
CONSTRUCTION 

INSURANCES

A seminar and tutorial brought to you 

by NZACS

Under NZIA SCC 2009



BACKGROUND

Previous SCC Insurances were-
ÅComplex and difficult to understand

ÅNon standard in the market place

ÅUncertain as to specification delivery and fit

ÅPlacing ALL parties at risk

This applied to both SCC and NZS 3910 insurance 

requirements



NZACS Initiative

NZACS were concerned about the risks and initiated

ÅConsultation with market place insurers, contractor 

representatives (MZMBF), architects and NZIA

ÅSought specialist advice from AON Risk Services

ÅRewrote SCC insurance requirements

ÅObtained NZIA SCC/NZMBF Joint Committee approval 

to these changes

THIS HAS RESULTED IN NEW INSURANCE 

CLAUSES BEING INCLUDED IN SCC 2009  



The Changes

Å Main changes are to Construction and General Liability Insurance 

requirements

Å They recognise standard insurance industry policies

Å They provide for specific extensions to the policies where required 

ïeg Vibration or weakening of support

Å They allow for Contractor or Principal arranged insurances using 

the same specification

Å They provide default inclusions for various items ïeg Partial hand 

over

Å They provide ñguideò percentage amounts for various standard 

items to be included in the amount insured ïeg fluctuations



The Changes ( contd )

ÅThey provide a ñguideò by way of dollar value for General (Public) 

Liability Insurances

Å They remove the default provision for PI Insurance for Contractor 

Design

Å They remove the requirement for specifying a Deductible value

Å They remove the requirement for confirmation that the premium 

has been paid 



Specific Inclusions

(i) Fire Fighting costs

(Most Insurance policies limit cover, if there could be substantial costs then this needs to 

be allowed for by a suitable sum ïinaccessible locations, the need for helicopters, 

extensive adjoining dry pasture land, extensive adjoining trees etc).

(ii)   Forest & Rural Fires Act - levies & fines

(Most Insurance policies only provide limited cover to $250,000 for any one claim and all 

claims. Higher limits should be considered in rural areas if in proximity to any large 

forestry blocks as the insured amount may not be adequate).

(iii)  Vibration, Removal and/or Weakening of Support

(Most Insurance policies limit this to $250,000 for any one claim and all claims. Higher 

limits should be considered if demolition of existing buildings, extensive excavation and 

dewatering is contemplated or there is use of heavy machinery, piling, underpinning or 

similar activities on site that are in close proximity to neighbouring buildings).



Specific Inclusions ( contd )

(iv) Damage to Principalsô Property which does not form part of the works.

(Some Insurance policies may exclude damage to any other Property of the 

Principal within the site boundaries. Cover should include liability for damage to 

Principalsô Property not included in the works.)

(v)  Legal costs

(The policy includes for the legal costs of the defence of any dispute or legal 

action that may arise as a consequence of a claim against the policy.)

(vi) Marine and Aviation Insurance

(Consider the possible use of barges and/or helicopters in the construction of 

the building and the potential for damage to be inflicted on third parties in the 

vicinity of the site.)

(vii)Annual run -off / Annual cut -off policies

(This is now identified as it is not standard with all policies. Cut-off means that 

the policy lapses at the expiry date of the policy unless specifically renewed 

whereas Run-off means it continues until the completion of the project.) 



Specific Inclusions ( contd )

(viii) Testing and Commissioning

(Cover during this period is now specifically included as a default provision                       

whereas previously it had to be specifically requested and therefore often    

forgotten)

(ix) Damage caused by faulty workmanship or design

(Flow-on cover is essential and available an is now included as a default 

provision)

(x) Partial Handover

(Continuance of cover during this period avoids the need for the Principalôs 

permanent insurance to be activated due to partial occupation of the building 

prior to its completion) 



SCC 2009

Insurance requirements

ÅIncluded in Sections 5 and 6 of SCC 2009 ï

general requirements

ÅIncluded in Schedules F1 to F5 of SCC 2009

ÅDescribed in PN 9.410 and Guide Letters



The Insurance Schedules F1 -F5

ÅF1 Specific Conditions of Insurance

This sets out the minimum requirements for the 

Contract Works Insurance, the General (Public) 

Liability Insurance, the Motor Vehicle Third Party 

Insurance and the Construction Plant and 

Equipment Insurance.

THIS IS THE INSURANCE SPECIFICATION 



The Insurance Schedules F1 -F5

ÅSchedules F2 to F5 

These are the insurers confirmation of all of the 

insurances specified.

THEY REQUIRE CHECKING BY YOU THAT 

THE  INSURANCES YOU HAVE SPECIFIED 

ARE PROVIDED



Schedule F1
Å Schedule F1 Specific Conditions of Insurance

Å These are minimum requirements and the Principal and/or 

Contractor are free to arrange whatever additional insurance 

protection they may require. These insurance arrangements do not 

limit or alter any indemnities as contained in the Standard 

Conditions of Contract.

Å 1. Contract Works Insurance

Å The Contractor shall effect insurance in the names of the Principal 

and the Contractor.

Å The Principal shall effect insurance in the joint names of the 

Principal, the Contractor and subcontractors.

Å (Delete provision which does not apply)

Å (To be completed irrespective of whether the Principal or the 

Contractor is insuring)

Å 1.1 The amount insured must be at least as much as the 

original Contract Price including Temporary Works, plus each of 

the following amounts.  Where there is no agreed Contract Price, 

the amount must be at least as much as the estimated cost of the 

Contract Works, plus each of the following amounts.

Å (a) an amount for items, to be included in the Contract 

Works which are not included in the Contract Price; the sum of: -

$~.00

Å (b) an amount for Variations that the Architect may direct 

during the Contract period; the sum of:

Å 5% of the Contract Price as described above

Å ~% of the Contract Price as described above

Å $~.00

Å (Delete provisions which do not apply)

Å (c) When provided for in the contract an amount for 

increased construction costs due to fluctuations during the Contract 

period; the sum of:

Å 2.5% of the Contract Price per annum as described 

above

Å ~% of the Contract Price per annum as described above

Å $~.00

Å (Delete provisions which do not apply)

Å (d) an amount for professional fees and similar costs, 

including as appropriate, architects, engineers, clerks of works and 

inspectors, the sum of:

Å 5% of the Contract Price as described above

Å ~% of the Contract Price as described above

Å $~.00

Å (Delete provisions which do not apply)

Å (e) an amount for the Cost of demolition, disposal and 

preparation for replacement work, the sum of:

Å 10% of the Contract Price as described above

Å ~ % of the Contract Price as described above

Å $~.00

Å (Delete provisions which do not apply)

Å (f) an amount for increased construction costs incurred as a 

result of loss or damage.

Å 2.5 % of the Contract Price per annum as described 

above

Å ~% of the Contract Price per annum as described above

Å $~.00

Å (Delete provisions which do not apply)



Schedule F1 contd

Å The insurance shall make provision for automatic change of cover 

for items (a) to (f) above, to provide insurance for any additions to 

or deductions from the Contract Price which occurs after 

acceptance of the tender or other offer.

Å Where appropriate, the insurance shall include cover for

Å (i) Testing and commissioning

Å (ii) Earthquake to the full Sum Insured

Å (iii) Partial handover/occupation by the Principal, where 

required by the contract

Å (iv) Flow on damage as a result of faulty materials, 

workmanship or error and omissions in design

Å 1.2 Existing structures

Å The Principal shall arrange insurance for loss or damage to the 

Principalôs existing structures and contents arising out of the 

performance of the Contract Works.

Å The existing structures are: -

Å 2. General (Public) Liability Insurance

Å 2.1 The Contractor shall effect insurance in the name of the 

Principal and the Contractor

Å The insurance shall be effected for an amount not less than:  

$2,000,000.00

Å Where appropriate, the insurance may be required to confirm to 

include cover for

Å (i) Vibration, removal of support 

Å (ii) Forest & Rural Fires Act

Å (iii) Fire fighting costs

Å (iv) Punitive & exemplary damage

Å (v) Use of mobile plant

Å (vi) Use of watercraft

Å (vii) Use of explosives

Å 3. Motor Vehicle Third Party Liability Insurance

Å 3.1 The Contractor shall effect insurance in the names of the 

Principal and the Contractor

Å The insurance shall be effected for an amount not less than:

$2,000,000.00

Å 4. Construction Plant & Equipment

Å 3.2 The Contractor shall effect insurance on all construction 

plant and equipment with a value greater than:

$10,000.00 

Å



Schedules F2 -F5

ÅSchedule F2 Confirmation of Insurance -

Contract Works

ÅSchedule F3 Confirmation of insurance -

General (public) liability

ÅSchedule F4 Confirmation of Insurance

Motor Vehicle Third Party Liability

ÅSchedule F5 Confirmation of Insurance

Construction plant and equipment



Filling out Schedule F1

Å5.1 Contract Works Insurance

Å5.1.1 Insert an estimated amount for the Contract 

Price or leave this blank so that the Contractor 

can enter its Tender Price. If the Principal is to 

effect the insurances then enter the Contract Price 

(or an estimated amount for later adjustment 

when the Contract price is known).

ÅInclude an allowance for Temporary Works.



Filling out Schedule F1

Å(a) Insert the value of items incorporated, or to be 

incorporated, in the Contract Works, the cost of which is 

not included in the Contract Price. Make sure that this 

figure includes an allowance for any labour or materials 

provided by the Principal including the value of any 

Separate Contracts. Also, when engaged for tenancy fit-

out work, include an allowance for the value of Landlords 

property contained within the area of the Clientôs tenancy 

which could be affected by the Works. The value of items 

such as ceilings, M&E plant and equipment and floor 

coverings etc are examples of this and must be included.



Filling out Schedule F1

Å(b) Enter in an amount being a sum for any likely 

variations based upon your experience.

Å(c) Enter an amount to allow for any anticipated 

increased cost during the construction period

Å(d) Enter an amount for any professional fees that may 

be incurred for re-design or contract administration 

services after a loss and for any other professional 

charges (i.e. council consent fees, costs for clerks of 

works and incidental fees).



Filling out Schedule F1

e) Enter an amount for the Cost of demolition, disposal and 

preparation for replacement work.

Å Make sure that the amount is adequate to cater for a large loss 

that could occur near the end of the construction period.

Å Also allow for an additional sum if the project includes any 

specialised materials that must be handled with care if damaged 

and cannot be disposed of in the normal manner (i.e. cannot be 

disposed of in an ordinary landfill etc).

Å Consider the accessibility and timing restrictions that may affect 

the site (i.e. is it close to dumps that can handle the debris or does 

the debris need to be removed by non-conventional means? ïa 

helicopter as an example!).



Filling out Schedule F1

Å (f) Enter an amount for increased construction costs during a 

reconstruction period.

Make sure you have allowed for any Foreign exchange 

movements which may affect the costs in the event of a loss.

5.1.2 Existing Structures being worked upon/altered

Å Where the works are for alterations or other work to or within an 

existing building, the Principal should be advised to maintain the 

permanent insurance and advise the permanent insurer of the 

intended alterations as a ñmaterial disclosureò to keep the existing 

insurance in force. The Principal should take advice on other 

appropriate insurances ïe.g. loss of business continuity etc 

should damage or destruction occur during the performance of the 

work.



Filling out Schedule F1

Å Ideally, the Contract Works Insurance should be arranged with the 

same insurer so as to make certain the Contract Works insurance 

cover is compatible with the insurance for the existing structure. 

This is a matter you should discuss with your client, your Clientôs 

insurance advisers and/or the Contractor.

Å It is important existing structures should be insured for their Full 

Replacement Value, less any value of portions being demolished 

as part of the works (i.e. in the event of a major loss that affects 

both the existing structure and the new work simultaneously the 

insurance proceeds for any replacement may come up short of 

what is necessary if the existing structure is insured only for its 

indemnity value ïnote items c) to f) prior).



Filling out Schedule F1

ÅWhere the works involve tenancy fit-outs or tenancy alterations, 

request your tenancy client to advise you of any specific insurance 

or risk obligations associated with the carrying out of tenancy work 

required under the lease and include for these obligations in the 

insurance requirements. Most tenancy work will involve some 

alteration to the existing building. Accordingly it will be necessary 

to have your client advise the landlord of the intention to carry out 

tenancy work and for the landlord to advise the permanent insurer 

of this intention as a ñmaterial disclosureò as referred to above. 

Refer to F1.1(a) above for the allowances necessary to cover 

Landlordôs property contained within the tenancy area. Be aware of 

the existence of other tenants in the building and seek specialised 

advice through your client for the need for any other insurances to 

safeguard the client against untoward claims. Also refer to General 

(Public) Liability Insurance below.



Filling out Schedule F1

ÅWhere the Principal has elected not to insure the existing 

Building (for example Ministry of Education schools are 

often self insured by the Ministry) then an indemnity 

should be given by the Principal to the Contractor for the 

existing structures being worked upon. It would be fair 

and reasonable for the Principal not to expect the 

Contractor to take on any burden for the existing 

structure in such circumstances.



Filling out Schedule F1

5.2 General Liability Insurance (also known as Public Liability 

Insurance)

ÅProvides cover for the Contractor for any damage to Third Partiesô 

property and interests and for Personal Injury. (i.e. Third Party 

Property can include other contractorsô equipment on site, 

neighbouring buildings, adjacent infrastructure etc.)

Å The insurance is specified to be in the names of the Principal and 

the Contractor with a cross liabilities clause included (i.e. this 

means that each party can claim against the other as if they had 

separate policies, subject to the limitations of the policy).

Å General Liability Insurance is to be effected for not less than an 

amount specified. To determine this amount it is necessary to take 

into account the hazards that may exist on or in the vicinity of the 

site. For example, a new building on an open rural site will present 

much less a risk than one in the central business district.



Filling out Schedule F1

ÅAs a general guide $1 million to $2 million is 

commonplace and is relatively inexpensive. $5 million to 

$10 million is usual on projects where the surrounding 

buildings together with the associated uses of cranes 

and machinery present risks of this order. Practises are 

advised to do a risk assessment recording the 

approximate value of adjoining buildings and the value of 

other utilities that could possibly be affected by 

accidental acts. Record this calculation and discuss it 

with your client ïor better still (in complex situations) 

request your client to seek specialist advice.



Filling out Schedule F1

Å Tenancy work referred to in the section above presents further 

issues to be addressed under General Liability. Again, General 

Liability extends to the immediate areas outside the boundaries of 

the tenancy and will include landlord areas, other tenancy areas 

and the surrounds of the site. The clientôs tenancy agreement will 

normally include provisions for General Liability Insurance and 

specify an amount and your client must be requested to supply you 

with details of these obligations. Further, the client will need to 

advise the landlord of the intention to carry out the tenancy work 

and the landlord in turn will need to advise its insurer of the nature 

and extent of the proposed works. Most tenancy work will involve 

alteration to the landlordôs property and this is referred to above as 

part of the Contract Works insurance Schedule 1.1(a).



Filling out Schedule F1

5.3. Motor Vehicle Third Party Liability

ÅProvides cover for the Contractor for any damage to Third Partiesô 

Property and for Personal Injury resulting from the use of vehicles 

in connection with the works (i.e. Third Party Property can include 

other contractorsô equipment on site, neighbouring buildings, 

underground services, adjacent infrastructure etc.)

Å The Contractor is to effect the insurance in the names of the 

Principal and the Contractor with a cross liabilities clause included 

(i.e. this means that each party can claim against the other as if 

they had separate policies, subject to the limitations of the policy).

Å Motor Vehicle Third Party liability insurance is to be effected for not 

less than an amount to be specified. (Such amount should take 

into account the hazards that may exist on or in the vicinity of the 

site as may be affected by motor vehicles running amok and 

causing damage).



Filling out Schedule F1

5.4 Plant and Equipment - Contractors Construction 

Machinery

ÅProvides cover for the Contractor for any damage to 

construction machinery. (This is to ensure the Contractor 

has the necessary funds in the event of a loss to 

reinstate machinery so affected and to continue with the 

works).



Practice Note and Guide Letters

Refer to PN 9.410 and associated 

Guide Letters for further assistance

ÅGuide letters to clients cover ï

1. Alterations to existing structures

2. Tenancy Work

3. New Construction



BE CAREFUL OUT 
THERE!


