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Construction Insurance and Surety Bonds

Construction Insurance

Construction insurance is a type of insurance that provides coverage for risks associated with construction
projects. It is essential for contractors, subcontractors, and other parties involved in construction to protect
themselves against potential liabilities that may arise during the construction process. Construction
insurance typically includes various types of policies that cover different aspects of a construction project.
Some of the key terms and concepts related to construction insurance are discussed below:

1. **Builders Risk Insurance**: Builders risk insurance, also known as course of construction insurance,
provides coverage for damage to a building under construction. This type of insurance covers risks such as
fire, theft, vandalism, and other hazards that may occur during the construction process. Builders risk
insurance is usually purchased by the property owner or the general contractor.

2. **General Liability Insurance**: General liability insurance protects contractors and subcontractors against
claims for bodily injury or property damage that occur on the construction site. This type of insurance
covers legal fees, medical expenses, and other costs associated with a liability claim.

3. **Workers' Compensation Insurance**: Workers' compensation insurance provides coverage for
employees who are injured on the job. This type of insurance covers medical expenses, lost wages, and
other costs related to workplace injuries. Workers' compensation insurance is mandatory in most states for
construction companies with employees.

4. **Professional Liability Insurance**: Professional liability insurance, also known as errors and omissions
insurance, provides coverage for claims related to professional services provided by architects, engineers,
and other construction professionals. This type of insurance protects against claims for errors, omissions, or
negligence in the performance of professional services.

5. **Umbrella Insurance**: Umbrella insurance provides additional coverage beyond the limits of other
insurance policies. This type of insurance is essential for construction companies that want extra protection
against large liability claims. Umbrella insurance can help cover costs that exceed the limits of primary
insurance policies.

6. **Contractors' All Risks Insurance**: Contractors' all risks insurance is a comprehensive policy that covers
risks associated with construction projects, including damage to the building, materials, and equipment.
This type of insurance is typically purchased by contractors and provides coverage for risks such as fire,
theft, vandalism, and natural disasters.

7. **Performance Bond**: A performance bond is a type of surety bond that guarantees the completion of a
construction project according to the terms of the contract. Performance bonds protect project owners

Read online: https://certificates.Isba.org.uk/guides/3132006/ London School of Business and Administration - 22 Jun 2026
construction-insurance-and-surety-bonds



5, LSBA

LONDON SCHOOL OF BUSINESS
AND ADMINISTRATION

from financial loss if the contractor fails to complete the project as agreed. Performance bonds are often
required for public construction projects.

Surety Bonds

Surety bonds are a type of financial guarantee that ensures the performance of a contract or the payment
of a debt. In the construction industry, surety bonds are commonly used to protect project owners from
financial loss if a contractor fails to fulfill their obligations. Some of the key terms and concepts related to
surety bonds are discussed below:

1. **Bid Bond**: A bid bond is a type of surety bond that guarantees that a contractor will enter into a
contract if their bid is accepted. Bid bonds are typically required for public construction projects to ensure
that the lowest responsible bidder will perform the work.

2. **Payment Bond**: A payment bond is a type of surety bond that guarantees that subcontractors,
suppliers, and other parties will be paid for their work on a construction project. Payment bonds protect
these parties from non-payment by the contractor.

3. **Maintenance Bond**: A maintenance bond is a type of surety bond that guarantees the quality of
workmanship and materials for a specified period after the completion of a construction project.
Maintenance bonds ensure that the contractor will correct any defects that arise during the maintenance
period.

4. **License Bond**: A license bond is a type of surety bond that contractors are required to purchase to
obtain or renew their contractor's license. License bonds protect consumers from financial loss if a
contractor fails to comply with licensing regulations or other legal requirements.

5. **Subdivision Bond**: A subdivision bond is a type of surety bond that guarantees the completion of
infrastructure improvements in a residential or commercial subdivision. Subdivision bonds protect the local
government or developer from financial loss if the improvements are not completed as required.

6. **Performance Bond**: As mentioned earlier, a performance bond is a type of surety bond that
guarantees the completion of a construction project according to the terms of the contract. Performance
bonds protect project owners from financial loss if the contractor fails to fulfill their obligations.

7. **Surety**: A surety is a party that provides the financial guarantee in a surety bond. The surety is typically
an insurance company or a bonding company that agrees to pay the project owner if the contractor fails to
perform as required.

In conclusion, construction insurance and surety bonds are essential tools for managing risks in the
construction industry. Contractors, subcontractors, project owners, and other parties involved in
construction projects should be familiar with the key terms and concepts related to construction insurance
and surety bonds to protect themselves against potential liabilities and financial losses. By understanding
these concepts and obtaining the appropriate insurance coverage and surety bonds, construction
professionals can mitigate risks and ensure the successful completion of construction projects.
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