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 What is Insurance?

 Insurance is a contract by which one party (the 
insurer), in exchange for consideration (i.e., money 
or a premium) promises to make payments upon the 
destruction or injury of something in which the other 
party (the insured) has an interest.

 The insurer agrees to give the insured some benefit 
(usually financial compensation) if a specified event 
occurs. The event must involve some uncertainty 
about whether or when it will happen.
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 Why use insurance on a construction 
project?

 A responsibility given to a party under a construction 
contract may be substantial.

 The party accepting a risk often chooses to cover its 
liability with insurance.

 Insurance also protects the party to whom liability is 
owed because the party accepting the risk may be 
unable to discharge its liability unless it has insured 
against the risk.

 For example, if an architect's practice designed a 
building with a defect in it, which would cost £1 million to 
remedy, the architect may not have £ 1 million. Often, 
only a successful insurance claim would allow the 
architect to pay the remedial cost.
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 CLASSES OF INSURANCE

 Insurance policies in the construction industry fall into 
two categories:

 Property Insurance
 Liability Insurance
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 PROPERTY INSURANCE

 This relates to damage occurring to property or the 
works themselves during construction and is referred to 
as “property” or “works” insurance policies.

 It covers the property, contract work,materials,equipment 
and machinery connected with it.
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 LIABILITY INSURANCE

 The second category is liability insurance dealing with 
claims by third parties for personal injury and property 
damage.

 It covers the insured’s liability to third parties.
 There are three main types:
 Employer’s liability
 Public liability
 Professional Indemnity
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 LIABILITY INSURANCE

 Employer’s liability:
The employer’s liability to his employees under a
contract of service or apprenticeship for personal injury or 

disease arising out of the course of employment.

 Public liability:
 This covers liability for accidental injury or death to any 

person(other than employees) and loss or damage to a 
third party’s property.

 It is usually designed to cover common law liability to 
adjoining owners and the general public arising during 
the course of or in connection with the work on site. 
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 LIABILITY INSURANCE

 Public liability insurance therefore covers the 
contractor ’ s liability to the employer for damage to 
property which is adjacent to the site but not belonging 
to the employer.

 Professional Indemnity: Indemnifies the insured 
against legal liability arising from the insured ’s 
professional activities. The activities can of course vary 
tremendously, and therefore must be defined in the 
policy.
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 SALIENT FEATURES OF AN INSURANCE 
CONTRACT

 The insurance company will ask for information relating 
to the risk and then will offer the person a quotation. If 
the quotation is accepted, then a contract will exist. The 
quotation should include amongst other things the 
following information:-

o The premium that is payable
o The amount of taxation 
o Any additional fees payable 
o How long the quotation is valid for 
o The name of the insurance company 
o Key facts document outlining all the salient information 

pertaining to the insurance
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 What Insurance Can and Can’t Do?

 Not all risk is insurable
 There is an interplay between insurable and uninsurable 

risk.
 Regardless of insurance in place, loss avoidance and 

mitigation are preferable to an insurance settlement.
 Insurance can remove barriers to collaboration
 Insurers provide their best terms and conditions to 

projects where risk is managed.
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 Types of Insurance on Construction 
Projects

There are five common types of 
insurances:

o All risks insurance.
o Professional indemnity insurance.
o Product liability insurance.
o Public liability insurance.
o Latent defects insurance.
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 ALL RISKS INSURANCE

 All Risks Insurance is an insurance modality that covers all 
types of Engineering Civil Works.

 This includes the fundamental aim of protecting against the 
accidental loss or damage to the works, including the 
contractor’s construction plant and equipment, as well as third 
parties’ claims due to personal damage, provided that these 
directly result from such construction works. 
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 PROFESSIONAL INDEMNITY INSURANCE

 Professional indemnity insurance insures against liability arising 
from professional negligence.

 This usually includes a contractual liability that is equivalent to 
professional negligence, such as a breach of a contractual 
obligation to exercise reasonable skill, care and diligence when 
carrying out design. Architects, engineers, other professional 
consultants and a building contractor that owes a design 
responsibility to its employer are usually required to maintain 
such insurance.
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 PRODUCT LIABILITY INSURANCE

 Product liability insurance protects against liability for injury to 
people or damage to property, arising out of products supplied 
by a business. Suppliers of equipment to a construction or 
engineering project, such as lifts or escalators, may be required 
to maintain such insurance, sometimes in place of professional 
indemnity insurance.
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 PUBLIC LIABILITY INSURANCE

 Public liability insurance covers liability arising from death or 
personal injury to third parties other than the insured's own 
employees and for damage to property belonging to third 
parties.
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 LATENT DEFECTS INSURANCE

 Latent defects insurance is also known as decennial insurance.
 Typically protects the owner against the cost of remedying the 

structure of a building, due to a defect.
 Usually, it lasts for ten years from the original construction of a 

building. Typically, a building owner must arrange the cover in 
advance.
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 RISK MANAGEMENT-PROJECTS

 A typical construction project has almost 200 distinct 
construction project risks. 

 These risks range from project planning, contract formation, on-
site work, subcontractor performance, materials on site etc.

 Of the 200 distinct risks identified in a construction project about 
two-thirds are not directly insurable.

 Does the contractor employee a risk management plan?

 The six steps in a risk management plan or program.



22

 RISK MANAGEMENT-THE SIX STEPS PLUS 
ONE

Risk Assessment
Risk Identification
Risk Analysis
Risk Evaluation
Risk Treatment
Monitoring and review
Communication and consultation
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 BONDS

Performance bond is a surety bond issued by an 
insurance company or a bank to guarantee satisfactory 
completion of a project by a contractor.

The surety bond is a contract between insured and 
bonding company.

Required on government projects that exceed 
$1000,000
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 TYPES OF BONDS

Bid bonds:
• Usually a percentage of the contract price used to 

guarantee that if a contractor does not accept a bid that is 
awarded to them that the owner will be compensated by 
the surety for an amount up to the amount of the second 
lowest bidder.
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 TYPES OF BONDS

 Performance: 
• If a contractor defaults the surety is obligated to complete 

the project up to the original value plus the value of any 
change orders that were approved by the surety
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 TYPES OF BONDS

 Payment (labor and material):
o If the owner has paid the contractor and the contractor 

did not pay the subcontractors, then the surety will pay 
them.

o In this case the surety company still have responsibility to 
pay for the sub contractor. 
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 Certificate of Insurance

The certificate holder should always be 
the Agency or entity contracting for 
services.

The certificate should be signed.
Named insured correctly identified.
Dates should cover the entire period.
Check in the policy limits.
Make sure there is a policy number.
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ANY QUESTIONs….?




