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What can you do
with Builders Risk?

Writing insurance for construction risks is nuanced, and often different from
other commercial risks. In many cases, there are specific coverage points that
are essential to effectively selling insurance to contractors. Understanding these
coverage points can be the difference between closing an account and losing an
account - or avoiding an E&O claim if you don’t know what you are doing.

When placing Builders Risk, there are a number of things you can do. However,
it’s not always the best idea to do them just because you can.

Can you place Builders Risk with a carrier that rates on sales instead of costs?
Yes, but should you? In most cases, no!
Let’s say you are building a home with completed costs of $300,000. It is on a
typical lot that costs $75,000. Once it is built, you are able to sell it for
$600,000 including profit.
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Now let's say you build the exact same home, with completed costs of
$300,000. However, this time you build it on a 2 acre view lot in a highly
desirable location and you are able to sell it for $1,000,000. Why should you
pay more in BR premium just because of where you built the home?
The rate on a policy based on sales is usually 30% less than a policy based on
costs. However, you know that costs (not including land) are typically half, or
less, of the sales price. Your BR premium will be much lower when rated on
costs rather than sales.

Can you cover multiple homes on an annual blanket? Yes, but should you? In
most cases, no!
A blanket policy can reduce administrative work, reduce locations not being
covered if they are not reported by the insured, and reduce E&O exposure for
the agency if they miss reporting a location to the carrier. However, most
annual blankets charge an annual rate, even if you don’t need coverage for a
particular location for the entire policy term.
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Here is an example:
Let’s say you plan to build 20 homes with an average insured value of
$250,000 = $5,000,000 in total.
If you were able to get a rate of $0.16, you would pay $8,000 in
premium (5,000,000 / 100 X 0.16 = $8,000) using the traditional
annual blanket approach.
On the other hand, if you had a blanket policy that only charges for the
months you need each location covered, and you completed each within 6
months, you pay $4,000 in premium. Here’s the math:
0.16 / 12 X 6 = $0.08, 6 month pro-rata rate.
Premium Due = ($5,000,000 / 100) X pro-rata rate of $0.080 = $4,000
So you could use an annual blanket…but a modified blanket would be much
better!
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Can you cover multiple homes with a monthly reporter? Yes, but should you?
In most cases, no!
The rate on a monthly reporter is typically more than two times higher than
an annual blanket. Plus, it brings with it much greater administrative work and
E&O exposure. So an annual blanket is usually better…and as discussed in the
previous point, a modified blanket is even better yet.
Some builders use the monthly reporter due to cash flow issues. They don’t
want to pay the deposit for a full year, which is required on a blanket.
However, when you work with a wholesale broker like Wise Insure, who can
offer financing that emulates a monthly reporter without doubling the rate,
that reason disappears quickly. And yes, we can finance the modified blanket
policy as well as one-shot policies.

Can you have the homeowner purchase Builders Risk instead of the
contractor? Yes, but should you? In most cases, no!
There are a number of reasons why this can be a very bad idea. The primary
reason is that usually the insurance purchased by the homeowner will cover
the homeowner, but not the builder. In the event of a claim, the homeowner’s
insurance will cover it and then subrogate against the builder. The builder’s
GL will not provide coverage due to the home not being complete yet.
Additionally, coverage placed by the homeowner, especially if placed on a
personal lines policy (which often happens), will usually have significant
coverage gaps compared to a commercial builders risk policy.
If you would like to learn more about this topic, please see our NWCA
Newsletter from July of 2021. The entire newsletter is devoted to discussing
this issue in great detail.
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Wise Insure is the wholesale brokerage division of the
NationWide Contractors Alliance. We focus on
construction related risks. In addition to being
experts with Builders Risk, we also offer GL, XS, IF,
Cyber, and other lines of coverage for contractors
and trades. If you are a retail agent who wants to
learn more about how Wise Insure can help with the
needs of your construction clients, Contact us today
or call 360-464-2531.
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If you really want to up your game working with contractors, be sure to check
out our Construction Insurance Risk Education (CIRE) program, designed to
help agents develop the expertise they need to effectively work with clients in
the construction industry. We have partnered with Bison MountainFinancial
(BMFCE) to offer these courses for a total of 23 CE credits, currently available in
26 states.
CIRE has recently announced a partnership with On3, a mobile-first AI field
learning tool that has verifiably shown it can make the necessary rapid expansion
of the construction labor force become both possible and prudent. Two of the
first CIRE courses to be hosted on the On3 platform will include Claims
Readiness for Job Site Accidents and Claims Readiness for Construction Defect
Problems.

