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Forwarders’ Liability Insurance
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Objectives
• To understand the legal role and risk exposure of 

freight forward

• To know the general make-up of a liability policy 
and type of liability covers available
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Topics
• The modern role of the freight forwarder

• The legal regimes in which the LSP operates

• Common instances of liability

• The risk exposures of the LSP

• The liability policies necessary for the LSP
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Role of the Freight Forwarder
• Traditional role: freight/transportation agent

• Modern role:  One-stop logistics shop

• Change from agent to principal status

• SFFA to SLA

• Freight forwarder to logistic service provider (LSP)
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Legal Regimes
What is Negligence?

The term, in effect means ‘lack of care’ and 
include both acts of commission and acts of 
omission.
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Legal Regimes
Lady Justice is the symbol of the judiciary. Justice is 
depicted as a goddess equipped with 3 symbols of the 
rule of law: a sword symbolizing the court’s coercive 
power; scales representing the weighing of competing 
claims; and a blindfold indicating impartiality.
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Legal Regimes
The law of negligence through a series of judgments on actions 

in tort i.e. in cases where there is no contractual relations 

between the wrongdoer and the person who has suffered thereby.  

The essence of the tort of negligence is the breach of a legal duty 

of care which one person owes to another, and results in 

unintentional harm to the latter.



Sustainable Human Resource Development in logistics services 
for ASEAN Member States

Risk Management Forwarders' Liability 10

Legal Regimes
As a judge put it:  “…the duty is not to be careful.  It is, to 

put it broadly, a duty not to cause damage by carelessness, 

and it is restricted in its ambit to those who can reasonably be 

foreseen as likely to be damaged by the action in question.”
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Legal Regimes
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Legal Regimes

Foresight of Damage in the case of Overseas Tankship v Morts Dock & Engrg 
(1961) AC 388 aka “The WagonMound  No 1”

The defendants negligently discharged fuel oil into Sydney harbour.  The oil 
spread to plantiff’s wharf, app 600’ away, where welding operations were in 
progress.  A spark from a welding touch ignited the oil and considerable 
damage was caused to the wharf.

The Privy Council held that the damage was not reasonably foreseeable, and so 
the defendant was not liable.  For negligence to be established the plaintiff 
had to prove foreseeability to show that a duty of care existed and, in 
addition that the damage which resulted from breach of that duty was not 
too remote.
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Legal Regimes
Foresight of Damage in the case of Overseas Tankship v  Miller SS 

Co. Pty. Ltd (1967) aka (“The WagonMound No 2”)

Concerned the same defendants and facts as The WagonMound No1.  

The plaintiff owned 2 ships which were being repaired at the wharf, 

and the fire damaged both.  

The trial judge found that there was a bare possibility of fire, but 

this was so remote that it could be ignored.  

The Privy Council reversed this decision.  As long as fire was a 

foreseeable kind of damage, the degree of likelihood of damage was irrelevant 

and the defendants were therefore found liable.  If damage is foreseeable, 

it does not matter that the full extent of the damage is unforeseeable.
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Legal Regimes
Law is a system of rules, usually enforced through a set of 

structures in a civilized society. 

• Contract law regulates everything from buying a bus ticket 
to trading on stock market.

• Property law defines rights and obligations to the transfer 
and title of personal and real property

• Tort law allows claims for compensation if a person’s rights 
or property are harmed

• Criminal law offers means by which the state can prosecute 
the perpetrator when the harm is criminalized in a statute
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ILLUSTRATION
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ILLUSTRATION
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ILLUSTRATION
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ILLUSTRATION
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Legal Regimes
• Standard trading conditions (e.g. SLA, 

SAAA, etc)

• Warsaw Convention

• Hague or Hague-Visby Rules
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Legal Regimes

Principal limitation clauses of SLA STC

• Notice of claim must be filed against member with 14 
days from date of delivery

• Member’s max liability for negligence of goods lost or 
damaged or misdirected/delivered: S$5/kg up to max 
S$100,000

• Time bar: 9 months from date of delivery
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Legal Regimes
Strict liability is a standard for liability which may exist in either a criminal or 

civil context. A rule specifying strict liability makes a person legally responsible 
for the damage and loss caused by his acts and omissions regardless 
of culpability (including fault in criminal law terms, typically the presence 
of mens rea /guilty mind). Strict liability is prominent in tort 
law (especially product liability), corporations law, and criminal law. For 
analysis of the pros and cons of strict liability as applied to product liability, the 
most important strict liability regime.
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Legal Regimes

• Strict liability means that the offender is liable for a particular act / tort 
without any proof of fault.  Increasingly, conventions are attracting this 
concept.  Strict liability can be illustrated with the example of a bulk oil carrier.  
The owner of any ship carrying a cargo of oil in bulk is strictly liable for any 
damage caused by the discharge or escape of the oil in the territorial waters of 
a state which is a party to the International Convention on Civil Liability for Oil 
Pollution Damage 1969 (CLC).

• In the same example, the owner is also strictly liable for reasonable pollution 
prevention expenses to minimize the danger.



Sustainable Human Resource Development in logistics services 
for ASEAN Member States

Risk Management Forwarders' Liability 23

Legal Regimes
Strict liability classic example of strict liability is the owner of a tiger 

rehabilitation center. No matter how strong the tiger cages are, if an animal 
escapes and causes damage and injury, the owner is held liable. 
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Legal Regimes

• Strict liability has also been extended to include other vessels (not bulk oil) 
s154 of the Merchant Shipping Act 1995.

• A further example of strict liability arises with the Oil Pollution Act 1990, which 
imposes it on owners of vessels which spill, or threaten to spill oil.

• There are exemptions from strict liability, but these are very limited.  For 
example, under the US Oil Pollution Act 1990, the responsible party will not be 
liable if the discharge of oil was caused solely by an act of God, an act of war or 
an act or omission of a third party (only available if the responsible party can 
show that they exercised due care with respect to the oil and they took 
precautions against foreseeable acts or omissions of such a third party).
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Common instances of Liability

• Loss or damage to cargo

• Delay, mis-direction/delivery of cargo

• Failure or omission to follow specific instructions e.g. 
storage of goods in covered warehouse, stating wrong 
carrying temperature for refeer cargo

• Improper release of goods e.g. release of cargo without 
production of original bill of lading
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Common instances of Liability
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Common instances of Liability
Unstable stacking
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Common instances of Liability

• Issuing clean bill of lading in exchange for letter of 
indemnity although cargo was damaged at time of receipt 
by them

• Loss of important documents such as bill of lading

• Inappropriate or improper stowage arrangement e.g. 
containerized cargo

• Mis-labelling of cargo e.g. cross-labelling causing cargo to 
be lost or mis-shipped
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Common instances of Liability

• Inappropriate or improper preparation of customs 
documents e.g. wrong declaration of import/export value

• Negligent selection of sub-contractor e.g. selection of 
trucker who does not have experience handling certain 
types of heavy machinery

• Giving inappropriate/wrong instructions to sub-
contractors

• Bodily injury or damage to third party property when 
handling cargo or equipment



Sustainable Human Resource Development in logistics services 
for ASEAN Member States

Risk Management Forwarders' Liability 30

Risk exposures of the LSP

LIABILITIES

4 circumstances which the LSP can be liable at 
law:

• Contract

• Bailment

• Tort of negligence

• Statute
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Risk exposures of the LSP

Contractual Liability:

• Issuing own bill of lading

• Warehouse/logistics contract
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Risk exposures of the LSP

Issuing own bill of lading

• What did you contract upon?

• CFS/CFS (Pier to Pier) - The term refers to cargo 
delivered at origin in less-than-containerload 
quantities to a container freight station (CFS) to 
be loaded into containers and to be unloaded 
from the container at destination CFS.

• Terms & conditions
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LSP liability policies

Example of restrictive policy:

“…Covering legal liability for damage to goods caused by Fire 
or Accidental, External, Visible and Violent Means.”
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Risk exposures of the LSP

Incorporation of SLA STCs

• Membership of SLA does not automatically grant you right 
to rely on trading conditions

• LSP must make express reference to the STCs (e.g. 
letterheaded paper, faxes, D.P., warehouse receipts, 
invoices

• “All businesses are transacted in accordance with the 
standard trading conditions of the SLA, copy available 
upon request”

• Which trading conditions?
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Risk exposures of the LSP
Bailment:

• Entrustment with goods

• Answerable for the negligence or intentional acts of his 
employees/sub-contractors/agents

• Cannot escape liability by delegating his task 

• A sub-bailee can be liable to the owner of goods although there is no 
direct contractual relationship between them
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Risks exposure of the LSP

Tort (Negligence):

• Negligent handling of goods

• Negligent error or omission

• Conversion – wrongful interference with property rights, 
including right of stoppage in situ of cargo owner

• Liability towards third party – property damage, injury and 
death



Sustainable Human Resource Development in logistics services 
for ASEAN Member States

Risk Management Forwarders' Liability 37

Risks exposure of the LSP
Statute (customs fines & duties):

• For unintentional breaches of statutes, regulations and law

• Fines can be imposed by port authorities, customs and government 
bodies

• Incorrect or wrongful declaration of cargo value or duties
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LSP liability policies

Insurers of Bailee’s Liability common queries:

• warehouses and own do you operate transportation 
vehicles?

• Theft and fire risk of warehouse e.g. fire sprinklers, theft 
alarm, cctv cameras, security?

• Do you use standard trading conditions in the course of 
your business with your customers?

• Do you have any special agreement outside the standard 
trading conditions?
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LSP liability policies
Liability towards a third party for property damage, death 

and personal injuries & consequential losses resulting 
therefrom

• Liability from operating a warehouse

• Liability from operating equipment
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LSP liability policies
Liability for packing

• Improper crating

• Improper design & construction of crate, pallet

• Insufficient packing e.g. chocking, stowage of cargo in container

• Insufficient marking on handling instructions
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LSP liability policies
Liability for Error & Omission

• Delay in performing contractual obligations

• Wrongful or in correct delivery of cargo without production of original 
bill of lading/sea waybill/air waybill

• Unintentionally making incorrect statements in or omission in 
contract of carriage document
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LSP liability policies

Liability for Error & Omission

• Mis-delivery to an incorrect party or location

• Wrongful or incorrect delivery contrary to instructions to 
withhold delivery without taking in exchange payment
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LSP liability policies

Liability for Fines & Duties

• Covering unintentional breach of any regulation or laws

• Breach of laws relating to import/export and carriage of cargo e.g. 
wrong declaration of duties and sales taxes, wrong declaration of 
cargo, breach of IMDG rules, overloading excluded



Sustainable Human Resource Development in logistics services 
for ASEAN Member States

Risk Management Forwarders' Liability 45

LSP liability policies

Liability for Fines & Duties

• Breach of laws relating to safety at work e.g. not 
controlling unlicensed usage of forklift, breach of fire 
safety in warehouse

• Breach of pollution laws (arising from physical loss of or 
damage to cargo or transportation equipment) e.g. truck 
overturned, causing spillage of hazardous goods, flexi-bag 
burst during transportation
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LSP liability policies

Cost & expenses cover

• Covering mitigation expenses e.g. cost of cleaning up 
pollution on public road

• Cost of debris removal e.g. removal of cargo and 
carrying equipment from public road

• Investigation costs e.g. surveyor cost, expert cost
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LSP liability policies

Cost & expenses cover

• Defence cost

• Additional cost incurred due to failure of consignee to 
take delivery of cargo e.g. consignee cannot be 
contacted and port store rent charges incurred

• MUST ALWAYS SEEK INSURER’S CONSENT
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Bailee’s Liability Policy

vs

Multimodal Transport Liability Policy
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LSP liability policies

Bailee’s Liability Policy:

• Designed for trucker and warehouseman

• Principally covers insured’s legal liability for physical 
loss of or damage to cargo in his care, custody and 
control

• Need to cover also legal liability for damage or loss 
of transportation equipment
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LSP liability policies

Example of Bailee’s Liability Policy:

“The Company will indemnify the insured for sums which 
they shall become legally liable to pay as damages for loss 
of or damage to goods (excluding goods belonging to the 
insured) handled and/or transported by the insured or 
whilst stored in warehouses operated by the insured.”
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LSP liability policies

Bailee’s Liability Policy:

• Defence cost included in policy limit

• Example:

Policy limit:  $100,000

Legal liability towards cargo $ 80,000

Defence cost: $ 30,000

Total cost:                              $110,000

Policy pays up to:                  $100,000

Insured pays:                           $ 10,000 (insured)
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LSP liability policies
Bailee’s Liability Policy:

Often restricted in geographical limits e.g. within 

Singapore & peninsular Malaysia
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LSP liability policies
Common exclusion – Bailee’s Liability Policy:

• Loss of damage to accounts, bank notes, letters of credit, bullions, 
cash, jewellery, precious stones, works of art
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LSP liability policies
Common exclusion – Bailee’s Liability Policy:

• Loss caused by insufficient packing

• Loss of market, loss of use, consequential loss or interruption of 
business
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LSP liability policies

Common exclusion – Bailee’s Liability Policy:

• Loss of or damage to goods carried out in a controlled atmosphere or 
in refrigerated, frozen, chilled or insulated condition due to loss of 
refrigerant or controlled temperature or variation of temperature, 
unless caused by direct fire, lightning storm or by collision or 
overturning of the conveying vehicle
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LSP liability policies
Common exclusion – Bailee’s Liability Policy

• Theft or attempted theft or unexplained shortage from unattended 
vehicles

• Loss arising out of dishonesty of the insured, his employees or 
persons to whom the goods have been entrusted (i.e. fidelity losses)
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LSP liability policies

Common exclusion – Bailee’s Liability Policy:

• Liability assumed under any agreement (i.e. contractual liabilities e.g. 
agreement to deliver within specific dates or time or pre-agreed value 
of cargo)
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LSP liability policies
Common exclusion – Bailee’s Liability Policy:

• Loss or damage resulting from war, strikes and civil commotion
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LSP liability policies

Standard Trading Conditions Warranty

“It is warranted that the insured shall incorporate the standard 

trading conditions of the SLA and/or trading conditions not 

wider that those of the SLA in the contracts with their 

customer”.
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LSP liability policies

Illustration:

• X issues house bill of lading for one pallet of disk drives 
for Singapore to Jakarta

• Cargo has a value of US$100,000 and weigh 50kg

• Whilst in Jakarta port, the pallet is stolen

• X can limit his liability under Hague-Visby Rules under his 
bill of lading to one package i.e. S$1,563.65
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LSP liability policies
Multimodal Transport Operator’s Liability Policy

• Insuring Legal Liability i.e. insured also has right of the defences 
under contract or international conventions
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LSP liability policies
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LSP liability policies
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LSP liability policies

Multimodal Transport Operator’s Liability Policy:

• Niche product offered by few insurers

• Basic coverage:  Liability towards cargo

• Covering bailee’s liability and liability due to issuance of 
multimodal transport document as carrier

• Often packaged to include:  Fines & Duties, Error & 
Omission, Third Party Liability and Cost & Expenses
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LSP liability policies

Multimodal Transport Operator’s Liability Policy – common 
exclusions:

• Agreed delivery time (contractual liabilities

• Increased value

• Delivery of cargo without production of original bill of 
lading/sea waybill air waybill 

• Excluded cargoes e.g. valuable cargoes, live animals
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LSP liability policies

Multimodal Transport Operator’s Liability Policy – common 
exclusions:

• Fidelity losses

• Unexplained losses/or mysterious disappearance

• Criminal act, illegal act, fraud by insured

• Chartering or slot chartering of a vessel

• War, riots, civil commotion
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LSP liability policies
Multimodal Transport Operator’s Liability Policy – important conditions:

• Ensuring sub-contractors have reasonable sufficient insurance cover

• Limits and sub-limits
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Self Assessment
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