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Insurance
for contractors
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The challenges of the 
construction industry 
require contractors to look 
for the most adaptable 
insurance packages. This 
article is a brief guide 
to various options of 
insurance available for 
construction projects, from 
design to construction. 

The risk is associated with every construction 
project and may vary from medium to significant. 
Insurance provides protection against risk for 
both the insured and the third party. It is required 
to consider all factors associated with the busi-
ness or project to choose the most appropriate 
insurance policy. The proper choice will ensure 
that the cover will be sufficient in the case of the 
claim. Insurance is a very broad subject, and this 
article can be treated as an introduction.

The most common types of insurance avail-
able:

All risk insurance
It covers all risks typically associated with the 

construction project. It protects against physical 
damage to the works and site materials, unfore-
seen loss or damage to tools, owned or hired 
plant. It can be taken by the contractor or the 
client. Usually, it is in joint names. The project 

contract specifies the requirements and who is 
responsible. The cover is usually provided for the 
construction period, but it can also include the de-
fects liability period. The policy can be extended 
to include a range of additional covers such as 
public liability, business interruption, and equip-
ment erection. It is sometimes referred to as 'Con-
tract Works Insurance'. 

Professional indemnity (PI) insurance
It insures against the liability arising from 

negligence such as breach of contractual respon-
sibilities to execute the contract. It is required for 
all responsible for design and construction- archi-
tects, engineers, consultants and building contrac-
tors. The consequences of negligence on building 
projects can be very expensive to remedy, and  
insurance should provide certainty that the con-
tractor will not be made bankrupt and should 
recompense to the client for the cost of making 
defects good. A professional indemnity policy is 
quite expensive with costs of premiums deter-
mined by the type of service.

Product liability insurance
It protects against liability for injury to people 

or damage to property, arising out of products 
supplied. Suppliers of equipment such as lifts, 
scaffolding or hired plant, may be required to 
maintain such insurance.

Public liability insurance
It covers liability arising from death or per-

sonal injury to third parties other than employees 
or for damage to third parties' property. Public 
liability insurance and employers’ liability insur-
ance are usually offered as one policy. It is impor-
tant to note that the required level of insurance in  
a contract does not cap liability at that level. 

Employer’s liability insurance (it is the UK 
legal requirement)

Every business that employs the workforce 
is required by law to hold the Employer’s liabil-
ity insurance. It will help to pay compensation  

if the employer is injured or ill because of the work. 
The Employer’s Liability (Compulsory Insurance) 
Act 1969 states that all employers who employ 
workforce working in the UK have to have at least 
£5,000,000 employer’s liability cover. It is avail-
able up to a limit of £50M.

Legal indemnity insurance
It protects the contractor against the additional 

costs arising while dealing with the legal matters, 
for instance, costs of complying with planning per-
missions, resolving the dispute, etc.

Performance bond
It is a common way in the construction sec-

tor to protect the employer against the risk of the 
contractor failing to meet the contractual obliga-
tions. For instance, it protects in the case when 
the contractor will become insolvent before the 
completion of the project. The bond provides the 
guaranteed compensation up to the amount of the 
performance bond. Such bonds can be issued by 
bank or insurance company while its cost is usu-
ally borne by the contractor.

The following types of Bonds are available:
•	 Performance - Retention
•	 Advance Payment
•	 Duty Deferment/Customs
•	 Outsourcing
•	 Pension
•	 Restoration
•	 Road & Sewer
•	 Rural Payments Agency Guarantees
•	 Deferred Consideration

Latent defects insurance
It is a policy cover for new buildings. It protects 

the owner against the cost of remedying the structure 
of a building, due to a defect. It is the fact that faults 
and defects occur in construction projects and often 
are not detected until few years after completion.

Such cover usually has to be arranged in advance 
and last for ten years from the project completion 
date. Some policies also provide for the loss of rent, 
loss of profit or the cost of working from/ living in 
alternative premises. Collateral warranties are often 
used instead of latent defects insurance, or another 
way round.

Collateral warranties
A collateral warranty is a legal agreement 

that imposes an extended duty of care and larger 
liability on parties involved. It also provides for 
the duty of care to be extended to a third party 
that is not involved in the original contract. For 
instance, the existence of a collateral warranty 
enables the developer to create a contractual ob-
ligation between architect and occupier. Collateral 
warranties might be required by the nature of the 
contract to be obtained by the main contractor 
from sub-contractors. Moreover, collateral warran-
ties allow a third party, for instance, a bank to 
ensure that the project is completed if the client 
becomes insolvent. JCT provides standard forms 
of collateral warranties.

Integrated project insurance (IPI)
It collectively insures all parties engaged in 

the project- architect, contractor, client, etc. It is 
an innovative insurance solution that replaces the 
professional indemnity insurance and collateral 
warranties. The cost of IPI is fixed at 2.5% of the 
project cost. The IPI policy comprises All Risks,  
Third Party Liability, Delay in Completion, Financial 
Loss cover, Defects cover. 

What is JCT (Clause) 21.2.1 Insurance?
This is a cover against client’s personal liabil-

ity for damage to the property of the third party 
as a result of client’s or contractors’ negligence.

JCT 21.2.1. Insurance cover protects a client 
and contractor against expense, liability, loss, 
claim or legal costs which client may face due 
to injury or damage to any person or property. 
It may be caused by collapse, subsidence, vibra-
tion, weakening or removal of support or lower-
ing of groundwater due to building works that 
were undertaken on the client's behalf. It is most 
common with risky works like those involving 
excavation, piling, demolition, underpinning, etc.

All contractors, architects, consulting engi-
neers engaged in a building project should hold 
Public Liability Insurance to cover the risk of  
a claim being made against them for injury to  
a third party or damage to third party property 
arising from the negligence of the contractor or 
other party engaged during the project life. How-
ever, in the case when the negligence cannot 
be proven and the contractor cannot be made 
responsible, the Public Liability cover will not be 
efficient and as a consequence, the client could 
face substantial financial costs. JCT 21.2.1 In-
surance ensures that client is secured in such 
scenario. 

This clause is optional and in most cases will 
be requested to be put in place by the consult-
ing surveyor or architect. The JCT contract may 
oblige the contractor to arrange a joint names 
JCT 21.2.1 insurance policy with the intention to 
protect the client, what means that the contrac-
tor will be responsible for paying the premium. 
*It can also be referred to as JCT 6.5.1.

To summarize, there is a legal requirement in 
the UK for every employer to hold the employ-
er liability insurance. Moreover, every builder  
- a limited company, self-employed or employed, 
have to hold the adequate insurance policy to 
protect while providing services. It’s important to 
check carefully the project contract documents 
to choose the sufficient insurance cover. The in-
surance broker can help to assess the risks and 
select the policy to cover main exposures and 
meet all contractual obligations.


