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Who should purchase Builders
Risk...the builder or the
homeowner?

We place a lot of builders risk. At times, we get asked who should purchase the
coverage, the builder or the homeowner. Sometimes this question is driven by a
builder who would rather not be bothered with getting the insurance set up.
Other times it is driven by the homeowner's agent who tells them, “I can get
better pricing than that BR quote your builder showed you.” Recently, we’ve run
across this question several times, driven perhaps by property coverages,
including builders risk, getting more expensive and harder to place, especially for
high value homes or for homes in high wildfire areas.

That was exactly the situation we ran into recently. Our producer had a
contractor who requested a builders risk quote for a 18 month remodel project.
They needed coverage for both the $1.5M existing structure as well as the $1.8M
renovations. The quote came back a bit north of $20K. The builder gave a copy to
his client, who showed it to the agent who handled their homeowners insurance.
The personal lines agent told the owner that the pricing was way too high and he
could do better, so he offered a personal lines quote that allowed for the
renovations to be done.
The pricing was lower, and it may have protected the homeowner, but it
certainly would not have protected the builder.
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Here’s how it works:
The builder will not be a named insured on the personal lines policy.
If there is a claim on the personal lines policy, the personal lines carrier will
cover the claim and then subrogate to the builder.
Why do you think the personal lines carrier often requires a copy of the
builder’s GL policy?
However, the builder’s GL won't respond since the project is not completed.
As you probably know, this is true of every GL which is one of the reasons
builders place Builders Risk coverage in the first place.
Therefore, if the builder agrees to do this job with a personal lines policy
providing coverage, they are essentially agreeing to operate without any
insurance coverage or protection for themselves!

That reason alone is enough to make this an unacceptable option for the builder.
However, there are also coverage issues with the personal lines policies,
including limitations on coverage for theft, glass breakage or for materials used
in repair, construction, renovation or remodeling. Here is actual policy language
from an HO3:
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Exclusion of coverage for glass if the property is vacant for more than 60 days
(how long will your project take?):

Exclusion of theft in or to a dwelling under construction...until the dwelling is
finished and occupied:
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Exclusion of any of the materials used in repair, construction, renovation or
remodeling (How much do the materials actually cost on your project?):

In addition to these exclusions, personal lines policies are silent on, and provide
no coverage for things like soft costs, materials stored off-site or materials in
transit. All of these limitations leave substantial coverage concerns for the
builder...and for their client.
Some producers may unknowingly suggest a DP policy in place of an HO policy.
The HO3 is reserved for homeowners, while the DP3 refers to an insurance
policy covering a residential building, usually rented to others. Even if a DP policy
is otherwise appropriate, the coverage limitations present on the HO form are
largely present on the DP form as well.

The builder who accepts stand alone personal lines policies in place of builders
.com
CAlliance The
risk should accept that they are basically working without
NWcoverage.
producer who places that coverage should accept that they are taking on a
substantial E&O risk.

JULY 2021 - NWCALLIANCE.COM

We see successful builders do several things to manage this situation with their
clients:
They make sure the client understands why the Builders Risk needs to be
placed by the builder.
They pass the cost along to the insured, either directly or through fees they
build into their contract.
They can offer to include the homeowner as an additional named insured so
that the homeowner is confident their interest will be protected in the event
of a claim.
There are rare situations where a personal lines policy can play a role. However,
it is usually in a circumstance where builders risk is not available to cover the
whole risk for one reason or another; it usually is when a project that is partially
completed needs coverage; it usually needs to coordinate with also having a
builders risk in place; and it usually still leaves potential gaps that are not present
if builders risk can cover the entire project.

It is important that you work with a wholesale broker
that understands these intricacies and can help you
navigate them. If you want to learn more about how
Wise Insure and the NationWide Contractors Alliance
might be able to help you address builders risk, or the
other needs of your construction clients, Contact us
today or call 360-464-2531.
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