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Auditing Builder’s Risk and Liability 
Insurance
Make sure they really have the project covered
By Ron Risner, MBA, CIA, CCA, CCP

Y
ou insure your home against perils such as fire, 
lightning, wind damage, theft and vandalism. 
On construction projects, an owner must also 
ensure their project is protected against these 

occurrences. Moreover, just as your homeowner policy 
provides liability coverage for potential bodily injury or 
property damage that can occur on your premises, an 
owner must also ensure their construction project is insured 
against various types of liabilities.

This time we'll address builder’s risk peril insurance and 
how you can add value to your organization by executing 
appropriate construction audit steps. Then we will address 
the attributes of the most common approach to providing 
liability coverage on a project, including steps you should 
take to review liability costs.

Next time we will address two alternative liability insurance 
programs:

 • Owner Controlled Insurance Program (OCIP) where 
the owner provides coverage for the contractor and 
subcontractors

 • Contractor Controlled Insurance Program (CCIP) where 
the contractor provides insurance for themselves and all 
of the subcontractors

These two approaches are also referred to as “wrap up” 
packages.

Builder’s risk insurance
Similar to homeowner’s insurance, construction projects 
should be insured against perils like fire, lightning, wind 
damage, theft or vandalism. Construction industry projects 

are typically insured against these hazards by a builder’s risk 
insurance policy. Builder’s risk insurance can be purchased 
by the contractor or owner.

If the project is being built under a lump sum agreement 
and the contractor provides the insurance. the cost of the 
policy will be included in the lump sum amount. For cost 
plus agreements, the contractor will bill your organization 
as a separate line item on the payment application schedule 
of values, or as a percentage of the cost of the work. If the 
owner provides the coverage, they, of course, will pay the 
insurance provider directly.

Traditional liability insurance program
The most common liability insurance program for 
construction projects is the traditional approach. Insurance 
coverage will include general commercial liability, 
automobile liability and professional/employer’s liability. 
A policy for this type of insurance covers bodily injury 
or property damage that occurs due to the contractor’s 
negligence. The limits of coverage are usually set by an 
owner’s risk management department, sometimes working 
in conjunction with the contractor. It is important that the 
owner is named as the certificate holder.

Owners may also require excess liability insurance. This 
provides coverage over and above the limits set for these 
three coverages. Excess liability coverage is synonymous to 
purchasing an umbrella policy as extended liability coverage 
for your home and automobile.

When a contractor purchases these policies, they provide 
a Certificate of Insurance (COI) to the owner as evidence 
of purchase. Typically, this is required under the terms and 
conditions of the construction agreement. The COI reflects 
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the company providing the coverage, the policy number, 
the period, the limits of coverage and names the owner as 
the certificate holder (insured).

Workman’s compensation insurance
In addition to liability insurance information, the COI also 
includes information about workman’s compensation 
insurance. Workman’s compensation insurance is required 
by law and covers workers on the construction site. If a 
worker is injured, it provides wages and medical benefits 
while they are unable to work.

Workman’s compensation is administered on a state-
by-state basis although federal workers have their own 
program. You may want to refer to the appropriate 
government or related website for further information. You 
will usually find that projects meet workman’s compensation 
standards because of the potential penalties that can be 
imposed by a government entity, not to mention the liability 
on an owner if a laborer were to be injured.

Auditing traditional insurance programs
You should include five audit steps in a review of a 
traditional liability and workman’s compensation insurance 
program.

The first step – Ask the contractor for a copy of the current COI.

The second step – Review the insurance limits included in the 
construction agreement and compare them to the amount 
on the contractor’s COI. If the contract states the contractor 
should have $10 million of excess liability coverage, the COI 
should show $10 million in excess liability coverage.

A word of caution about insurance limits: Owners sometimes 
ask me if the limits are sufficient. The reason for the question 
is because the owner wants to save money by reducing the 
coverage or conversely they are concerned if the coverage 
is adequate. My response is always the same. Determining 
coverages is best left to risk management professionals 
and is beyond the scope of the audit. I refer them to their 
own risk management department or an outside insurance 
consultant.

The third step – Look at the COI to determine if the insurance 
has expired. If so, ask the contractor for a COI that indicates 
the coverages are current. The lack of coverage means the 
owner is exposed and it becomes an audit finding.

If the insurance is expired, you should immediately bring it 
to the attention of the owner and contractor so the policy 

can be renewed as soon as possible. Waiting until the audit 
is complete means the owner is exposed to risk much 
longer.

The fourth step – Determine how the contractor billed the 
owner for the cost of the insurance. The billing is similar 
to the billing for builder’s risk insurance. Under a lump 
sum agreement, the price is included in the contract price. 
For cost type contracts, the billing can be included in the 
contractor’s monthly payment application as a general 
condition billing, or as a separate line item on the schedule 
of values or as a percentage of the cost of work.

In a few instances, I have seen the cost included as a 
component in the contractor’s labor burden percentage. 
However, if it is included in the labor burden, make sure it is 
not also billed separately in general conditions, the schedule 
of values, or as a percentage of the cost of work otherwise, 
to preclude a double billing. I once found a situation where 
an owner was overbilled $350,000 over the course of a 
three-year project because they were being billed on a 
separate line in the schedule of values in addition to the 
labor burden rate.

The final step – Make sure the owner is named as the 
certificate holder.

Conclusion
Insurance programs are a direct way for owners to mitigate 
insurance peril and liability risks inherent in a construction 
project. Outlined above are the property damage or liability 
insurances that are important and how you can potentially 
add value to your organization when performing a 
construction review. NP

Ron Risner, MBA, CIA, CCA, CCP, is founder 
and President of Risner Consulting Group, 
Inc. of Orlando, Fla. He provides construc-
tion audit training nationally. Risner 
Consulting provides domestic and inter-
national consulting and auditing services. 
Ron can be reached at (407) 340-5204 
or RonRisner@aol.com. You can find his 
firm’s website at risnerconsulting.com.

The Institute of Internal Auditors Research Foundation has 
recently published Ron’s first book on construction auditing, The 
Practitioner’s Blueprint to Construction Auditing. It can be or-
dered online at the IIA Book Store at www.theiia.org/bookstore/.
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