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Who We Are

The ACE Group of Companies is one of the world’s leading providers of insurance and reinsurance. Through its strategic ac-
quisitions, ACE now does business in almost 50 countries around the world with underwriting programs tracing their history
back to 1792.

ACE USA offers sophisticated property, casualty, and financial products and risk control services to corporate clients who find
themselves facing complex insurance issues.

ESIS, Inc., one of the ACE Group of companies, is a wholly owned subsidiary of ACE USA. ESIS, Inc., and is dedicated and
committed to being the premier provider of construction risk management services.

What We Do

Together, ACE USA and ESIS, Inc. are the wrap-up market for companies involved in large construction or maintenance
projects that need complete start-to-finish insurance protection. Together they bring significant expertise to the highly spe-
cialized marketplace for construction wrap-ups with a staff that is dedicated exclusively to both the underwriting and servic-
ing of construction/wrap-up and joint ventures. We are leaders in implementing customized solutions for large construction
projects such as:

• Owner Controlled Insurance Programs (OCIPs) 

• Contractor Controlled Insurance Programs (CCIPs) 

• Rolling Wrap-Ups (ROCIP) 

• Owner/Contractor Share Control Insurance Program (Co-CIP) 

• International Projects and Operations (ICIP) 

• Maintenance Wrap-Ups 

• Joint Ventures 

Meeting Your Needs

Using new creative techniques, ACE USA and ESIS bring innovative solutions to complex construction risks and exposures
faced by sponsors of wrap-up projects such as airports, hotels, correctional facilities, stadiums, educational institutions, pet-
rochemical plants, wastewater treatment facilities, utility plants, highways, roads & bridges, and high-rise buildings. Working
with thousands of contractors annually, we bring the resources, the experience, the risk management tools, and the plan to
assist any owner, contractor, or project management team to bring in a successful wrap-up project.

Benefits to ACE USA Clients

• When you choose ACE USA for your construction wrap-up project solution, you establish a focal point for delivery of all
supported services 

• Select a responsible provider accountable to you for your satisfaction 

• Free up valuable time for your risk management staff and broker 

• Flexibility to design services based on the specific need of your project 

• Maximize your opportunities to reduce your total construction costs of the project 

Whether it be construction & engineering risk control services; our designated experienced construction claim personnel;
site-specific medical cost containment programs, such as on-site manned medical services or formulated drug testing pro-
grams; or our state-of-the-art risk management information system, Risk Advantage, ACE USA will continue to supply the
construction industry with cutting-edge wrap-up risk management services and programs that can effectively reduce bot-
tom-line project costs and increase project savings.

"Take away the risk and you can do anything."

For further information, contact Barbara Matthews @ 972.465.7851 or visit our Web site @ www.acelimited.com 
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James H. Costner
Senior Vice President

Willis Property Resource Group

Mr. Costner is one of the presenters for Monday’s “Construction Insurance 101” seminar. He is senior
vice president of the Willis Property Resource Group in Nashville. He began his insurance career with
Aetna Life and Casualty. Mr. Costner was with Hobbs Group (a subsidiary of Arkwright Mutual Insurance
Company, one of the Factory Mutual companies) immediately prior to joining Willis, where he was re-
sponsible for selling, marketing, and servicing insurance for large businesses.

Currently, he consults with Willis’s North American offices and their large clients on matters related to
property insurance coverage design, marketing, and loss adjusting. Mr. Costner has been widely pub-
lished in industry newsletters, magazines, and other publications, and speaks frequently at seminars on
property insurance and risk management. He is a recipient of IRMI’s Words of Wisdom (WOW) award.

He is a graduate of Arkansas State University and the Graduate School of Sales Management and Mar-
keting at Syracuse University. He has taught at American University in Washington, D.C., and at Nash-
ville Tech in Tennessee.
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Notes

This file is set up for duplexed printing. Therefore, there are pages that are intentionally left
blank. If you print this file, we suggest that you set your printer to duplex.
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PROPERTY/BUILDERS RISK INSURANCE

James H. Costner
Willis Property Resource Group

Construction Insurance 101

• Property / Builder’s Risk market Overview

• Builder’s Risk Coverage Specifications 
and Policy Design

• Discussion Comments Questions

• Property / Builder’s Risk market Overview

• Builder’s Risk Coverage Specifications 
and Policy Design

• Discussion Comments Questions

Property and Builder’s Risk
Objectives
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Property insurance has an 
indispensable role in the 
construction industry.

Property insurance has an 
indispensable role in the 
construction industry.

Property Insurance

Mutualizing Risk

Capital Formation

Credit

Construction Loans
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• Property insurance rates needed to 
increase 127% to break even (Source:  Swiss Re)

• A major market correction was well 
underway before 9/11

• Property insurance rates needed to 
increase 127% to break even (Source:  Swiss Re)

• A major market correction was well 
underway before 9/11

Surplus Erosion

Source:  AM Best Co.
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Underwriting Gain (Loss) 1975-2001
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$53B underwriting losses 1975-2001
Source:  A.M. Best, Insurance Information Institute
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Interest Rate History
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Underwriting Losses Surplus Erosion
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Property Insurance Business Model

1972 – 1999 Underwriting losses and investment 
gains

2000 – ? Premiums must cover losses, 
overhead and investment losses

1972 – 1999 Underwriting losses and investment 
gains

2000 – ? Premiums must cover losses, 
overhead and investment losses
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• Prices up as much as 300%, take it or leave it

• No blanket contractors builder risk programs

• HPR Blanket Insurance available for some buyers from 
one company

• Capacity shortages for aggregated risks and 
catastrophe perils

• Higher deductibles and waiting periods

• More exclusions and cutbacks

• Prices up as much as 300%, take it or leave it

• No blanket contractors builder risk programs

• HPR Blanket Insurance available for some buyers from 
one company

• Capacity shortages for aggregated risks and 
catastrophe perils

• Higher deductibles and waiting periods

• More exclusions and cutbacks

BALANCE SHEET 

ADVANCTECH CORPORATION 
BALANCE SHEET 

For Period Ending December 31, 1998 
   

ASSETS   
Cash   
Merchant Checking Account 1,256.00  
Merchant Savings Account 8,600.00  
Petty Cash 100.00  

Total Cash  9,956.00 
   
Other Assets   
Vehicles 11,385.00  
Buildings  50,483.25  
Equipment 43,249.04  
Furnishings 13,317.67  
Stocks & Bonds 16,588.00  
Total Other Assets  135,022.96 
   
TOTAL ASSETS  144,978.96 
   

LIABILITIES & EQUITY   
Liabilities   
Bank Line of Credit 35,000.00  
Mortgages Due 45,554.00  
Total Liabilities  80,554.00 
   
Equity    
Owner's Equity 64,424.96  
Total Equity  64,424.96 
   
TOTAL LIABILITIES & EQUITY   144,978.96 

A Fundamental Paradigm Shift has Occurred

Uncertainty has moved from the Balance Sheet of the Uncertainty has moved from the Balance Sheet of the 
Insurance Company to the Balance Sheet of the InsuredInsurance Company to the Balance Sheet of the Insured

UNCERTAINTY

BALANCE SHEET

INSURANCE COMPANY
BALANCE SHEET

For Period Ending December 31, 1998

ASSETS
Cash
Merchant Checking Account 1,256.00 
Merchant Savings Account 8,600.00 

Petty Cash 100.00 

Total Cash 9,956.00 

Other Assets
Vehicles 11,385.00 
Buildings 50,483.25 

Equipment 43,249.04 

Furnishings 13,317.67 
Stocks & Bonds 16,588.00 

Total Other Assets 135,022.96 

TOTAL ASSETS 144,978.96 

LIABILITIES & EQUITY
Liabilities
Bank Line of Credit 35,000.00 
Mortgages Due 45,554.00 

Total Liabilities 80,554.00 

Equity 
Owner's Equity 64,424.96 

Total Equity 64,424.96 

TOTAL LIABILITIES & EQUITY 144,978.96 
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Underwriters

• Construction projects too vulnerable to loss

• Too many insureds

• Too many subrogation waivers

Some Insurance People Don’t Like Builder’s Risk

Underwriters - continued
• Complex risks

• One shot business

Some Insurance People Don’t Like Builder’s Risk

Builder s Risk Insurance
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Loss Prevention Specialists
• Hazardous activity every day

• Loss prevention difficult to manage

• Deadlines, delays, overtime

Some Insurance People Don’t Like Builder’s Risk

Builder s Risk Insurance

Claims Specialists

• Too many insureds

• Too many subrogation waivers

• Too little opportunity to mitigate losses

Some Insurance People Don’t Like Builder’s Risk

Builder s Risk Insurance
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In the beginning (of a construction project), 
there are:

• Project Documents

• Loan Agreements

• Supply Contracts

Builder s Risk Insurance

Project Documents

• AGC
• EJCDC
• AIA

• Loan Covenants
• Municipal Agreements
• Equipment Purchase Contracts
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It simply is not possible to 
comply with some of the 
insurance requirements.

Some underwriters have decided they do not 
want to comply with the requirements:

• Insurance Services Office

• The Builder’s Risk Specialty Underwriters

Builder s Risk Insurance
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There is a huge gap
between the requirements

and the possible.

Document and Contract Review Insurance 
Specifications

•Who purchases the insurance?

•Whose interests are covered?

•What property is covered?

Builder s Risk Insurance
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Specifications - continued

•What perils are covered? 

•What damages are covered?

•How much insurance is required?

•How long does the policy cover?

Builder s Risk Insurance

Who Purchases the insurance?

• The Project Owner.

Builder s Risk Insurance
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What actually happens?

• The owner may add the construction project to the 
commercial property policy as a “covered” location.

• The owner may purchase a Builder’s Risk policy.

• The general contractor may purchase a Builder’s 
Risk policy.

Builder s Risk Insurance

What actually happens? - continued

• The general contractor may add the construction 
project to its blanket Builder’s Risk policy.

• The general contractor may purchase “differences 
in conditions” insurance to wrap around the 
owner’s policy.

Builder s Risk Insurance
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Whose interests are to be covered?

• Project owner

• Lenders

• Contractor

• Subcontractors and Sub-Subs

Whose interests are to be covered? - continued

• Architects

• Engineers and assistants

• Suppliers and vendors

• Municipality

Builder s Risk Insurance
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Against whom is subrogation prohibited?

• Any Insured.

“Each contractor for its work”

“As their interest may appear”

“Any architect or engineer for any loss or 
damage arising out of the performance of 
professional services”

RED FLAGS

Builder’s Risk Insurance
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What property is covered?

• The Project

• Property stored on-site or off-site

• Property in transit

Builder s Risk Insurance

What property is excluded?

Builder s Risk Insurance
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(Builder’s Risk Policies usually have short lists 
of excluded property)

•Property located offshore

•Underground mines

•Property designated for dismantling

Builder’s Risk Insurance

(Builder’s Risk Policies usually have short lists 
of excluded property) - continued

•Live animals

•Property in ocean marine transit

•Contractor’s equipment

Builder s Risk Insurance
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(Commercial Property Insurance policies may 
have very long lists of excluded properties)

• Paved surfaces

• Fences

• Signs

Builder s Risk Insurance

(Commercial Property Insurance policies may 
have very long lists of excluded properties)
- continued

• Site lighting

• Temporary structures

• Maps, plans, blueprints, drawings

Builder s Risk Insurance
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(Commercial Property Insurance policies may 
have very long lists of excluded properties) 
- continued

• Existing buildings and structures

• Property in the yard

• Bridges, tunnels, shafts

Builder’s Risk Insurance

(Commercial Property Insurance policies may 
have very long lists of excluded properties) 
- continued

• Antenna

• Boilers, pressure vessels

• Foundations, footings, pipes, wiring

Builder’s Risk Insurance
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(Commercial Property Insurance policies may 
have very long lists of excluded properties) 
- continued
• Fine arts, precious metals

• Property of others

• Property lent to others

• EDP equipment and media

Builder s Risk Insurance

What perils are covered?

• All of the project documents 
require “all risk” insurance

Builder s Risk Insurance
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The “all risk” policy cannot exclude or limit 
coverage for . . .

•Fire resulting from any cause

•Vandalism & malicious mischief and riot

•Explosion from all causes

•Water damage

Builder s Risk Insurance

The “all risk” policy cannot exclude or limit 
coverage for . . . - continued

•Testing and start-up

•Mechanical or electrical breakdown

•Theft

•Collapse

Builder’s Risk Insurance
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All risks….any external cause

“Concurrent causation”

Employee dishonesty

RED FLAGS

Builder s Risk Insurance

Flood exclusions

Exclusions for Boiler Explosion, Machinery 
Breakdown, Electrical Injury

Collapse exclusions or restrictions

RED FLAGS

Builder s Risk Insurance
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Common Builder’s Risk Peril Exclusions

• War

• Nuclear hazard

• Fraud by the insured

Builder s Risk Insurance

Common Builder’s Risk Peril Exclusions 
- continued

• Employee theft

• Mysterious disappearance; inventory shortage

• The cost of making good

Builder’s Risk Insurance
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Common Builder’s Risk Peril Exclusions 
- continued

• Defective design

• Defective specifications

The Cost of Making Good

Builder’s Risk Insurance

Common Builder’s Risk Peril Exclusions 
- continued

• Faulty materials (except resulting damage)

• Faulty workmanship (except resulting damage)

The Cost of Making Good

Builder’s Risk Insurance
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Common Builder’s Risk Peril Exclusions 
- continued

• Wear, tear, corrosion, erosion, inherent 
vice, latent defect (except resulting)

• Settling, shrinkage or expansion of 
foundations, walls, floors, ceilings (except 
resulting)

Builder s Risk Insurance

Common Builder’s Risk Peril Exclusions 
- continued

• Indirect or remote loss

• Delay or loss of market (except time 
element/soft costs losses covered by the policy)

• Equipment Warranty Claims

Builder s Risk Insurance
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Common Builder’s Risk Peril Exclusions 
- continued

• Terrorism
• Mold, Fungus, Mushrooms
• Computer Virus // Hacker attack
• Asbestos

Builder s Risk Insurance

RED FLAGS

Broad war definition excludes terrorism

Broad nuclear definition excludes any 
radioactive contamination

“Employee dishonesty” excludes arson, 
vandalism, sabotage

Builder’s Risk Insurance
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The “defect” exclusion may not contain 
exceptions for resulting damages

The wear and tear exclusion may not be 
restricted to “normal and natural” wear and tear.

Collapse coverage may be restricted to 
named perils

Builder’s Risk Insurance

RED FLAGS

Settling exclusion may not be restricted to 
foundations, walls, floors, ceilings

Settling exclusion may not be restricted to 
normal settling

Builder’s Risk Insurance

RED FLAGS
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What damages are covered?

• Property damage

• Debris removal

• Operation of building laws or ordinances

• Design and engineering fees

Builder s Risk Insurance

The project documents do not require coverage on:

• Time element losses

• Soft costs

• Liquidated damages
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What damages are not covered?

• Pollution not caused by a covered peril

• Contamination not caused by a covered peril

• Contract damages

What damages are not covered? - continued

• Liquidated damages

• Loss of use

• Soft costs

Builder s Risk Insurance
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What damages are not covered? - continued

• Claims preparation expenses

• Utility service interruption

• Expediting expenses

What damages are not covered? - continued

• Increased tax liability

• Extortion demands

• Consequential loss

• Defense expenses
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How much insurance is required?

• Actual insurable replacement value

• Full replacement cost

Builder s Risk Insurance

RED FLAGS

“Actual cash value” in any form

Sublimits

Policy year aggregates

Builder’s Risk Insurance
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How long does the policy cover?

• Until the Interest of the Insured Ceases.

Builder s Risk Insurance

RED FLAGS

Upon occupancy, including partial occupancy

When the project is abandoned

“X” days following the commencement of 
testing

Builder’s Risk Insurance
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RED FLAGS

On the expiration date of the policy

The property is accepted by the purchaser

90 days after construction is complete

Builder’s Risk Insurance

Coverage design issues not addressed by any of 
the project document:

•Time element insurance

•Soft costs coverages

•Force majure

•Guaranteed performance

Builder s Risk Insurance
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Coverage design issues not addressed by any of 
the project document: - continued

•Decennial coverage

•Expediting expense coverage

•Claims preparation expense coverage

Builder s Risk Insurance

The Solution

• Read the project documents

• Spreadsheet the insurance “requirements”

• Proposals should contain complete sample 
policies

Builder s Risk Insurance
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The Solution - continued

• Identify all gaps between the “Requirements” 
and the “Coverages”

• Negotiate away as many gaps as possible

• Notify all Insureds of all remaining gaps

Builder s Risk Insurance

The Solution - continued

• Issue supplements to all project documents 
formally accepting the selected Builder’s 
Risk policy

• Do not get in a hurry!
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. . . . . . .  
. . . . . . .

. . . . . . .
the end.

Builder s Risk Insurance




