of insurers for the years 1982
to 1987.2 Figure 2.3 displays the changes by year. The number of insur-
ers providing sudden and accidental coverage rose from 35 in 1982 to 42
in 1984 and then declined to 31 in 1986. Similarly, gradual pollution cov-
erage was provided by 7 insurers in 1982, 19 in 1984, and 12 in 1986.

2We counted wholly owned subsidiaries of the same insurance group as single insurers. Data for 1987
are only partial, as respondents were only requested to provide information about insurance policies
that became effective from 1982 to 1986. We analyzed data by “‘policy year”; that is, we assigned
each policy to the calendar year that most closely coincided with its term. Therefore, 1987 reports
represent policies effective after June 30, 1986.
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|
Figure 2.3: Number of Pollution Liability Insurers 1982-872

50 Insurance Groups

40

1982 1983

l:} Sudden and Accidental Pollution Coverage

i Gradual Pollution Coverage

- Combined Coverage

21987 = partial data.

Number of Policies
Written

The dwindling number of insurers still writing pollution insurance is a
relevant, but only indirect, indicator of the diminishing availability of
such insurance. In order to determine whether the remaining insurers
absorbed the hazardous waste operators whose insurers had left the
market, we examined the number of policies written each year. This
indicator declined even more drastically than did the number of insur-
ers. For example, 1 insurer wrote 20 gradual insurance policies in 1985
but only 1 in 1986.% Of the 19 other policies, only 4 were picked up by
other insurers in 1986. Eight of the 12 gradual pollution insurers identi-
fied in 1986 wrote only 1 policy, and just 1 wrote more than 2. ’

Figure 2.4 indicates the number of separate pollution insurance policies
reported by our respondents. All three types of policy grew steadily in
number from 1982 to 1984 but sharply declined by 1986. For example,
only 14 gradual pollution policies were reported for the 1982 policy

3This one policy expired early in policy year 1986 and was not renewed.
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year, but by 1984 policies increased more than fivefold. However, only
17 policies were reported for 1986.

Figure 2.4: Pollution Liability Policies Reported 1982-87*
200 Policies

175

150

125

100

75

1982 1986 1987

Policy Year

Sudden and Accidental Pollution Coverage

RERRE.

- Combined Coverage 31987 = partial data

Gradual Pollution Coverage

Figure 2.5 shows the sum of all the pollution-related covercge. This sta-

Amount of Coverage tistic represents the total of the annual aggregate coverage reported by
all our respondents for each year. Slightly less than $3 billion of sudden
and accidental coverage was reported for policy year 1982, more than
$5 billion coverage for 1984. For 1986, less than $1.4 billion was
reported.
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Figure 2.5: Total Annual Aggregate Pollution Coverage Reported 1982-87°
6 $ Billion

sl 'wlum

1986 1987

1982
Policy Year

l: Sudden and Accidental Pollution Coverage

Gradual Pollution Coverage

- Combined Coverage ]
31987 = partial data.

Gradual pollution coverage had a similar history. Only $232 million was
reported for 1982: nearly $1.4 billion was reported for 1984. This fell
back to $212 million in 1986.

We standardized the amount insurers charged for pollution liability
COSt of Coverage insurance by computing the premium paid per $1,000 of coverage

reported by our respondents. Figure 2.6 shows the median value of this

statistic as computed for annual aggregate coverage for 1982 to 1987.

40f necessity, these computations do not include policies reported only as retrospectively rated.
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R
Figure 2.6: Median Cost of Pollution Liability Insurance 1982-87*

30 Cost per Thousand Annual Aggregata Coverage

20

10

1982 1983

E Sudden and Accidental Pollution Coverage

Gradual Pollution Coverage

- Combined Coverage

Other Changes

1984

1987

21987 = partial data.

The increases in premiums and accompanying decreases in coverage
resulted in dramatic cost increases during this period. The cost of sud-
den and accidental coverage increased sixfold from 1982 to 1986, and
gradual coverage cost 11 times as much in 1986 as it did in 1982. The
largest price increases occurred between policy years 1985 and 1986.

The decrease in the number of insurers writing pollution liability insur-
ance after 1984 and in the number of policies written, together with the
corresponding increases in the cost of insurance, do not fully reveal the
increasing tightening of the market. Insurers who continued writing pol-
lution insurance, even to a limited degree, also took other steps to limit
their exposure by introducing changes in the coverage they offered.
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Occurrence-Based Versus
Claims-Made Forms

A major concern of pollution liability underwriters has been the retroac-
tive nature of the pollutlon risks they underwrote. If an insured com-
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pany was found responsible for aaimage caused 0y activ y tnat
occurred during the period in which it was insured, even though the
damage was not discovered—and a claim was not filed—untii many
years after the insurance policy lapsed, the insurer could still be held
liable to the extent of the original policy’s coverage. To avoid such
“occurrence-based coverage,” new ‘‘claims-made” insurance forms have
been developed under which the insurer is responsible only for damage
that occurred either during the policy period or within a set time prior
to this period and for which claims are filed within the policy term.
These policies are intended to exclude, for example, the case in which an
insurer would be responsible for a claim made in 1988 for damage
caused by pollution that occurred while a 1985 policy was in effect.

Many of our respondents reported being covered by claims-made
policie

Retrospective Rating and
Other Financial
Requirements

Several respondents to our questionnaire did not report the premium
charged for their pollution coverage but indicated that the cost was ret-
rospectively determined; that is, the final premium was adjusted within
agreed limits in accordance with the loss experience of the insured com-
pany. Since these respondents did not furnish the limits of this adjust-
ment, we were unable to include them in our analysis of insurance cost
trends. Retrospectively rated policies were reported by 14 different
companies operating 21 facilities. Most of these policies were written
between 1982 and 1984.

Several other respondents reported having “fronting” policies. Such pol-
icies provide a facility operator with no insurance against loss since the
deductible is equal to the coverage provided by the insurer. However,

the insurance company accepts liability for damages to the limits of cov-
erage. In most of these cases, the insurer limited rigk hv requiring that

4% e VAlTIT LGSTS, LawT 2232 T 222%0a%%e 123 M MRAL Al i vaIGY

the 1nsured company prov1de a letter of credit equ1valent to the cover-

nn nc An i acrira toa that than + ~f1 +h
age. What these policies do is assure EPA that in the event of loss, there

will be a fund available from which payment may be obtamed Elght

companies operating 27 facilities reported fronting policies. Nearly all

such policies were for policy years 1984 through 1986.

5We did not specifically ask whether policies were claims-made or occurrence-based, but several
respondents volunteered this information to our open-ended question about changes in their
coverage.
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Company Size and
Insurance Availability

Chapter 2
Changes in Availability and Cost of Insurance

Several respondents added comments to their questionnaire responses
expressing the concern that the burden of insurance unavailability was
falling disproportionately on smaller companies. Therefore, we
examined the companies that reported ceasing operations during 1982-
86 to determine if there were size-related differences in the rate at
which they left the disposal business. We found that smaller companies
(those with sales or earnings of $50 million or less) ceased operating at a
rate very similar to that of larger companies. However, when we
examined the reasons cited for cessation, differences emerged. While
larger companies rated their intention of avoiding regulation under the
1976 act as their most important reason for ceasing land disposal activi-
ties, small companies were more likely to cite the unavailability of insur-
ance. Larger companies ranked insurance-related problems below all
other considerations, while for smaller companies insurance considera-
tions superseded most other factors. (See appendix II.) Smaller compa-
nies placed greater importance on their inability to find any pollution
liability insurer, obtain adequate coverage, or afford the premium or the
deductible required. As would be expected, smaller companies were also
less likely to meet liability requirements by passing financial tests.
There were no size-related differences in the two groups’ citations of
groundwater monitoring or paperwork requirements or of other busi-
ness reasons.

We asked all respondents, both those that had ceased operating land dis-
posal facilities since 1982 and those that were still operating them,
about the difficulty they experienced in their last attempt to obtain pol-
lution liability insurance. Among the respondents that had ceased oper-
ating, small companies reported having had greater difficulty in
obtaining insurance than did larger companies. The larger companies
that were still in operation, however, reported greater difficulty than
their large counterparts that had ceased land disposal. We found only
few and minor size-related differences among companies currently oper-
ating land disposal facilities. It appears that insurance was a major fac-
tor in the decision of some small companies to cease hazardous waste
operations before 1986, but larger companies did not feel the effects of a
tight insurance market until 1986. On a five-point scale on which a
response of five indicated that adequate insurance was unobtainable,
the average response of all current operators was 4.2—an indication of
extreme difficulty in obtaining pollution coverage. (For complete statis-
tics on the difficulty in obtaining insurance experienced by large and
small operators, see appendix IIL.)
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Changes in Availability and Cost of Insurance

In response to the committee’s first two questions concerning the availa-
bility and cost of pollution liability insurance, we analyzed the responses
to our questionnaire from the 644 respondents that reported operating a
land disposal facility between 1982 and 1986. In answer to the commit-
tee's first question, we found that before 1986, most operators relied on
liability insurance to meet EPA’s financial responsibility requirements,
but only 42 percent did so in 1986. In answering the second question, we
found that the number of insurers writing pollution insurance decreased
during this period, as did the number of policies written and the total
pollution liability coverage. Simultaneously, the average premium for
this insurance increased to as much as 11 times its 1982 level. Insurance
contracts became more limited in their coverage and, in some cases, pro-
vided the insured companies with no real protection from financial
losses arising from pollution damage.

We also found some differences in the experience of land disposal facil-
ity operators that were related to the size of their companies. Most large
companies that ceased operating their land disposal facilities between
1982 and 1986 reported doing so for reasons other than insurance,
whereas insurance-related problems were major considerations for the
smaller companies that ceased operating. By 1987, however, even larger
companies were experiencing serious difficulty in obtaining pollution
insurance.
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Chapter 3

Risk Determination for Pollution
Liability Insurance

Ratemaking Processes

Statistical or Actuarial
Analysis

Underwriting Analysis

The previous chapter documents the dwindling availability of insurance
for hazardous waste facility operators and its dramatic cost increases
since 1984. In this chapter, in response to the committee’s third ques-
tion, concerning the risk determination and rate-setting methods used by
the insurance industry, we examine the industry’s stated reasons for its
reluctance to underwrite such insurance and the availability of appro-
priate data with which to assess its pricing decisions.

When an insurance company, or an insurer, provides insurance to a cli-
ent, or an insured, it promises to pay the insured for some or all the
costs associated with losses incurred under specified circumstances.!
Since neither the insurer nor the insured can foresee either the number
of losses that will be incurred or their ultimate costs, the insurer must
estimate future obligations to the insured and reflect this estimate in its
insurance rates. On the basis of the experience of insurance companies,
they have developed methods for estimating aggregate losses for all pol-
icies and for particular lines of insurance. According to the National
Association of Insurance Commissioners, statistical or actuarial analy-
sis, underwriting analysis, and judgment are the fundamentals of
ratemaking for all insurance.

Using statistical or actuarial analysis, an insurer develops a loss profile
of the risk for which insurance is requested from the historical data it
has accumulated on similar clients. This type of analysis therefore
depends on a properly accumulated, broadest possible data base
adjusted to reflect actual and potential business and social changes.
However, the utility of a historical data base in estimating future pollu-
tion liability costs for one or several hazardous waste companies is com-
plicated by the fact that this form of insurance is relatively new and has
undergone rapid evolution in its short history. As a result, the relevant
data base available to an individual insurer or even to the entire indus-
try is severely limited.

Commercial underwriting analysis establishes a relationship between a
risk and an expected loss from that risk. It does this by examining at
least four types of materials: underwriting guidelines, engineering

IThis chapter’s discussion of insurance ratesetting procedures and their applicability to pollution lia-
bility insurance is largely drawn from a draft report of an Environmental Liability Insurance Task
Force to the National Association of Insurance Commissioners, September 1986.
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Judgment

surveys of similar facilities that have been insured, inspections of these
and other facilities, and review of losses already experienced at the
facility to be insured. Therefore, an insurance rate reflects the relation-
ship between these data and the statistical or actuarial analysis
described above.

The application of these underwriting tools to pollution liability insur-
ance is difficult. The conditions under which hazardous waste facilities
operate are extremely complex and can vary greatly. Among the factors
that affect the risk are the quantity and type of waste handled by the
facility, how close the facility is to water and to metropolitan areas or
farms, and the facility’s security procedures.

The engineering analyses assessing these factors for the underwriter can
at best provide qualitative indications of the risk involved, either on a
numerical ranking scale or through relatively gross characterizations of
the risk as low, average, or high. Moreover, important data are not
always available to the underwriter. For example, when the All-Indus-
try Research Advisory Council surveyed pollution liability insurance
underwriters and risk assessment consultants about their 1983 expe-
riences, they found that information on previous waste disposal prac-
tices and groundwater data were the most often incomplete forms of
data on applications for insurance.?

Completing adequate underwriting analyses for pollution liability insur-
ance is especially difficult. Members of the insurance industry indicate
that the need for special expertise and for high-quality risk assessment
procedures has proven to be even more important than many insurers
initially realized. Insurers that have stayed in the pollution liability mar-
ket, and that are believed to be having some success in underwriting the
coverage, place heavy emphasis on risk assessment and adhere to strin-
gent underwriting criteria. According to representatives of the insur-
ance industry, this inevitably means that a relatively high percentage of
requests for pollution coverage are rejected.

Whatever combination of statistical and actuarial analyses or under-
writing analyses is used, there still remains an element of professional
Jjudgment in determining insurance rates. In the case of pollution liabil-
ity insurance, where any actuarial data base is extremely limited and

2All-Industry Research Advisory Council, Risk Assessment for Pollution Liability (Oak Brook, 1ll.;
1986).
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where underwriting analyses always contain uncertainties, rateset-
ting—and the decision to write this line of insurance at all—must be
based on professional judgment and must be sensitive to external fac-
tors more than most other lines of insurance. Two external considera-
tions have been crucial in the insurance industry’s willingness to
underwrite and in its ratesetting for pollution insurance.

Extent of Liability for
Pollution Damage

Insurance industry representatives cite several reasons for the tight pol-
lution insurance market. Most of them center on the unexpected extent
of insurers’ liability for pollution-associated damage as interpreted by
courts and regulatory authorities. It has been standard industry practice
to restrict pollution coverage under a particular comprehensive general
liability policy to “sudden and accidental” occurrences. However, sev-
eral courts have found insurance companies liable under the policies for
contamination caused by leaking underground lines or landfills.? The
insurance industry contends that this is an improper construction of
contract language and it extends its liability well beyond what was
intended by the policy. The most frequently cited example of such an
interpretation is Jackson Township Municipal Utilities Authority v.
Hartford Accident and Indemnity Company (N.J. Super. L., 451 A.2d
990 (1982)), in which the court held that the comprehensive general lia-
bility insurer had a duty to defend the township in a lawsuit brought
because of the contamination of 97 wells caused by seepage from a
municipal landfill.

The liability for cleaning up past hazardous waste sites under the Com-
prehensive Environmental Response, Compensation, and Liability Act of
1980 (widely known as ‘“‘Superfund”) has been held to be retroactive,
strict, and joint and several. Under retroactive liability, a responsible
party is liable for the costs of cleaning up past pollution. This may
include the present operator as well as a past operator. Strict liability
allows the government to seek payment for cleanup costs from hazard-
ous waste disposers without having to establish their negligence. Joint
and several liability makes any one contributor to a hazardous waste
site responsible for the entire cleanup if it is the only company that can
be identified and has the ability to pay for cleanup. Insurers argue that
such liability makes ratesetting nearly impossible, since underwriters
must concern themselves not simply with the applicant for insurance

3Judicial interpretations of what constitutes a “sudden’ occurrence have not been entirely consistent.
For a more detailed discussion of the judicial trends in interpreting pollution insurance contracts, see
General Accounting Office, Hazardous Waste: Issues Surrounding Insurance Availability, GAO/
RCED-88-2 (Washington, D.C.: October 16, 1987), pp. 54-73.
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but also with all other past and present contributors to a hazardous
waste site.

These concerns arise more directly from the government’s efforts to
clean up abandoned hazardous waste sites under the provisions of the
Comprehensive Environmental Response, Compensation, and Liability
Act of 1980 than from the 1976 act’s financial assurance provisions for
operators of active waste management facilities. Indeed it could be
argued that the regulatory system established under the 1976 act should
have the effect of stabilizing insurers’ risks since, if properly enforced,
the act’s regulations should keep any active hazardous waste facility
from being improperly abandoned. It would also seem that the indus-
try’s adoption of claims-made forms and more careful underwriting cri-
teria, particularly the use of extreme caution in underwriting common
waste disposal facilities, could obviate most of these concerns. Never-
theless, the unfavorable interpretations of the insurer’s liability are still
cited by insurance industry representatives as having a chilling effect
on underwriters’ willingness to assume pollution liability.

Economic Conditions in
the Insurance Industry

The growth of the insurance industry’s concerns over its pollution liabil-
ity coincided with a downturn in insurance profitability after years of
cash flow underwriting in which the industry relied upon investment
income from high premium volume to overcome underwriting losses. As
we have discussed in other reports, losses exceeded premiums for prop-
erty and casualty insurers each year from 1980 to 1985.4 Until 1984, the
industry’s investment income had been able to offset these losses.

The erosion of industry profits saw the international reinsurance mar-
ket limit its exposure to liability risks in general and particularly to pol-
lution liability insurance which, as we discussed in chapter 2, expanded
during the early part of the decade. In January 1984, a leading London
reinsurance pool ceased accepting pollution liability reinsurance and
other reinsurers followed suit over the next year. As a result, several
primary insurers either withdrew from the market or limited their
coverage.

4General Accounting Office, Insurance: Profitability of the Medical Malpractice and General Liability
Lines, GAO/GGD-87-67 (Washington, D.C.: July 13, 1987), and Tax Policy: Financial Cycles in the
Property/Casualty Industry, GAQ/GGD-86-56FS (Washington, D.C.: April 9, 1986).
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While industrywide information is available on the profitability of the
property and casualty insurance industry in general and for certain spe-
cific lines of insurance, it is currently impossible to obtain industry data
on its loss experience with pollution liability insurance. Insurance com-
panies are required to file annual financial reports with the insurance
commissions of the states in which they are licensed. These reports
include earned premiums and incurred losses. However, pollution insur-
ance has been written to a large extent by excess and surplus lines carri-
ers—that is, by insurance companies who are allowed to operate in
states in which they are not licensed because the lines of insurance they
offer are not available from companies within the state. No requirement
exists for these insurers to report to state regulators. The Insurance Ser-
vices Office, the industry’s statistical agency, has recently begun to col-
lect information on pollution-related losses from its member companies
but does not anticipate that this information will be usable for recom-
mending rates until some indefinite future date, and perhaps never.

The Superfund Amendments and Reauthorization Act of 1986 directed
GAO to review a sample of pollution claims against insurers that were
closed in 1985. Accordingly, we collected information on 200 closed
claims. We found the median payment to be $5,000. However, we con-
cluded that this information was insufficient to project the ultimate cost
of pollution claims to insurers, since we received reports from a compan-
ion survey of more than 11,900 pollution insurance claims still open at
the end of 1985. As we have reported, it appears likely that the rela-
tively few claims closed in 1985 were simpler and less expensive and
were settled more quickly for that reason.’

While we were able to determine the basic approach and procedures
used by insurance companies in setting rates for pollution liability insur-
ance, we were not able to determine whether these rates are actuarially
justified because of the lack of data from the insurance companies.

The insurance companies report that they have too little pollution liabil-
ity insurance premium-and-loss data for them to form a statistical basis
for pricing decisions, since data on this line of insurance has not been
kept separately from other lines, such as general or comprehensive lia-
bility lines. Only one of the insurance executives we interviewed was
able to provide a loss history specific to pollution liability insurance.

5Hazardous Waste: Issues Surrounding Insurance Availability, GAO/RCED-88-2 (Washington, D.C.:
October 16, 1987).
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Matters for
Congressional
Consideration

In responding to the committee’s questions concerning the availability
and cost of pollution liability insurance for operators of hazardous
waste facilities, we found that this insurance has become difficult to
obtain and, when available at all, much more expensive. Small hazard-
ous waste companies were the first affected by insurance scarcity, but
nearly all companies now report adequate insurance coverage almost
impossible to obtain at a reasonable price. We also found that adequate
data do not exist to evaluate the reasonableness of the insurance indus-
try’s ratesetting for pollution liability insurance.

Liability insurance has been the method most frequently used by land
disposal operators to fulfill EPA’s financial responsibility requirements.
Its reduced availability has substantially narrowed the range of options
available to owners and operators to comply with the system of regulat
ing hazardous waste management based on the Resource Conservation
and Recovery Act of 1976. Although the scope of our research does not
allow us to offer a quantitative estimate of its effect on hazardous wast
disposal capacity, it seems reasonable to assume that capacity has
diminished with diminishing insurance availability. These concerns
prompt the following matters for consideration and recommendation.

The third question posed by the committee was ‘“How does the insur-
ance industry determine risks and set rates for pollution liability insur-
ance and how sound are its methods?’ While we were able to address
this question in general terms, we were unable to obtain adequate data
to assess the reasonableness of the industry’s ratesetting practices, or
even to determine whether such data exist. In a recent report, we sug-
gested that the Congress consider the advisability of requiring insurers
or responsible parties, as appropriate, to report to EPA the amounts of
indemnity payments made to cover pollution cleanups and related third-
party bodily injury and property damage.! We resubmit this suggestion.

In addition, we suggest that the Congress consider authorizing EPA to
collect the appropriate information to assess the reasonableness of the
costs of insurance to meet EPA’s liability coverage requirements. Such
information would include premiums and additional costs to the insured
operator, underwriting expenses for the insurer, and any limitations to
the financial protection afforded under the insurance contract.

!General Accounting Office, Hazardous Waste: Issues Surrounding Insurance Availability, GAO/
RCED-88-2 (Washington, D.C.: October 16, 1987), p. 84.
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: EPA has recently expanded the number of financial mechanisms that
Recommendation hazardous waste facility owners and operators may use to demonstrate
financial responsibility. While we concur with the advisability of this
additional flexibility, we recommend that EPA carefully monitor its
effects on the number and size of operations using noninsurance alterna-
tives to determine if it does have the intended effect of reducing the
problem created by the constrained insurance market.
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INSTRUCTIONS:

Purpose Of Survey

During the past few years the US. Congress has received numerous reports
about difficulties encountered by hazardous waste handlers in obtaining the
insurance coverage required under the Resource Conservation and Recovery
Act (RCRA). For this reason, Congress has asked the United States General
Accounting Office (GAO), its investigative arm, to review this problem. The
purpose of this review is to assess the cost and availability of pollution liability
insurance for the owners and operators of hazardous waste land disposal
facilities (landfills, surface impoundments, land treatment facilities etc.).

As you know, under RCRA such facilities are required to provide
financial assurance of liability coverage for both sudden and non-
sudden pollution. These requirements were phased in from 1982
through 1985. State regulations may vary, but this coverage generally
takes the form of liability insurance, a financial test, or, in some cases, a
corporate guarantee.

We are surveying all land disposal and surface impoundment
facilities (whether active of inactive ) currently on EPA’s list in order to
determine how the cost and availability of pollution liability insurance
has affected their operations. Our study is aimed at providing the
Congress with information needed to determine whether fundamental
changes should be made to existing or proposed federal environmental
legislation. To assess this issue, we need information from you—current
and past owners and/or operators of hazardous waste facilities.

Anonymity

To encourage you to respond, this questionnaire is anonymous. There is
nothing on it to identify you or your company. Your answers are anonymous
and cannot become part of your federal or state environmental records, or any
other file Please mail back your completed questionnaire in the enclosed
addressed envelope

We have a system for ensuring your anonymity. In order for the system
to work, we need your cooperation. Return the postcard separately after com-
pleting the questionnaire. We need the cards returned so we can remind those
who do not answer. There is no way to link the postcard with your returned
questionnaire. Remember that your identity and the identity of your facility
are not important to the results of this study. However, your experiences and
opinions are of vital importance to our work and are paramount to providing
current and accurate information to the Congress. Your response is not a
requirement. We are asking for your help!

How To Complete This Questionnaire

If you owned or operated a land disposal or surface impoundment
facility between January 1, 1982 and December 31, 1986, please take the
time to complete all of the questions which apply to your situation.
Answer only for the facility identified in the cover letter by company
name, address and EPA identification number. If you have more than
one such facility, you will receive a questionnaire package for each
facility. Please complete one questionnaire for each facility identified by
an EPA number. Do not consolidate the responses of different faciliies.
However, if you have never owned or operated a hazardous waste land
disposal or surface impoundment facility, please complete the first
question, and return the questionnaire in the enclosed envelope.

If you are unable to answer questions in Part Il regarding your
facility’s pollution liability insurance coverage, please contact your
insurance agent(s) or broker(s) for assistance.

Throughout this questionnaire there are numbers printed within paren-
theses to assist in coding your responses for the computer. Please disregard
these numbers.

Definitions

We are asking the owners and operators of the following types of
facilities to respond to this questionnaire:

landfill: a disposal facility in which hazardous waste is placed in or on

the ground;

surface impoundment: a containment area (retention pond, lagoon,

pit, etc.) for the treatment, storage or disposal of liquid hazardous
waste;

land treatment (land farming or land spreading) applying hazardous waste

to the soil for treatment;

other land disposal facilities (injection wells, waste piles, salt domes,

salt bed formations, underground wells or caves).

Please return the completed questionnaire in the enclosed envelope
within 10 days of receipt. If you have any questions, please call Brenda James
at (212) 264-0730 or Robert White at (202) 275-1860. In the event that the
enclosed envelope is misplaced, our address is:

U.S. General Accounting Office
26 Federal Plaza

Room 4112

New York, NY 10278-0198
ATTN: Brenda James

Thank you for your help.
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7. If your company no longer owns or operates this facility, how 8. Do you or did you have a parent company? 42

important were each of the following reasons for discontinuing its
operation? (Check one column for each reason.) 1. O Yes (CONTINUE)

2. [0 No (SKIP TO QUESTION 11)

[ @
g & H sk 9. If yes to question 8, what were your parent company’s total sales or
£ E = g g ES revenues for all lines of business for 1986 or last full year of operation?
e =~ = (Reasonable estimates or ballpark figures are acceptable. Answer for
1 ep
either sales or revenues.)
REASONS 1 2 3
1. No longer wished to be regulated $ —————— (Mllion in sales) arah
under RCRA (Resource Conservation 0
and Recovery Act). (20) T
2. Could not locate an insurance com- $—  _ (Million in revenues) 37 40)
pany that provided pollution liability
insurance coverage @1
. 10. Approximately what percent of total sales or revenues indicated in
3. Could not afford pollution liability question 9 relates to this subsidiary’s operations?(Reasonable
insurance premium @2 estimates are acceptable. Fill in the percent. Answer for either
4. Could ot obtain desired limits of sales or revenues, whichever was quoted in question 9.)
pollution liability insurance coverage. [72)) (Percent of sales) e
5. Deductible required by insurance
company was too high. 20 Or
6. Insurance company excluded desired (Percent of revenues) (43 40)
pollution coverage. (25)

11. What were your company's total sales or revenues for all lines of

I X1pusddy
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. Could not meet RCRA's requirement

for liability coverage by using only
company's self-worth.

. Could not meet RCRA's requirement

for liability coverage by combining
insurance and self-worth.

. Could not meet RCRA’s groundwater

monitoring requirements.

. Could not meet RCRA's paperwork

requirements.

11

Discontinued operation for business
reasons other than RCRA (market
changes, etc) (Please specify:)

FDURMSU] UOTIN[0 :2ISVM SNOPIEZEY 9-68-TNA/OVD

26}

[t4]

28)

@9

(30)

31

business for 19867 If your company no longer operates this
hazardous waste facility, provide total sales or revenues for the last
full year you operated this facility. (Note: [f precise figures are
sensitive or proprietary, please give us a general estimate or
ballpark estimate. This level of detail will be good enough for our

purposes.)

$__  _ (Million in sales) (@548
Or
$ e (Million in revenues) (49 501
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LAND TREATMENT

18.

19.

Between 1982 and 1986, did you own or operate at this facility a land
treatment operation(s), also called landfarming or land spreading, (ie,
applying hazardous waste to the soil for treatment)? @

1. O Yes (CONTINUE)

2. 0 No (SKIP TO QUESTION 20)

If yes to question 18, indicate the quantity of hazardous waste
managed by this facility’s land treatment operations(s). Write your
answer in the space provided for 1986 or your last full year of

operation. (Reasonable estimates are acceptable. Fill in the
amount.)

1. (Amount of hazardous waste disposed of in 1986 or

last full year of operation) 2231
2. Be sure to check the appropriate unit of measure used to quantify
this amount (e.g., pounds, short tons, etc). (Check one.) (32)
1. O Pounds 4. [ Metric tons (2200 lbs.)
2. O Short tons (2000 bs) 5. [J Gallons
3. O Kilograms 6. O Liters
7. (O Other (Specify)

(33)

3. Circle the year for which you are reporting.

1986 1985 1984 1983 1982 (34.35)
Prior to 1982.

OTHER LAND DISPOSAL

20. Consider other land disposal methods (eg., waste piles, injection
wells, etc.). Indicate the method(s) used and quantity ( specify unit
of measure ) disposed of by this facility. Answer for 1986 or your last
full year of operation.

Quantity

Disposed of Year for

Other Land in 1986 or | Unit of Which
Disposal Methods | Last Full | Measure Not You Are
(Specify) Year (Specify) | |Applicable |Reporting

(1) (2) (3) 4) (5)
(36) {37-46) N 48) {49-50)
(51) {62-61) (62) {63) 164-65)

(66) (67-73) {74) {15} (7677}
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22. For any year, did your pollution liability insurance policy combine sudden 23. If yes to question 22, was this combined coverage part of a general

and non-sudden, gradual poilution coverage? “n umbrella liability policy? “8)
1. O Yes (CONTINUE TO QUESTION 23) 1. [O Yes (CONTINUE TO QUESTION 24)
2. O No (SKIP TO QUESTION 25) 2. [0 No (CONTINUE TO QUESTION 24)

24.

If your insurance policy combined sudden and non-sudden, gradual coverage, either as a separute policy or as part of a general umbrella policy, please
provide a historical breakout of this information. List the requested information on the insurer, per occurrence and annual aggregate coverage, effective

date, deductibles and premiums by year.

If possible, your response should be based on a calendar year. If this is not possible, use the 12 month period for which the policy was in effect that
most closely corresponds to the listed calendar year.

First, consider the dollar amount of liability coverage you have with each insurer. In columns 1, 2, and 8 list the insurer, the amount of coverage for
each occurrence as well as for the annual aggregate (ie., the total amount paid for all occurrences,) Next in columns 4, 5, and 6 provide the policy’s effective
date and cost information (ie., amount of the annual deductibles and premiums). Also, see if you have additional coverage with this company for other
types of insurance coverage (eg., comprehensive general liability coverage, workmen’s compensation, carge insurance, property damage, etc.). If you do,
list the total annual premiums for this other coverage (ie., other than pollution insurance) in column 7.

Please indicate instances where you might have difficulty prowiding the requested information by using the following notation. If you did not have insurance
for a certain year, write “none”. If your policy is based on retrospective rates, write “retro” in column 5, annual deductible, and fill in the remaining
columns. Write “N/A” if the information is not available or would be difficult to locate. Also write N/A, in the appropriate spaces, if the requested infor-
mation is not available because it is part of a general umbrella insurance policy and cannot be broken out.
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28.

For any year, did you have a separate policy for non-sudden, gradual 29, If yes to question 28, was this non-sudden, gradual pollution liability
pollution liability coverage or a policy which treated non-sudden, gradual coverage part of a general umbrella liability policy? 38)
pollution liability coverage separate from sudden and accidental pollu-

tion liability coverage? @7 1. (O Yes (CONTINUE TO QUESTION 30)

1. [0 Yes (CONTINUE TO QUESTION 29) 2. [J No (CONTINUE TO QUESTION 30)

2. O No (SKIP TO QUESTION 31)

30.

If your insurance policy underwrote or covered the non-sudden, gradual portion of your pollution liability coverage, either as a separate policy or as part
of a general umbrella policy, that excluded sudden and accidental pollution liability, please provide a historical breakout of this information. List the requested
information on the insurer, per occurrence and annual aggregate coverage, effective date, deductibles, and premiums by year.

If possible, your response should be based on a calendar year. If this is not possible use the 12 month period for which the policy was in effect that
most closely corresponds to the listed calendar year.

First, consider the dollar amount of liability coverage you have with each insurer. In columns 1, 2, and 3 list the insurer, the amount of coverage for
each occurrence as well as for the annual aggregate (ie., the total amount paid for all occurrences.) Next in columns 4, 5, and 6 provide the policy’s effective
date and cost information (ie., amount of the annual deductibles and premiums). Also, see if you have additional coverage with this company for other
types of insurance coverage (eg., comprehensive general liability coverage, workmen’s compensation, cargo insurance, property damage, etc.). If you do,
list the total annual premiums for this other coverage (ie., other than pollution insurancej in column 7.

Please indicate instances where you might have difficulty providing the requested information by using the following notation. Ifyou did not have insurance
Jor a certain year, write “none’. If your policy 1s based on retrospective rates, write “retro” in column 5, annual deductible, and fill in the remaining
columns. Write “N/A”, if the information is not available or would be difficult to locate. Also write N/A, in the appropriale spaces, 1f the requested infor-
mation is not available because it is part of a general umbrella insurance policy and cannot be broken out.
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25. For any year, did you have a separate policy for sudden and accidental 26. If yes to question 25, was this sudden and accidental pollution liability

pollution liability coverage or a policy which treated sudden and acciden- coverage part of a general umbrella liability policy? ®
tal liability coverage separate from non-sudden gradual pollution liability
coverage? 0 1. O Yes (CONTINUE TO QUESTION 27)

1. O Yes (CONTINUE TO QUESTION 26) 2. (O No (CONTINUE TO QUESTION 27)
2. [0 No (SKIP TO QUESTION 28)

27.

If your insurance policy underwrote or covered the sudden and accidental portion of your pollution liability coverage, either as a separate policy or as
part of a general umbrella policy, that excluded non-sudden, gradual pollution liability, please provide a historical breakout of this information. List the
requested information on the insurer, per occurrence and annual aggregate coverage, effective date, deductibles, and premiums by year.

If possible, your response should be based on a calendar year. If this is not possible, use the 12 month period for which the policy was in effect that
most closely corresponds to the listed calendar year.

First, consider the dollar amount of liability coverage you have with each insurer. In columns 1, 2, and 3 list the insurer, the amount of coverage for
each occurrence as well as for the annual aggregate (ie., the total amount paid for all occurrences.) Next in columns 4, 5, and 6 provide the policy’s effective
date and cost information (ie., amount of the annual deductibles and premiums). Also, see if you have additional coverage with this company for other
types of insurance coverage (eg., comprehensive general liability coverage, workmen’s compensation, cargo insurance, property damage, etc.). If you do,
list the total annual premiums for this other coverage (ie., other than pollution insurance) in column 7.

Please indicate instances where you might have difficulty providing the requested information by using the following notation. [f you did not have insurance
Jfor a certain year, write “none” If your policy s based on retrospective rates, write “retro” in column 5, annual deductible, and fill in the remaining
columns. Write “N/A” if the information s not available or would be difficult to locate. Also write N/A, in the appropriate spaces, 1f the requested infor-
mation is not available because it is part of a general umbrella insurance policy and cannot be broken out.
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POLLUTION CLAIMS HISTORY

87. For the period 1982 through 1986 has your company filed any claims
with your insurer(s) under your pollution liability insurance policy?ao

1. O Yes (CONTINUE)
2. O No (SKIP TO QUESTION 39)

HEERAORT

38. If yes to question 37, please indicate the date (month and year) on which you filed the claim in colum 1, the claim amount in column 2, the name of
your insurer(s) in column 3, the amount actually paid by the insurance company for each claim in column 4, and the type of claim in columns 5 and 6.

Type of Claim
Sudden and Non-Sudden,
Date Claim Amount Amount Paid Accidental Gradual
{Month/Year) (in Thousands) Insurance Company (in Thousands) (Check one box for each claim filed.)
(1) (2) (3) ) (5) (6)
$ $ g g
(710 {11-16) (17-22) (23-28) (29) (30)
s $ a 0
{31-34) (36-40) {41-48) (47-52) [E) (54)
s s 0 0
(56-58) (55-64) (65-70) 1.76) am a8) L1l 1dels] 0w
s $ ] a
(710) {11-16) (17-22) (23-28) (29) 30)
$ $ ] 0
3134) {35-40) {4148 a752) {68) {64
—14—
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39. Under RCRA, the passage of a financial test may be used to cover pollu-
tion liabilities in lieu of purchasing insurance. This means you may be
required to demonstrate that your company can cover potential pollu-
tion liabilities without insurance. Between 1982 and 1986, were you
asked to demonstrate your company’s ability to cover pollution liabilities
by passing a financial test? (55)

1. O Yes (CONTINUE)
2. [0 No (SKIP TO QUESTION 41)

[T T T Ts]e] ve

40. If yes to question 39, for each of the years listed below, please list the
dollar amount of liability you indicated your company could cover.

Dollar Amount of Liability
(in $ Millions)
Sudden and Non-Sudden, Total Liability
Accidental Gradual For All
Year Occurences Occurences Occurrences
(1) (2) 3) (4)
1986 $ $
(7-9) (10-12) (13-16)
1985 $ $
(1719 {20-22) (23-26)
1984 $ $
2129 {30-32) {33-36)
1983 $ $
(37-39) (46-€2) (43-46)

Note: If you cannot separate your liability for sudden and non-sudden

occurrences, enter the amount of the total liability in column 4.

—15—

PART lil. AVAILABILITY OF POLLUTION INSURANCE

41. Think about all of the times you have attempted to obtain pollution
liability coverage for this facility, including renewals with the same
insurance company. Has your company ever applied for pollution
liability insurance coverage and been denied or rejected?

1. O Yes (CONTINUE)
2. O No (SKIP TO QUESTION 44)

42.If yes to question 41, indicate the number of times your company
was denied pollution liability insurance during 1986 or the last full

year your company operated a land disposal or surface impound-
ment facility. (Fill in the number.)

(Number of times denied) (48-49)

43. Why do you think you had trouble getting this insurance? (Check all that
apply.)

[ Pollution liability insurance was not available. (50)

Insurance company told you or your agent that it was getting

out of the pollution liability insurance business. i51)

underwriting criteria. (52)

0
{0 Your company failed to meet the insurance company's
O

Other reasons (Please specify)

(53-55)

(3 No basis to judge (56)

1 Xppuaddy
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44. The last time you tried to obtain pollution liability insurance for this
facility, how difficult, if at all, was it for you to obtain a fair price,
adequate coverage, and acceptable pollution exclusions? (Check
one bax for each row.)

= |
z [ [ [5] 5)Es
2 §5/g:
5o S[EssglEo)ie
N N
55)55[<5/55)85)83

—
(3=
o
S
w
=}

1. To obtain a fair price (57)

2. To obtain adequate
coverage amounts 8)

3. To obtain an acceptable
range of pollution
liability coverage o9

—16—

45. If you could have purchased any amount of pollution liability

insurance in 1986 or the last full year you owned or operated this
facility, what limits of coverage would you have purchased for this
facility? (Fill in the amounts.)

$ (Million per occurrence) ©062)

$_ (Miilion in annual aggregate) (6365
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Appendix I
Survey of Hazardous Waste Land Disposal
and Surface Impoundment Facilities

This Page Is Intentionally Blank.
17—
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46. If you have any additional comments or ideas about the questions asked in this survey, please write them in the space below. Also, if you have other

ideas or concerns about pollution liability insurance or about questions we should have asked but did not, please take the time now to tell us about them.
{66-71)

Finally, and most important, if you have illustrative examples or valuable information which you would like to discuss directly, please list your name,
address and phone number at the conclusion of your comments so we can contact you, if necessary. If you choose to provide your name, address, and

phone number, please detach this page and mail it to us in the enclosed letter size envelope. This separate mailing will ensure your anonymity for the
rest of the questionnaire.

Thank you for your cooperation.

~18—
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Appendix II

Reasons Companies Cease Operations

Small company Large company
Reason® Score Rank Score Rank
Cannot find insurance 1.4 1 05 6
Reguiation under 1976 act 1.4 2 1.7 1
Insurance exclusions 1.3 3 0.6 4
Financial test not applicable 1.2 4 04 )
Desired coverage not applicabie 1.2 5 05 8
Premium unaffordable 1.1 6 05 7
Other business reasons 08 7 06 3
Groundwater monitoring 06 8 07 2
Deductible too high 06 9 04 10
Paperwork burdensome 0.6 10 05 5

2Mean scores on a 0-2 scale on which 0 = not important and 2 = very important.
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Appendix III

Difficulty of Obtaining Pollution
Liability Insurance

(973216)

Company Coverage

size® Status Price Amount Breadth Summary

Large Operational 4.18 410 416 4.1¢
Nonoperational 3.50 317 333 3.3¢

Small Operational 432 4.01 419 421
Nonoperational 4.28 3.98 408 41z

4Based on a 0-5 scale on which 0 = little or no difficulty and 5 = insurance not available.
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