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Construction Defect Underwriting Strategy:

In 2004 Harleysville enacted a Construction Defect Underwriting Strategy that applied to contractors engaged in residential construction.  It remains an active underwriting strategy and this is a re-statement and modification of the strategy.  For a complete discussion of Construction Defect, read the GL white papers in Sage titled Defective Construction and Contractors – Construction Defects.

The following three types of insureds are a Prohibited Class for GL and Umbrella for new and renewal business due to the potential for construction defect claims and lawsuits:

1. All General Contractors constructing new multi-unit residential projects.  This also includes General Contractors constructing schools, and hotels/motels buildings.  This includes artisan contractors who at times function as a general contractor when they subcontract out various portions of their work.  
2. All developers, project supervisors and managers, constructing new multi-unit residential projects and constructing schools, and hotels/motels buildings.
3. Artisan contractors and subcontractors of GCs performing 
· Carpentry
· Masonry
· Plastering/stucco
· Roofing
· Door and window installation 
· Siding installation
on new, multi-unit residential construction, schools and hotel/motels that overall is more than 10% of their total operations.
Multi-Unit residential construction means all development, design, building or other construction, involving property intended for residential habitation beyond one or two families and specifically includes condominiums, townhouses, apartments, and track housing.

· These three types of insureds are considered a Prohibited Class for GL and Umbrella for new and renewal business due to the potential for construction defect claims and lawsuits.
· Any exception to the above is a Home Office referral.

· If the referral process deems the account acceptable to write, as a condition of writing the coverage, the following must be met:

· CG 7249 Exclusion – Residential Multi-Unit Construction Defect or CG 22 94 Exclusion – Damage to Work Performed By Subcontractors On Your Behalf will apply to the GL/package policy.  If an umbrella policy is provided, CU 7150 Exclusion – Residential Multi-Unit Construction Defect or CU 22 64 Exclusion – Damage to Work Performed by Subcontractors On Your Behalf must be attached to the umbrella.
· The builder/general contractor must have all homes enrolled with a HUD approved Ten Year Warranty Program.
4.  All other General Contractors performing residential construction on single family homes, twin homes, duplexes must comply with the following criteria to be eligible to be insured for GL and Umbrella.

· A minimum of 5 years experience in residential construction.

· Satisfactory 5 year loss ratio (</= 25% liability loss ratio).

· Financially sound (minimum Experian Risk Score of 3 or better, or a satisfactory financial review).

· Regular job site presence required.

· We are not interested in writing “paper” GCs.  A General Contractor must perform at least 30-40% of the construction work themselves.

· All homes enrolled with a HUD approved Home Warranty Company offering Ten Year Protection (where available).

· Less than 50 homes/buildings completed annually

· Less than $20 million gross sales annually  

Regarding subcontractors the GC hires, the GC must:
   Note:  these requirements also apply to artisan contractors when subcontracting part of their job out to another subcontractor.  
· Use subcontractors with established relationships with the GC. 
· Written construction contracts in place with subcontractors, containing indemnification agreements in favor of the GC and in general, complying with the Risk Transfer requirements as stipulated in the Risk Transfer Agreement white paper in Sage.

· Additional Insured status conferred to the GC under subcontractor’s GL policies.

· COIs required and reviewed by the insured for adequacy of limits and coverages.

· Demonstrated recordkeeping of COIs by the insured and documentation of work performed.

If an umbrella is written for these types of GCs, the umbrella limits available are restricted to a maximum of $3 million.  Any limit above $3 million is a Home Office referral.
5.  Artisan Contractors:

Rating/quoting/processing:

Because of the construction defect potential, agents have the authority to rate but not to quote, bind, or issue GL on any of our products or umbrella for:

· 15411 – Prefabricated Building Erection

· 17212 – Painting – Exterior

· 17411 – Masonry

· 17422 – Plaster/Stucco

· 17511 – Carpentry – Residential

· 17512 – Carpentry – NOC

· 17513 – Door and window installation

· 17514 – Carpentry – Interior

· 17941 – Excavation

· 17942 – Grading of Land

· 17993 – Siding Installation

· 98678 – Roofing-residential

· 47051 Real Estate Development 

6.  Umbrella strategy:

The following classes of insureds are restricted to an umbrella limit of $3 million or less:

· 91340 Carpentry – Not Exceeding 3 stories

· 91342 Carpentry – NOC

· 91560 Concrete Construction

· 91580 Executive Supervisors

· 91581 Subcontracted Work – Construction, not buildings

· 91582 Subcontracted Work – Apartments, Office over 4 stories

· 91585 Subcontracted Work – Buildings

· 91746 Door and window installation

· 94007 Excavation

· 94444 Contractors – NOC

· 95410 Grading of Land

· 97447 Masonry

· 98449 Plastering or Stucco Work

· 98483 Plumbing, Residential or Domestic

· 98502 Prefabricated Building Construction

· 98640 Renovating-Outside Surface of Buildings

· 98678 Roofing – Residential

· 98967 Siding Installation

· 99952 Waterproofing – By Pressure Apparatus

· 99953 Waterproofing – By Trowel – Exterior

· 99954 Waterproofing – By Trowel – Interior of Insulation Work

· 99955 Waterproofing

Contractors engaged in commercial building:
This underwriting strategy does not apply to GCs, artisan or subcontractors whose operations primarily consist of commercial construction with residential construction, schools and hotels/motels of 10% or less of their total operations.  If a commercial contractor does have operations with residential construction, schools and hotels/motels 11% or more of their operations, then the above strategy applies to them.
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