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About Zurich
A changing world can bring new opportunities, but it can also add
unexpected complexity and challenges to the management of risk. At Zurich,
our goal is to help our customers understand and protect themselves from
risk.
Our unique position in South Africa, as a global insurer with a strong local
market presence allows us to bring significant benefits to our customers and
their communities. From sharing products, through to the delivery of risk
management and claims expertise, we are able to draw on our global
network of specialists.
We help individuals; small and medium sized companies and global
corporations understand and protect themselves from risk by offering a wide
range of insurance products, risk management solutions and advisory
services.
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Contractual Risk
Building single line risk solutions for 21st Century
construction projects
FIDIC, NEC or JCCB forms of construction contract
standards, many large Multinational corporations often
draft their own “special forms of contract conditions”.
Care of the works indicates to the contractor what their
responsibility is with regards to the project works. It is
important to note that the obligations that arise out of
the contract between the parties – the principal and the
contractor – cannot be replaced by the insurance policy.
The insurance policy is only put in place to mitigate
certain of the risks the owner/developer and or
contractor faces. An insurable interest is declared and
the insurer accepts this risk in return for a premium,
subject to certain terms and conditions.

JP Holmes, Portfolio Head: Engineering, Zurich South Africa

Commercial insurance brokers have to assist their
customers in mitigating the myriad of risks that may arise
during multi million rand construction projects which
frequently involve dozens of contractors and subcontractors and can take years to complete.
The best advice to the insured – the owners, principals
and financiers behind these mega deals – is to finalise
their insurance strategies as early as possible. Most
insurance experts recommend that these strategies be in
place prior to the contract going to tender!
The reason for this is twofold. Firstly, insurance is a
commercial consideration that can have a significant
impact on project costs. Secondly, because there are
many variables that have to be considered when taking
out project specific insurance, not least of which
whether the principal or contractor should take out
cover.
It makes no sense, for example, for each contractor on a
large project to price for specific insurance requirements
when an insurer can provide project-wide covers to the
principal – from concept, to design, feasibility and
through to the final project handover.
Where does project specific insurance fit in? Mega
construction projects begin with a works contract which
includes (among other) a limitation of liability, ‘care of
the works’ and an insurance section. Although most
construction contracts are adaptations from the typical
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The insurance section of the works contract will stipulate
each contractor’s obligation with regards risk. In the
event the principal takes out insurance for the project
they will/should provide each contractor with a schedule
of what is covered, leaving the contractor to take care of
any possible gaps.
Failure by the relevant contracting parties on a project to
understand the relationship between the works contract
and insurance covers can be costly. The insurer’s role –
with assistance from the commercial broker – is
therefore to assist its construction customers in
understanding both the contractual relationships and
associated risks before putting in place an optimal risk
transfer solution.
At Zurich this is achieved by combining various products
under its Engineering Lines division into a single line
solution for construction projects. The group’s main risk
policies include Construction All Risks and Erection All
Risks. Machinery Breakdown and so-called
consequential damage loss policies (such as business
interruption and advanced loss of profits) are also
important. Electronic equipment policies are also
available for larger broadcasting entities, hospitals and
aviation firms as are Contractors construction plant and
equipment covers. Complex manufacturing and
fabricating can also be covered through Works Damage
or Work-In-Progress Damage policies.
Zurich’s focus has always been on providing the
policyholder with the best possible insurance offering.
They achieve this through a broker-assisted distribution
model. The insurer supports these brokers in their
advisory role to the customer by making sure that they
are technically updated on the available covers.

Support extends to reviewing and offering guidance on
the contractual requirements in the contract. These are
examples of value added services that an insurer can
offer to the mid-market broker; large nationals tend to
have mature engineering teams and can undertake
many of these services in-house.

wind turbines floating 10 kilometres offshore. Insurers
will have to consider whether this type of construction
project is a minefield, or whether sensible products can
be designed. And the individuals they hire will need to
have the necessary skills to understand these evolving
insurance risks.

The values written under single line construction project
solutions vary from one project to the next. Because of
the large sum insured, Engineering Insurance risk
carrying capacity is typically calculated according to the
probable maximum loss (PML). PML is an estimate of the
maximum loss which could be sustained by the Insurers
as a result of any one occurrence considered by the
underwriter to be within the realms of probability.

Skill is what separates the winners from the also-rans in
this competitive sector. Since the advent of construction
insurance in the late 1920s insurers have increasingly
hired in qualified engineers, because it is easier to
educate an engineer on insurance than the other way
around. Specialist engineering skills are on hand to assist
customers to understand their risk better, to optimise
their insurance purchasing capacity and to mitigate
insurance risks.

Zurich South Africa has a PML cap on any one risk of
US$175 million, or nearly R2 billion. The company boasts
one of the largest single line engineering capacities in
the South African market and can cover larger limits by
reinsuring through the group or via other reinsurers.
South African insurers that are active in the large
construction space are under pressure at present. As in
most other areas of insurance, profit margins are coming
under increasing pressure. There is a great deal of cheap
capacity in the engineering insurance environment and
new market entrants – backed up by reinsurer support –
are driving rates lower. The result is a refocus and
consolidation among major players in this segment.

Today Zurich has more than 3,000 engineering specialists
globally and the insurer draws extensively on this
expertise when assisting local customers with risk
mitigation programmes. Zurich focus on its ability to
accommodate customers’ cross-border risks legally and
in a compliant manner forms a key aspect of living out its
value of “Integrity”. With much of the C&E
opportunities coming in the form of expansion taking
place into Africa, insurers have to be selective about the
types of project they underwrite. There is a continual
trade-off between accepting the customers’ risk and
ensuring an adequate level of return once the project is
successfully completed.

There are a number of additional factors contributing to
declining profitability in engineering lines. One is the
noticeable deterioration in craftsmanship and capability
in a number of critical construction areas. Another is the
recent labour unrest that has done little to improve
confidence in the construction sector. Work is also scarce
due to government’s massive infrastructure
regeneration programme not filtering through as
quickly as expected.

Zurich offers its customers trusted insurance paper on a
global basis. Its consistent value proposition ensures that
customers benefit from the same Zurich offering in
Australia as they receive in South Africa or anywhere else
in the world. The group remains an insurer of choice for
large construction projects thanks to its ability to put
customers’ interests first and by providing consistent
product, product delivery and insurance strategy
globally.
JP Holmes, Portfolio Head: Engineering, Zurich South Africa

“Today Zurich has more than
3,000 engineering specialists
globally and the insurer draws
extensively on this expertise when
assisting local customers with risk
mitigation programmes.”

What is the future of engineering lines? Insurers will
have to adapt their product offerings to accommodate
the impact of technology in diverse fields such as
renewable energy. A decade from today it will be
commonplace to insure, for example, large forests of
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Works Contract vs Insurance Policy
Contractors need legal smarts to unpack the obligations
contained in construction contracts
There is one certainty when dealing with multi-billion
rand construction projects, namely that reams of legal
documents will have to be drawn up and signed.

Mthombo fuel refinery, Transnet’s multi-products
pipeline and the Venetia underground mine. Each of
these projects tipped the scales in excess of USD2 billion.

In fact, insurers often joke that early works contracts and
insurance policies were measured in feet and inches
based on how much cabinet space the finished
documentation filled. If you were dealing with a sixfooter then you knew that your project had significant
scale. Little has changed since, except perhaps that much
of the documentation can now be stored electronically.

Project owners, contractors and sub-contractors are
therefore advised to clearly understand their obligations
both in terms of the works contract and the insurance
policy, which in Zurich’s case is currently the Contract
Works and Public Liability (CAR) policy.

Proper care must be taken when agreeing contract terms
and insurance covers for large construction projects due
to the sums involved and the importance of these
projects to the domestic economy. Deloitte’s African
Construction Trends Report 2013 lists the five biggest
construction projects underway in South Africa at the
time as the Kusile Power Station, Medupi Power Station,
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One of the requirements introduced in recent legislation
is that insurance policy wordings be presented as far as
possible in plain and simple English. Due to the
complexities that exist in the corporate insurance and
construction projects environments it is almost
impossible to meet this requirement; but we can ensure
that the applicable concepts and underlying
components in these documents are clearly defined.

Words such as obligation, contract and insurance policy
although well defined in law are not always applied
correctly. An obligation is the legal relationship between
at least two people, wherein one (the debtor) is obliged
as against the other (the creditor) to do something or
refrain from doing it. The legal relationship terminates
when the debtor renders the performance due, for
example when the building contractor completes the
building works.

A typical contract of insurance must contain a term that
the insurer will compensate or satisfy the insured for a
loss; a term that the insured will pay a premium or else a
term making the contract dependent on the payment of
a premium; and finally a term making the insurer’s
obligation dependent on the occurrence of an uncertain
or unplanned event. For a contract of insurance to be
valid, the insured party must have an insurable interest
in the subject of the insurance.

An obligation is usually a relationship of a temporary
nature, destined to be erased by subsequent satisfaction.
Some obligations extend over a period of years and are
of a continuous or enduring nature, such as obligations
arising out of a service contract or a lease, but even these
obligations terminate eventually.

A ‘short-term policy’ means an engineering policy,
guarantee policy, liability policy, miscellaneous policy,
motor policy, accident and health policy, property policy
or transportation policy or a contract comprising a
combination of any of those policies; and includes a
contract whereby any such contract is renewed or varied.
The various short-term policies are separately defined.
Clause 10.1 of the Principal Building Agreement requires
that insurance shall be undertaken for the works in the
joint names of the contractor and the employer for the
amount and the deductible stated in the schedule.

What gives rise to an obligation? The answer lies in the
second word that we wish to define today, namely
contracts. Contracts are among the most important
sources of an obligation because a contract is a covenant,
pact or agreement made with the intention to create an
obligation.
There are many stereotyped legal contracts from our
daily lives, including contracts of sale, lease, deposit
insurance and mandate. Our law does not have a
restricted number of contracts and any covenant that
complies with the general requirements is a valid
contract.
When a project owner embarks on a mega construction
project then the primary contract in play is the works
contract. Common contracts acknowledged locally
include the Joint Building Contracts Committee’s (JBCC)
suite of building agreements, FIDIC (Fédération
Internationale des Ingénieurs-Conseils) and NEC (New
Engineering Contract).

Some employers, and in particular insurance companies
who have become increasingly prominent as developers
of building projects, have an understandable reluctance
to allow the contractor to place the insurance where he
wants to, and consequently the agreement contains a
provision that such insurance policies may be taken out
either by the contractor or the employer. When it is
required that the works are completed in sections or
where the contract is for alterations and additions, the
employer shall effect the insurances.

Each contract type imposes certain obligations on both
the employer and contractor, including architects,
quantity surveyors or engineers. In the case of the JBCC
Principle Agreement, for example, there are obligations
to: submit priced bills of quantities or a lump sum
document; furnish security; furnish a waiver of lien;
appoint a site representative; prepare a construction
programme; carry out and complete the work in
accordance with the contract etc.
An insurance contract is specifically defined in Lake v
Reinsurance Corporation Ltd, where the court adopted
the following broad definition: “A contract between an
insurer and an insured, whereby the insurer undertakes
in return for the payment of a price or premium to
render to the insured a sum of, or its equivalent, on the
happening of a specified uncertain event in which the
insured has some interest.”

Gerrie Nel, Everingham, Rogers, Nel & Partners

Construction Insights 4

The current Zurich Engineering policy wording
comprises seven sections and the particular engineering
insurance contracts entered into between Zurich and its
insured will consist of the schedule plus those policy
sections that are stated in the schedule to be of
application.
The Zurich CAR policy, which lists upwards of 10 general
conditions that contractors must comply with, provides
or four scenarios, namely specific contract policies
(principal controlled), specific contract policy (contractor
arranged), annual policy (principal controlled) and
annual policy (contractor arranged). In each instance the
insured contract is described as “all contracts
undertaken by the insured as fully described in the
contract documents involving transit, erection,
commissioning, maintenance, contractors’ liability and
surrounding property”.
Confusion often arises from the interrelation of the
contract works agreement and insurance policy. Does a
works contract form part of the CAR insurance policy, for
example? To answer this we must consider what a policy
is. According to Reinecke, Van der Merwe, Van Niekerk &
Havenga, contracts of insurance need not be in writing
to be valid but the standard practice is to reduce these
contracts to writing.
According to them, a policy is a document expressing the
terms of a contract of insurance. And the Zurich CAR
policy wording expressly refers to the insured (works)
contract, which means that it forms part of the CAR
insurance contract documents.
Who are the insured under the Zurich CAR policy? In the
case of a specific principal controlled contract policy, the
insured includes three parties identified as the employer,
the contractor and to the extent required by contract or
agreement sub-contractors, including transporters,
suppliers, manufacturers, project managers, architects,
land surveyors, quantity surveyors, engineers and other
advisers or consultants.
Why insure? Any major calamity causing physical loss of
or damage to the works could financially ruin a
contractor, and it is good business sense to insure the
works against such circumstance. Most building
contracts impose an obligation on the contractor to
effect insurance for a specified amount, to be
maintained until practical completion of the works,
when the risk of loss or damage passes to the employer.
Contract works insurance is for the risk of loss or damage
to the entire works, including the work performed by
subcontractors, and it is therefore unnecessary for
subcontractors to take out insurance for the subcontract
works.
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“Why insure? Any major calamity causing
physical loss of or damage to the works
could financially ruin a contractor, and it is
good business sense to insure the works
against such circumstance.”
Public liability insurance, to cover the risks of third party
liability, is required to be taken out either by the
employer or the contractor, as designated in the
schedule, for the amount and deductible stated therein.
Each sub-contractor is similarly required to take out
public liability insurance.
As an accident arising out of even a very small contract
can cause serious personal injury leading to a claim
possibly in excess of R1 million, the cover should be
substantial. These insurances are to be kept in force until
the date of final completion.
Gerrie Nel, Everingham, Rogers, Nel & Partners

Surety Bonds
Construction ﬁrms increasingly turn to insurers
for their surety bond requirements
There is a perception that the business of providing
financial sureties lies with the banking rather than the
insurance sector, but nothing could be further from the
truth. Insurers, especially those who have a solid track
record and experience, such as Zurich are well placed to
assess and issue this category of financial product due to
their involvement in underwriting risk on complex multibillion rand projects.
In the following paragraphs we distinguish between
surety and insurance and explain why firms should
consider the surety bond offering of an insurer over that
of a bank. We begin our journey with some definitions.
Insurance is a two party agreement where the one party
(the insurer) provides indemnity for losses that the other
party (the insured or policyholder) may incur. In return
for that indemnity the policyholder pays a premium to
the insurer.
The surety space, meanwhile, deals with three-party
agreements. The firm that issues the surety bond stands
in surety for a second party (its customer) who in turn has
a contractual obligation to a third party, typically the
employer or beneficiary on a large project. If the
customer fails in its obligations to the third party then
the bond issuer steps in to indemnify the third party.
Sureties provide an assurance to third parties that the
contractor (customers) have been vetted and can rest
easy knowing that they have the capability, experience
and resources to perform as stipulated in a contract or
tender document. In the event that the surety bond is
triggered, the surety will compensate the third party and
not the customer.
The surety bond concept can be illustrated by using a
simple job interview process as an example. If you refer a
friend (customer) to a potential employer (third party)
you are effectively standing surety for that friend. You
indicate to the employer that you know the person, that
you believe this person will be an asset to the
organisation and that they can confidently go ahead
with the hire. If your friend fails to perform in the job
then you would undoubtedly feel that you have a sense
of responsibility to the employer.
Surety bonds are not a new concept and are well known
and well established both locally and abroad. It is said
that surety business has its roots in the Roman Empire.
South African insurers have been writing these bonds for
some time, though banks remain the market leader.

Reeta Ambaram, Head of Surety, Zurich South Africa

More contractors are turning to Sureties:

ŸBasil Requirements for Banks
ŸCredit Lines being used for a guarantee facility which
can be tied up in the medium term. Banks offset their
guarantees against a customer’s total credit facility for
the year in question. The result is that bank customers
have to continually trade-off between their financing
requirements on the one hand versus tying up funds in
guarantees on the other

ŸUnfair calling up of the guarantee – given that Banks
offer On-Demand Bonds vs Conditional Bonds issued
by Sureties
ŸSurety relationships are built over time and collateral
requirements could decrease as the Surety builds a
good track record and understanding of the business,
its operations, strategy and results

ŸBuilding Surety Relationships with a long term view is
gaining momentum as Contractors are realising that
Sureties are vital to their future success
There is little doubt that as the financial demands on
participants in large projects skyrocket, the appetite
among local firms for insurer-issued surety bonds is on
the rise. And this is good news for Zurich thanks to its
extensive local and global experience in structuring such
products.
The size of the bond depends very much on the size of
the underlying contract. In South Africa, the typical
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coupon is 10% to 15% of the contract value. If a claim
event is triggered – let’s say there is a breach of contract –
the employer will quantify the damages that are
incurred and claim that value against the guarantee.
Insurers mitigate their risk by knowing their customers.
We assess the level of risk and make sure that we are
comfortable with it. This entails a comprehensive
assessment including gathering background
information on the customer and placing their financial
statements under a microscope. We look at their history,
the banking relationships, their profitability, liquidity
and gearing to name a few. In a nutshell we take a
comprehensive view of their financial position,
operating and business strategy.
Then we look at the projects that they are undertaking.
Do they have the skills and competencies to complete
the project that they are asking us to be bonded for? We
look at how much of their assets are encumbered by
other creditors. There has to be value in the business for
us, because if the bond is triggered we have to meet the
third party liability and ultimately recover what we can
from the customer.
Customers are urged to submit an application for bond
surety as early as possible. Typically the surety market
does not charge for unutilised facilities, so it makes sense
for customers to build a long term relationship with the
surety provider and have the facility in place in case they
need it. When a customer requires a bond the legwork is
already done and the solution can be put in place with
the minimum delay.

Reeta Ambaram, Head of Surety, Zurich South Africa
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Mega Projects
Knowledge and experience are key differentiators
in the complex world of principal arranged insurance
Large construction projects require complex insurance
solutions to ensure that the risks faced by hundreds of
contractors and sub-contractors are adequately covered.
At Eskom’s Medupi construction site, for example, there
are some 23 contractors and 267 sub-contractors
working at any time, while the project value, including
VAT and interest, might top R200 billion upon final
commissioning.
A popular way of implementing insurance solutions for
mega projects is through Principal Controlled Insurance
(PCI). These are programmes whereby principals or
owners of large projects can ensure that all parties to the
construction project are adequately insured for Contract
Works, Public Liability, Professional Indemnity and other
relevant insurance covers for the duration of the build.
A more accurate definition of PCI is Principal Arranged
Insurance (PAI) and the term is favoured by insurers such
as Zurich. The reason is that the word “controlled” gives
the impression that the principal (or the owner or
employer) is in full control. This is not quite true because
the principal cannot unilaterally change the terms in the
insurance policy. Any change might affect all or some of
the parties that are insured under the policy and
therefore the agreement of all must be sought.
A notable trend in the construction projects insurance
market is the requirement to tackle insurance strategy as
early in the process as possible. It is therefore not
uncommon for the principal to discuss insurance
requirements with insurance brokers and insurers before
the tender documents are prepared. Therefore the
insurance requirements are stipulated in the contract.
The contract document will specify whether the
principal or employer on the construction project should
take out the insurance policy on behalf of all the
contracting parties or whether each contractor coming
to the site has to carry its own covers.
Under the first scenario the requirement for PAI will have
been stipulated in the tender documents and the
relevant clauses inserted into the contract document.
The principal will take out covers on behalf of the
contractors and sub-contractors on the project. The onus
is on the principal to make sure that all of the necessary
insurance covers are in place to indemnify loss or
damage in carrying out the contract works. The policy
must cover the principal too – including free issue
materials that he supplies to contractors.

In the second scenario the principal will request copies of
each contractor’s policies to ensure the required covers
are in place. He can request copies of the contract works
policy, general liability policy, employers’ liability policy,
removal of support policy, professional indemnity policy
– or whatever policy is stipulated in the contract – and
the contractor is obliged to provide it. The contractor
must also provide proof that the premium for these
covers has been paid.
The responsibility for all insurance arrangements and
procedures is passed down to the relevant contractor. If a
contractor suffers loss or damage on site it will have to
submit a claim to its insurer which would then send a loss
adjuster as appropriate.
The world of PAI is complex because it must cover the
principal, hundreds of contractors and materials or
services that the principal might supply to these
contractors (for example construction materials at bulk
discounts).
When a principal has offered to cover a contractor on its
insurance policy and the contractor suffers loss or
damage, the contractor will approach the principal with
its claim. The contractor might say: Thank you for
arranging the policy – now please tell the insurer that I
have suffered a loss – and request that it arranges a loss
adjuster. This implies that the principal must have the
employees or department to handle the insurance
administration burden. It will also be responsible to
advise the insurer of any changes that may impact on the
risk profile of the various contractors on the policy.
You can get to grips with fundamental PAI concepts
without dwelling in the mega construction space.
Consider instead a homeowner with a house worth R3
million who wishes to make additions to the property
totalling R2 million. There is nothing that prevents this
homeowner from approaching an insurer with a request
for a PAI policy with a total of R5 million sum insured.
The PAI policy enables the homeowner to cover the
entire house and he can then tell each of the contractors
working on site that insurance is in place. Contractors
typically have their own contract works policies which
should pick up any gaps between the PAI policy
performance and their own policies. If the house burns
down a week before handover the owner is fully covered
and the owner should receive a pay out to rebuild a
completely new house.
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If each contractor had taken out insurance then, in all
likelihood, the homeowner would benefit from a
maximum of R2 million cover carried by them, with the
rest of the claim covered by his homeowners’ policy. In
the worst case the homeowner may have to seek
compensation for his loss from multiple insurers, a time
consuming and frustrating process.
All of South Africa’s major insurers offer PAI policies,
with Zurich being involved with power utilities’ power
station builds and upgrades for close on four decades.
The company also have a long involvement with
petrochemical industrial giants. The group's global
network, which extends to some 210 countries, is a
definite competitive advantage in a market where
knowledge and experience are key differentiators.

combined with swelling reinsurance capacity has also
resulted in softer rates and lower profits.
Project owners who wish to rise above the crowd must
implement a comprehensive insurance strategy as early
as possible and should partner with insurers that have
the required knowledge and experience in writing large
single project construction covers.

Gerrie Zaaiman, Specialist: Engineering Lines, Zurich
South Africa

One example of recent collaboration is that Zurich
Bahrain contacted Zurich Johannesburg when it was
preparing to construct a passenger rail solution due to
Zurich’s involvement with the Gauteng Province (the
principal) and the Bombela Consortium on Gautrain.
Another is that the Zurich engineering manager based in
Sao Paolo, Brazil could call on Zurich South Africa’s
experience of 2010 FIFA World Cup ™ stadium accidents
while preparing for the 2014 tournament stadium build
insurances.
Financiers of mega projects are instrumental in the
decision to enter the PAI policy space. If the financier
demands such cover to be in place then the project
principal might not have much say in the matter. The
financier would want to make sure that the principal is
able to perform on its loans and other debt obligations
as repayment falls due. We can use one of the
boiler/turbine units of a large six-pack coal-fired power
station under construction to illustrate the concept.
The contract with the financier would most probably
require that the power utility begin servicing its loan
obligations from the day the unit first produces power. If
the unit suffers a major loss at commissioning stage just
before handover, it will be unable to meet its loan
repayments from revenues from this project and will
have to either draw down on other income or sell assets.
In this case the pay out from contract works insurance
will enable the firm to rebuild the unit and to start
repaying the interest
if such interest had been
capitalised during the construction stage and included in
the project value insured.
Slower than expected economic growth in South Africa
has introduced a lack of enough new projects in the
engineering sector and although there are still a number
of new R1 billion-plus projects requiring PAI insurance
the competition among insurers is fierce. There are
fewer opportunities for local insurers who have to fight
for a smaller share of the market. Stiff competition
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Gerrie Zaaiman, Specialist: Engineering Lines, Zurich South Africa

“Project owners who wish to rise
above the crowd must implement a
comprehensive insurance strategy as
early as possible and should partner
with insurers that have the required
knowledge and experience in writing
large single project construction
cover.”

Professional Indemnity
Ensure construction project “peace of mind” by covering
all professional contractors with a single policy
Principals of large construction projects must rely on
dozens of contractors and sub-contractors to hand over
their developments on time. These projects, which often
take many years to complete, require close collaboration
between construction and engineering firms as well as
inputs from professionals in the architectural and
engineering fields for success.
It is practically impossible to mitigate every risk that
stakeholders face when completing multi-billion rand
construction projects. The most sensible solution is for
project owners, insurance brokers and insurers to meet
as early as possible to devise an insurance strategy for
the project. Insurance is a significant project cost and
stakeholders should seek clarity on its overall impact on
the project from day one.
Comprehensive insurance requires a close study of the
contract conditions to identify all the parties that need
cover and both the type and quantum of cover required.
The goal is for a seamless process wherein covers are
negotiated and put in place timeously in order to
perform from project conceptualisation and at all stages
in the design, implementation, handover and posthandover periods.
Insurance companies offer a number of solutions that
allow project owners to purchase construction project
peace of mind. Financial Lines products such as Single
Project Professional Indemnity (SPPI) and Liability cover
enable project managers to protect the principal’s
exposure to third parties that are contracted to the
project are extremely popular.
Zurich offers tailored commercial PI & Liability policies to
engineers, architects, project and construction managers
– or any professional consulting firm that provides
services to the construction sector – to cover such firm
from damages that result from negligent advice and
errors or omissions of design. These policies are typically
taken out on an annual basis to cover the insured for all
work undertaken, based on expected turnovers in a
given year.
Single project covers are available too, though
structured slightly differently. A single project architect
or engineer construct and design policy can cover all of
the design professionals that are involved with the
project under one policy. Other variations of this cover
are available, for example where a policy is either issued
to the Contractor (called contractor’s protective PI) or
Construction Insights 11

Nick Shutte, Head of Financial Lines, Zurich South Africa

the Principal (called owner’s protective PI). The process is
best illustrated by way of an example.
The owner (or principal) of a project that involves the
construction of a small office park can defer to the main
project manager or lead architect firm to take out cover
for both the firm and all of the sub-contractors or
consultants providing services to the firm. In this
scenario the project manager becomes the de facto
principal in the resulting insurance policy – with carte
blanche to subcontract with engineers, architects and
quantity surveyors of their choosing – but not forgetting
the firm’s contractual liability to the project owner.
A single project PI policy caters for all the design and
other professionals under the name of the project
manager. Cover is typically arranged for the duration of
the construction project and the policy will perform if
there are defective designs, errors or omissions prior to
the construction date, throughout the period of
construction and until the testing, commissioning and
handover. It is also possible to build in an extended
claims reporting ‘window’ for a further two or three
years – and up to seven years – after handover.
With large construction contracts in South Africa
frequently costing R1 billion or more the question is how
much single project PI cover the project manager should
carry. Zurich South Africa observes that cover must be
put in place to satisfy the terms and conditions in the
works contract. The quantum of this cover is determined
as a multiple of the professional firms’ fees, with few

projects exceeding R150 million to R200 million. Larger
projects might run up to R500 million, in which case the
insurance broker would structure the policy with the
primary insurance underwritten as one block by one
insurer with additional loss coverage from other
insurers.
How is the premium set? An insurer must consider a
range of factors in setting premium, beginning with the
actual contract turnover and the professional fees
involved. The number of professionals involved and the
quality of these professionals is also important. And
finally, attempts are made to calculate the limit of
liability and period of cover that is being requested.

“Zurich considers Single
Project PI & Liability
among its global strengths
and has vast experience in
cateringfor all types of
customers, jurisdictions and
country markets.”
“Zurich considers Single Project PI & Liability among its
global strengths and has vast experience in catering for
all types of customers, jurisdictions and country
markets.”
Africa has become an attractive investment destination
with many local firms expanding operations into the
continent. The result is that the number of cross border
construction projects is on the rise. One of the trends in
this regard is for project owners to contract in an African
country (outside of South Africa) but complete the
design work domestically. Zurich writes single projects
covers worldwide and has significant experience in the
Middle East thanks to the surge in construction activity in
markets such as Dubai. The region was so busy that it
once accounted for up to 24% of the world’s large
construction cranes!
Much of the work in this segment stems from large JSElisted construction firms such as WBHO and Murray and
Roberts; but SMMEs are active too. But market
conditions are extremely competitive. The combination
of large insurance competitors and the surplus
underwriting capacity have placed prices and profit
margins under severe pressure.

large single lines policies and perform at claims stage is
important too. These are all areas where multinational
insurers such as Zurich excel.
Claims that result from negligent advice and errors or
omissions of design can run into millions of rand and
often become evident years after the project handover.
A construction firm, for example, could carry out its
building and materials obligations without flaw only for
a subsequent event to stem from inadequate
architectural or engineering design.
In major construction works there are often problems
with the design of supporting structures, the use of
concrete of inadequate strength, miscalculated
quantities or consistencies etc. Lack of supervision on
the project can also lead to a failed interpretation of
design requirements during the ensuing construction. In
some of the abovementioned cases the liability can be
traced back to the principal project manager involved.
Due to the complex nature of large construction projects
it makes sense to insure the construction risk and
commercial PI with a single insurer. Zurich is currently
working on a combined product that includes an
element of marine cover with its Single Project PI,
Liability, Contractors All Risks, Marine and Assets cover
that will ensure that all assets required in a particular
project are covered. This product will be useful for large
renewable energy builds – an area of construction
showing strong growth potential at present. Other
product design improvements will centre on the
principal’s desire to pass over as much liability as possible
to the parties he is contracted with.
Zurich considers Single Project PI & Liability among its
global strengths and has vast experience in catering for
all types of customers, jurisdictions and country markets.
Aside from representation in around 210 country
markets the insurer has extensive single projects
experience thanks to its presence in the Middle East. The
challenge is to take this globally accepted product
offering and tweak it to suit South African market
conditions, a task made easy thanks to Zurich’s ability to
structure and customise solutions to meet customers’
needs.

Nick Shutte, Head of Financial Lines, Zurich South Africa

Construction projects are governed by the stakeholders
that are involved and the contractual arrangements
between them with the result there are few areas in
which insurers can innovate. What separates one insurer
from the next is the ability to offer risk management
services as well as assistance in interpreting legal and
contractual documentation. The ability to underwrite
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Assessing Loss
Specialist skills essential to assess large and
technically complex construction claims
The business of insurance is simple. An insurer is offered
a risk to insure, it weighs up the risk profile presented
by the insured in combination with the potential losses,
and then sets a premium with conditions that it deems
appropriate to cover said risk. Whichever insurer offers
the best balance of risk and premium typically wins the
business and issues a policy wording to the insured.
Insurance hasn’t changed much over the years. Certain
policy wordings may have been tweaked to provide
broader covers and to accommodate the impact of
technology on business processes, deductibles on
policies may have surged from R25,000 to R1 million or
more; but the fundamental basis for insurance remains
in place.
In the market for corporate insurance the simple
business methodology is soon clouded over by the
complexities of large single project construction needs.
Suddenly the insured has to envisage and cover both
physical and consequential losses for multiple asset
classes and activities. And to further compound matters
the insurance policy may also have to perform for a
number of contractors and sub-contractors.
Complex insurance solutions require that insurers pull
out all the stops. That is why Zurich works with South
Africa’s national brokers – the likes of Aon, Marsh, JLT
and Willis – to ensure that risks are correctly placed and
underwritten. These brokers, with assistance from the
insurer, are able to guide project owners, principals or
contractors through the many pitfalls in setting up works
contracts and insurance.

Loss adjusting was recently elevated to a professional
status locally with the recognition by standards agency
SAQA of the title of professional loss adjuster.
Professionalism is an important attribute in dealing with
the perception that loss adjusters act at the behest of or
are beholden to insurers. It is helpful therefore, that
members of the South African Institute of Loss Adjusters
subscribe to a professional code of conduct based on
principles of fairness and integrity in assessing loss
events in terms of the insurance contract. Although
rarely required, the Code of Conduct includes a formal
recourse procedure to resolve disputes in claim
assessment.
Loss adjusters are usually called in to assess property
damage. From a construction project perspective they
will be asked to determine the cost of repairs and most
sensible repair action following a structural or machine
failure, for example. If you consider a complex project
such as the Gautrain construction the adjuster may have
to assess mechanical failures (plant and equipment) or
civil works issues.
The loss adjuster, in much the same way as the
policyholder and insurer, is guided by the contracts that
are in place. Single project policies are fairly unusual
because each one is taken out for a specific contract. In
practice there are a number of large contractors who

“Loss adjusters respect the Zurich brand
for its unquestioned levels of
competence, professionalism and
integrity in claims handling.”
What happens when the insured suffers a loss? When a
claim is made the insurer must interpret what has
happened (the event) as well as the quantum of the
damage due to the event, with both issues being
referenced against the contract of insurance. For large
and technically complex insurance claims the insurer
typically appoints a loss adjuster to determine these
facts. Where construction projects are involved those
practitioners must have extensive knowledge of both
engineering and insurance and are typically specialists in
the field.
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Richard Baker, Specialist Loss Adjusters

have an annual contract works policy which performs
for all the work they do through a year, priced according
to their annual turnover. With single projects typically
the principal takes out a Principal Controlled Insurance
(PCI) policy.
All the same, a crucial first step is to look at the works
contract which dictates how the insurance policy
responds. The contract identifies the insured parties, the
principal or employer, the main contractor, the subcontractor and the insurance obligations on each of
these.
A quick look at the works contract will reveal how each
stakeholder is insured. The contract of works will, for
example, include insurance clauses that stipulate that
the principal arranges insurances in the names of all the
parties!
A basic insurance construct is that the contractors or subcontractors carry the risk until such time as their section
of the build is commissioned. If a contractor is asked to
install a plant then they must bring the materials to site
and assemble the plant on their risk… Any time up until
that handover of those works to the principal the risk
lies with the contractor, even though there may have
been progress payments. If the accident happens on the
contractor’s watch he is the party that is responsible to
fix it up and he is the guy that has the insurance claim.
Once the insured party has been determined there is a
need to assess the nature and the extent of the damage.
What kind of property is it – is it civil, structural,
mechanical or electrical? The loss adjuster will work
closely with the contractor to determine the value of the
loss or the cost of repairs. This requires that costs and
concepts as divergent as bills of quantities, hourly rates,
profit margins, air freight and debris removal be
considered.
One of the issues that often crops up at claims stage is the
guarantee on factory supplied goods. So, for example,
while a motor purchased for R5 million can be repaired –
and may be the ‘best loss’ solution for the contractor
concerned – it could negate the guarantee with a
negative consequence to the employer or principal.
Valuation of projects also presents problems.

loss of profits insurance covers kick in when there is an
accident during the project which delays the project
implementation date with a consequent impact on
production and revenue. In the event a claim is made on
these policies the first step is to determine what the
project implementation date would have been had the
accident not happened. Projects might be running late
regardless of the loss or damage event and many
accidents have no effect on a critical project path.
Another major challenge in the claims assessment field is
in distinguishing between remedying a defect and
covering the resultant damage. Consider for example a
coal washing plant which suffers a structural failure on
one of its big conveyers, which results in an entire bin
falling just prior to the commissioning phase. The loss
adjuster must take a view on the relative cost of fixing a
pre-existing defect and the resultant damage in light of
the policy wording.
A concerning trend exhibiting in South Africa’s
construction project space is that the frequency of loss
originating due to inadequate design is on the rise. This
situation will only get worse as a whole generation of
engineers retire while there is a dearth of appropriately
experienced professionals to replace them.
One way to address this skills shortage is to draw on the
experience and expertise at
global insurers and
multinational insurance brokers. There is plenty of
expertise within Zurich and its team has a deep
knowledge of engineering r isk assessment,
underwriting and claims. Loss adjusters respect the
Zurich brand for its unquestioned levels of competence,
professionalism and integrity in claims handling.
The major brokers and insurers work together in the
identification and insurance of exposures and risks for
contract Principals, contractors and the like. Where
losses arise, the Insurer/Broker and Loss Adjuster
relationships are an integral part of the claim process
and they work together with the Principal and
contractors in bringing the matters to speedy and
satisfactory conclusion.

Richard Baker, Specialist Loss Adjusters

An insurer prices risk based on the principal and/or
contractor’s versions of the works. A
crucial role
performed by the loss adjuster at claims stage is
therefore to check that the project valuation has been
properly declared, because it is not fair for an insurer to
be receiving an insufficient premium for a larger risk. The
insurer has a mechanism in the policy to make sure he
receives the correct premium for that risk.
The loss adjuster also adds value to an insurer when
assessing project delay claims. Project delay or advanced
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Service that sets us apart
Our service model and culture is focused on delivering
professional service to our customers

Zurich's global knowledge and expertise allow us to evaluate the unique risk and insurance requirements of our
customers. Our approach to working directly with brokers ensures that our mutual customers are supported.

Why choose Zurich?

Financial strength
Thought leadership
Service excellence
We combine global reach with South African expertise and insight to make it easy for you to
do business with us
Zurich is committed to building lasting relationships with our brokers

This is intended as a general description of certain types of services and tools available to customers and brokers through Zurich South Africa.
Zurich does not guarantee a particular outcome and further assumes no liability in connection with the provision of services. Nothing herein
should be construed as solicitation, offer, advice, recommendation, or any other service with regard to any type of insurance product. It is
therefore recommended that the customer first obtain the appropriate insurance or other professional advice that would suit the risk profile
of the customer prior to acting upon information.
Zurich Insurance Company South Africa Limited is an Authorised Financial Services Provider (FSP no. 17703)
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