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ABOUT ALARM

ALARM is the only membership organisation exclusively for 
professionals managing risk, serving public services and our 
communities. ALARM offers its members support, networking, 
training and recognition for their excellent work serving public 
services and our communities. The association is achieving 
this through developing and establishing best practice in public 
service and community risk management.

INSURANCE SPECIAL INTEREST GROUP

The Insurance special interest group represents members 
working in the insurance sector. ALARM has established this 
group to provide a forum for dealing with the insurance issues 
that are of particular interest to members. The remit of the 
group includes industry and government lobbying, research 
papers and production of best practice guidance.

Contact us for more 
information about ALARM 
and membership

T: 01297 680417
E: admin@alarmrisk.com
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CONTENTS
This guide has been 
created to provide 
an overview of the 
most common 
types of insurances 
associated with 
organisations 
delivering services 
to citizens and 
communities.  

Why a back to basics 
guide? Over recent 
years we have seen 
a substantial change 
of personnel within 

insurance teams throughout the sector. This has led 
to a significant loss of experience and understanding 
within organisations’ insurance teams.

This guide has been written in a manner aimed to 
remove some of the technical jargon associated with 
insurance policies, making it easier for professionals 
with limited knowledge of insurance to understand 
how policies may operate for public service 
organisations. 

We have created this guide by drawing on the 
experience and expertise of individuals working in 
the sector, these include local authorities, insurers, 
brokers and housing providers. Collectively there 
is approximately two hundred years’ worth of 
knowledge that has been called upon to provide an 
overview of the different types of insurance policies 
available and the features of each of the types of 
insurance cover.

Our aim throughout has been to offer explanations 
of the key basic principles of insurance and to then 
expand on this with a detailed look at the different 
types of insurance that we come across on a day-
to-day basis. This guide gives an overview of the 
construction of the various types of insurance 
policies, what to look out for as far as the risks 
the policies may extend to cover, and also what 
may not be covered. However, you should always 
check your own policy requirements and wordings 
with your appointed broker or insurer to ensure 
your insurance programme meets your business 
requirements.

Wayne Rigby 
ALARM Director
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DISCLAIMER
While this guide has been created as an overview of the most common insurances and insurance meanings, 
members are advised to check with their insurers or brokers for specific wordings and meanings.

SECTION 1
THE PRINCIPLES OF INSURANCE
In this section we look at the core principles that make up an insurance contract and the 
importance of understanding what they mean. This will ensure you understand how your 
insurance policies work and the basis of your cover.

INSURABLE INTEREST
This is the legal right to insure arising out of a 
financial relationship (recognised in law) between 
the party effecting the insurance and the subject 
matter of the insurance.

Insurable interest must have:

• Subject matter – any type of property or 
any event. Popular examples are buildings, 
contents, motor vehicles and liability for acts of 
negligence.

• Legal relationship – the relationship between 
the party effecting the insurance and the 
subject matter must be recognised in law, for 
example ownership or property held for safe 
keeping.

• Financial value – it must be quantifiable.

• Timing – the insurable interest must exist at 
the time of any loss, for example on exchange 
of contract when selling a property.

Insurable interest example: If you own your home, 
you have an insurable interest in it, but you don’t in 
the house next door that your neighbours own.

INDEMNITY
This is financial compensation sufficient to put the 
insured in the same financial position after a loss as 
they enjoyed immediately before the loss.

The principle of indemnity

Most general insurance policies fall into the 
category of indemnity policies and the principle is 
to provide some tangible form of compensation, 
usually within one of the following categories:

• Cash payment

• Repair
• Replacement
• Reinstatement.

Each option is available only if stated in the policy; 
otherwise the insured has a legal right to financial 
compensation.

Reductions and extensions to indemnity
Depending on individual requirements, an indemnity 
can be altered to better meet requirements. This 
can be done in a number of ways: either within the 
policy wording itself, the schedule of insurance, or by 
endorsement.

SUM INSURED
This is the fixed financial threshold agreed on 
a policy that reflects the value of the insurable 
interest. 

A sum insured is used:
• As a policy limit of liability
• For premium calculations
• In the application of average.

The sum insured can relate either to a specific item, 
collection or sub-set of items.

How these terms are realised:
• Sum insured as policy limit of liability.  

The sum insured is the maximum amount the 
insurer will pay to provide indemnity under the 
policy for loss caused by an insured peril.

• Sum insured for premium calculation.  
The sum insured is the value of the item to be 
insured, declared by the insured and used to 
determine the premium charged by applying 
a rate or fixed amount against that figure: for 
example £1 million sum insured at a rate of 
£0.10% produces a premium of £1,000.
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• Sum insured in the application of average. 
If when taking out the policy the insured 
understates the sum to be insured, there is said 
to be underinsurance. 

The principle is that in the event of a claim, insurers 
will make settlement proportionate to the degree 
of under-insurance, for example if in a total loss 
the insured has declared an £80,000 sum insured 
but, the actual value and the loss was £100,000, the 
insured is therefore only insuring for 80% of the 
true value. Therefore insurers will only settle at 80% 
of the sum insured (for a full loss).

There are many different interpretations of this 
condition. Mis-declaring could also be considered a 
material fact, which may impact on whether or how 
the claim is settled.

Calculating sums insured

It is the responsibility of the insured to ensure they 
are adequately protected and take advice where 
necessary.

A market valuation is very different to a rebuild or 
replacement cost. The insured needs to be mindful of 
the declaration being made and the basis of coverage.

INSURABLE RISK

This is a risk that meets the ideal criteria for efficient 
insurance. The concept of insurable risk underlies 
all insurance decisions.

Insurable risks need to:

• Be identifiable, and there must be an insurable 
interest.

• Have a financially quantifiable loss, for 
indemnity based insurances. (In life insurance 
and personal accident policies, the loss payable 
is the level of benefit chosen or the limit applied 
under the policy.)

• Have a possible and not probable risk of a loss, 
so the loss should be random in nature to avoid 
selection against the insurer.

• You cannot insure risks that are not measurable 
and do not meet all of the above conditions. 

Risks that are also deemed to be against public 
policy are also uninsurable.

UTMOST GOOD FAITH
This is a common law duty to disclose accurately 
and fully, all facts that may be material to the risk 
proposed being insured, whether requested or not.

Principle of utmost good faith

All parties must act in good faith in all contracts. All 
material information that may impact consideration 
of either the insurer, or the insured, must be 
volunteered in advance of entering into the contract.

In the case of insurance policies, the insured or 
proposer has the duty to disclose all material facts 
about the risk to the insurer. This is because the 
nature of the subject matter of the insurance, and 
the circumstances surrounding it, are facts known 
mainly to the proposer. The insurer must be open 
with the proposer in other ways, such as the terms 
and conditions to be applied, and when discounts 
may be available for certain measures that improve 
a risk, for example fitting sprinklers.

DUTY OF DISCLOSURE
Implicit in all insurance negotiations is a duty to 
disclose material facts. This is particularly important 
at the proposal stage and at common law. Once the 
policy is in force the duty is revived at each renewal 
date. As insurers’ rights at common law are limited 
during the term of the policy they will often include 
terms and conditions that make the disclosure 
requirement a continuing one. 

A market valuation is very different 
to a rebuild or replacement cost. 
The insured needs to be mindful of 
the declaration being made and the 
basis of coverage. 

Any change in circumstances that gives rise to a 
material fact must be disclosed as soon as the 
party is aware of that change, and advised to the 
other party.

What is a material fact (insurance specific)?
Every circumstance is material if it would influence 
the judgement of a prudent insurer in fixing the 
premium or determining whether to take the risk.
The Insurance Act 2015 further enhances these 
disclosures and introduces the concept of a duty 
to make a fair representation of a risk for insureds 
and proposers.

CONTRIBUTION
This can be defined as the right of an insurer to 
call on others similarly, but not necessarily equally, 
liable to the same insured to share the costs of an 
indemnity payment.

Principle of contribution
There are some circumstances in which an insured 
may have more than one policy covering a particular 
loss, for example a travel policy and a property 
policy. As the principle of indemnity seeks to place 
the insured in the same financial position they 
were in before the loss, the insured cannot claim 
payment in full from all policies covering the loss. 
Insurers covering the loss will pay their rateable 
proportion of the indemnity settlement, plus any 
associated costs

How contribution arises in common law,  
the following requirements must be satisfied 
before contribution arises:

1. Two or more policies of indemnity must exist.
2. The policies must cover a common insurable 

interest.
3. The policies must cover a common peril which 

gives rise to the loss.
4. The policies must cover common subject matter.
5. Each policy must be liable for the loss. 
6. Neither policy must contain a non-contribution 

clause.

SUBROGATION
This is the right of an insurer to take over the 
rights of the insured to recover any payments from 
responsible parties.

Principle of subrogation
Subrogation is a common law right. An insured 
cannot claim indemnity from an insurer and the 
party responsible at the same time.
Insurers may pursue any parties responsible for the 
claim against their insured prior to settlement, and 
deal with the claims on behalf of the insured.

How subrogation arises

In tort  
Tort is a wrongful act or an infringement of a right 
(other than under contract) leading to legal liability. 
A person who is injured or suffers damage as a 
consequence of a tort has a right to compensation. 
In the event that an insurer indemnifies the person 
for such injury or damage, they assume the right to 
attempt to recover such outlay from the negligent 
party.

In contract 
Under certain contracts a breach of contract entitles 
the aggrieved party to compensation, regardless of 
fault. Insurers can assume benefit of these rights.

In statute
Under riot damages legislation, insurers may have 
the right of recovery against the police.

LONG TERM POLICIES
Insurance policies normally run for 12 months. 
This can be extended with agreement of both the 
insured and insurer, subject to certain conditions. In 
return for a longer term commitment, insurers will 
often provide a discount.
Long-term policies are long-term agreements (LTA) 
and long-term undertakings (LTU). They extend 
the life of a contract to bind the insured to renew 
an annual policy for a set number of renewals, in 
return for a discount on the annual premium each 
year. Long-term policies have a policy period which 
equates to the entire term, for example two or 
three years. 

Features of a long-term agreement and 
long-term undertaking
The agreement can be a written contract or an 
endorsement but is not binding on the insurer. 
Insurers will provide a premium discount in return 
for the insured contracting to extend the life of 
the policy for a pre-agreed number of renewals at 

You cannot insure risks that are not 
measurable... 
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intervals of 12 months, and on certain terms, for 
example ‘rates maintained’ or will only increase to a 
maximum of a specified percentage.
The agreement cannot be broken by the insured. 
Contractually the insured may not seek alternative 
quotations while a long-term agreement is in 
existence, other than where the insurer may have 
breached other contractual conditions, for example 
those contained within a tender. 
If an insurer reduces coverage, applies more 
restrictive terms, or increases rates beyond those 
agreed at inception, these are accepted as a breach 
in the long-term agreement, and the insured is 
free to obtain alternative quotations, or carry out a 
procurement tender exercise.

Features of a long-term policy
The agreement is contractual and generally binding 
on both parties, subject to pre-set triggers and 
break clauses. This might allow for rate increases 
and include aggregate limits during the longer term 
period, rather than on a 12 month basis.

CLAIMS MADE AND CLAIMS OCCURRING
Contracts that are not life insurance are usually 
arranged for 12 months and are subject to annual 
renewal: ‘the policy period'. However making claims 
is different depending on whether the basis is 
‘claims occurring’ or ‘claims made’.

Claims occurring 
(sometimes referred to as ‘losses occurring’)
This type of policy provides coverage for loss 
damage or claims which occurred* during the 
period of the policy, regardless of when the claim is 
made. Key considerations are the claim reporting 
conditions for short tail and long tail policies.

Claims made 
(sometimes referred to as ‘claims arising’)
This type of policy will provide coverage for any 
valid claim made during the period of the policy 
regardless of when the incident occurred. Key 
considerations to this coverage is the ‘retro-active 
date’ and the ‘run-off period’.
*Occurred is further defined as ‘the date of exposure’ 
for disease claims following a ruling of the Supreme 
Court regarding Mesothelioma. However, in terms of 
apportionment of liability it is determined that where 
the exposure may span several policy periods, then all 
insurers on cover during that exposure are partially 

liable to that claimant, accepting that once initial 
exposure is determined then the insured themselves are 
wholly liable.

PROXIMATE CAUSE
The active, efficient cause that sets in motion a 
train of events that brings about a result, without 
the intervention of any force started and working 
actively from a new and independent source.

Principle of proximate cause
An insurance policy covers a particular loss caused 
by an insured peril. Insurers look at the relationship 
between the peril and the nature of the loss to 
establish the proximate cause. Once established 
they can then determine whether or not the peril is 
covered, before deciding whether to pay the claim 
subject to any other policy terms and conditions.
The proximate cause of an occurrence is always the 
dominant cause and there is a direct link between it 
and the resulting loss. 

Modification by policy wordings
The wording used in a policy can modify the 
doctrine of proximate cause. For example, a war 
exclusion might include the words: ‘whether war 
be declared or not’ which extends the definition of 
war but it may then state that only damage directly 
related to war risks is excluded. If war is therefore 
only a remote or incidental cause, damage by 
insured perils will be covered. Contrast this to 
exclusion wordings using the words ‘indirectly 
caused by’ or ‘contributed to by’ which would extend 
the doctrine of proximate cause to exclude remote 
or even incidental causes.
INSURANCE ACT 2015
The Insurance Act 2015 is the most significant reform 
of UK insurance contract law since the Marine 
Insurance Act 1906. It was enacted by Parliament 
on 12 February 2015, and came into force on 12 
August 2016. All contracts of insurance, reinsurance 
and retrocession, as well as variations to existing 
contracts made after that date are governed by the 
Act. The Act is intended materially to change the way 
in which the business of insurance governed by 
English law is conducted.

Contracting out
In all cases the Act will take precedent over any 
agreed contractual terms that are more onerous in 
respect of turning any pre-contractual or subsequent 

representations from the authority into warranties.
For consumer contracts, the Act provides that an 
insurer will not be able to use ANY contractual term 
to put a consumer in a worse position than they 
would be in under the terms of the Act.

MAIN PROVISIONS OF THE ACT

The duty of fair presentation
The Act redefines its boundaries under the banner 
of the duty of fair presentation, this requires 
policyholders to undertake a reasonable search of 
information available to them, and defines what a 
policy holder knows or ought to know. The Act also 
requires insurers to play a more active role, asking 
questions in some circumstances. Importantly, 
the Act introduces a new system of proportionate 
remedies where the duty has been breached. It is 
more difficult for insurers to void a policy, except 
where the policyholder has breached the duty 
deliberately or recklessly.

Warranties and other terms
The Act abolishes basis of the contract clauses, 
which have the effect of converting pre-contractual 
information (or subsequent representations) 
supplied to insurers into warranties. It also provides 
that the insurer’s liability will be suspended, rather 
than discharged, in the event of breach of warranty, 
so that the insurer is liable for valid claims arising 
after a breach has been remedied. 

Insurers’ remedies for fraudulent claims
The Act provides the insurer with clear statutory 
remedies when a policyholder submits a fraudulent 
claim. In this case the policyholder forfeits the whole 
claim, however previous valid claims are unaffected.
The Act makes special provision for situations 
in which a member of a group insurance policy 
makes a fraudulent claim. Where this happens, the 
insurer will have a remedy against the fraudulent 
member, which will not affect other members or the 
insurance policy as a whole.

The Insurance Act 2015 is the most 
significant reform of UK insurance 
contract law since the Marine 
Insurance Act 1906.  

ALARM PRACTITIONER ADVICE
When dealing with insurance renewals or 
collating information for tendering, consider 
highlighting the importance of the Act and the 
duty to disclose material information. 
The following wording could be used in email 
requests to service:
‘There have been very important changes to 
the way in which we deal with our insurance 
renewals. This is a direct impact of the 
Insurance Act 2015 that came in to force in 
August 2016. One of those changes is that we 
have to conduct a search to find and disclose 
to our insurers all material information 
that we know or ought to know. The Act 
specifically refers to disclosing material 
information known to ‘senior management’, 
that is, those who play a significant role in the 
making of decisions about how our activities 
are managed or organised.
This is the reason why from now on we are 
obliged to ask you for information as part of 
our search and why it is absolutely vital you 
respond to our requests.  
If we do not comply with our obligations, our 
insurers may have the right under the Act to 
reduce the amount paid on a future claim, 
vary our wordings, and if an ultimate breach 
is serious enough, to avoid the insurance and 
refuse all claims.’
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• Businesses - from a local shopkeeper or 
self-employed plumber to large national and 
multinational organisations.

• Public sector - local councils and schools, police 
forces and health authorities.

Carriers 
Definition: carriers are also known as the 
insurers, which include: 

• Insurance companies - mostly owned by 
shareholders but mutuals are owned by 
policyholders. Specialists offer one type of 
business, (for example, life insurance or marine 
insurance) while composites offer a range of 
insurance products.

• Lloyd’s of London - not an insurer itself, but an 
organisation providing a building and facilities for 
its underwriting members to transact business. 
To access Lloyds requires a Lloyds broker. 

• Reinsurers - for very large risks, insurers may 
seek cover for some of the risk from other 
insurers. This is reinsurance.

• Captives - parent companies can create 
subsidiaries (captives) that underwrite some of 
their insurances in a more cost-effective and tax-
efficient way.

Distributors 
(including brokers and intermediaries)
As middlemen, their role is to bring together buyers 
and sellers. Due to its complexity, intermediaries 
handle most commercial insurance, as it requires 
expert advice. Intermediaries can be Lloyd’s brokers 
or small, regional and national brokers. These are 
sometimes known as appointed representatives or 
independents.

A CHANGING INDUSTRY
A key development in recent years is how insurance 
is bought and sold: 

• Direct insurers - sell direct to customers.
• Bancassurers - subsidiaries of banks and 

building societies provide insurance services to 
their customers.

• Supermarkets and high street retailers 
- well-regarded brand names with regular 
customer contact (often daily) are now major 
providers of insurance and other financial 
services. They may just act as an agent and not 
actually provide capital to pay claims. 

SECTION 2
THE INSURANCE MARKET
WHAT IS THE INSURANCE MARKET?
The basis of insurance principles as understood today developed in the 17th Century in Edward 
Lloyd’s coffee shop. Shipping merchants would meet with those willing to underwrite the 
potential loss of their cargo and vessels.

Underwriting has developed into a more 
complex process. The principles are: 

• Understand as much as possible about the 
nature of the risk 

• Understand the potential exposures involved
• Understand the probability of the claim(s) 

occurring
• Estimate how much insurance premium will be 

needed
• Ensure that each risk is underwritten on its own 

merit. 
In its simplest form, insurance operates on the basis 
of the many contributing to the losses of the few.

RISK TRANSFER
While the world of insurance has become 
increasingly more complex, one basic principle 
remains, that of risk transfer. Risk transfer is 
the contracting of the possibility of a loss from 
one organisation to another in exchange for an 
insurance premium to ensure financial certainty (as 
far as possible).
Every public sector body determines the most 
equitable balance between self-insurance (the 
amount of insurable risk the organisation is prepared 
to retain) and the external premiums paid to insure 
against possible loss.
In addition is consideration of the security of 
the insuring company.This is achieved by the 
determination of an excess. The excess is the 
amount of risk the insured is willing to retain to 
reduce the premium required by the underwriter. 
Generally the higher the excess, the lower the 
premium. 

A BRIEF HISTORY OF THE PUBLIC SECTOR MARKET
Municipal Mutual Insurance (MMI) was an insurance 

company established by local authorities in 1903. At 
its peak MMI had 95% of the public sector market 
and dominated the market place. 
Over the following decades it became responsible 
for insuring most public sector bodies, including 
councils, police and fire authorities. In the years 
leading up to 1992 MMI suffered from a combination 
of different financial pressures. This ultimately led 
to the company being unable to write new business 
or invite renewal from 1 October 1992, as it did not 
attain the minimum required solvency margin.
In 1993, Zurich Insurance acquired the assets and 
policyholder goodwill and started writing business 
from 1 April 1993, leaving MMI and its members to 
pay outstanding liabilities. 
In the period after the run off of MMI more 
commercial insurers joined the market offering 
risk transfer choices to the market. A number of 
commercial insurers have come and gone in the 
decades after MMI as their individual appetite 
has evolved. The current marketplace (2018) is as 
buoyant as it ever has been, with more insurers 
available to quote to the public sector. 

THE MARKET PLACE
The time when insurance was arranged in London 
coffee houses has long gone. Nowadays it’s arranged 
across the globe wherever buyers and sellers 
happen to be. The market is made up of three main 
groups: purchasers, carriers and distributors.

Purchasers

Definition: purchasers are also known as the 
insured or policyholder, which include: 

• Private individuals with relatively straightforward 
needs such as motor, home, travel and life 
insurance.

• Associations and clubs such as a local sports club.
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• Online comparison sites - internet based 
insurance quotation comparison sites provide 
customers with the ability to compare from a 
large range of policies and quotes from various 
insurers. They are generally used for domestic 
or simple commercial policies. 

WHO MAKES UP THE MARKET AND WHAT ARE 
THEIR ROLES?

Insured
The person or organisation covered by the insurer. 
(Also known as the policyholder).

Insurer and reinsurer
A company that creates insurance products to take 
on risks in return for payment of premiums. 
Companies may be mutual (owned by a group 
of policyholders) or proprietary (owned by 
shareholders). An insurer can be known as a 
provider. 
The reinsurance market exists so that insurers 
can buy cover from other (re)insurers to protect 
themselves against large (or unexpected) losses. 
An effective reinsurance marketplace helps ensure 
that insurance companies can remain solvent, 
particularly after a major disaster, such as a 
hurricane, because the risks and costs are spread. 
The two methods of reinsurance are facultative 
reinsurance and treaty reinsurance.

Lloyds of London 
The largest British insurance and reinsurance market.

Brokers
A person or firm that places its customers’ 
insurance with an insurer. 
Brokers can advise customers on the best insurance 
product. Brokers can also provide other services 
such as risk management, designing or negotiating 
contracts, and handling claims. A broker is also 
known as an intermediary, agent or adviser.
In some sectors of the marketplace there may be 
consultants who are not acting as agents of an 
insurer (as a broker does) but are independent of 
the insurance industry. 

Managing general agents (MGA)
A specialised type of insurance agent or broker that 
unlike traditional agents and brokers, is vested with 

underwriting authority from an insurer.  
MGAs perform certain functions ordinarily handled 
only by insurers, such as binding coverage, 
underwriting and pricing.

MUTUALS AND POOLS
A mutual insurance company is one owned entirely 
by its policyholders. Any profits earned by a mutual 
insurance company are either retained within the 
company or rebated to policyholders as dividend 
distributions or reduced future premiums. In 
contrast a stock market insurance company is 
owned by investors who have purchased company 
stock. Any profits generated by a stock insurance 
company are distributed to the investors without 
necessarily benefiting the policyholders.

The crown or state 
(for example Risk Protection Arrangement (RPA))

In the public sector you may see Crown 
Indemnity within these three schemes:

RPA for Academies
The RPA is an alternative to commercial insurance 
for academy trusts. Under RPA the UK Government 
covers the losses, instead of commercial insurance.

NHS Protect (formally National Health Service 
Litigation Authority (NHSLA))
NHS Protect was established in 1995 as a special 
health authority and is a not-for-profit part of 
the NHS. It provides indemnity cover for legal 
claims against the NHS, assists the NHS with risk 
management, shares lessons from claims, and 
provides other legal and professional services for its 
members.

The Government Indemnity Scheme (GIS) 
GIS’s principle role is to act as alternative to 
commercial insurance. It allows art and cultural 
objects to be shown publicly in the UK which might 
not have been otherwise because the cost of 
insurance would have been too high or complex to 
arrange. 

Pool Re and Flood Re

Pool Re
As insurers withdrew cover for terrorism losses 
under their property policies Pool Re was 
established. This was in 1993 in response to the 

market reaction triggered by the bombing of the 
Baltic Exchange in London. Pool Re was founded 
by the insurance industry in cooperation with, and 
backed by funding from Her Majesty’s Treasury, 
to form a private sector solution to a public policy 
objective.
Its principle function is to be a government-backed 
company that meets the cost of commercial 
property and business interruption claims resulting 
from terrorist attacks in Great Britain.

Flood Re
Flood Re is a levy and pool system between the 
Government and insurance companies to provide 
flood insurance coverage to domestic properties 
deemed at significant risk of flooding: this is 
generally defined as no worse than a 1.3% or 1:75 
annual probability of flooding.

LOSS ADJUSTERS
A professional appointed by your insurer to confirm 
the circumstances of your claim and the extent of 
any damage. 
Loss adjusters also make sure the claim is covered 
by your policy. The loss adjuster will tell your insurer 
the amount that should be paid out for your claim.

Loss assessors
An independent person (appointed by the 
policyholder) who evaluates and negotiates claims 
on behalf of the policyholder. A broker may provide 
a loss assessor service.

Motor engineers
These are claims and motor vehicle industry 
professionals who inspect damaged vehicles. This 
may be via a physical inspection or increasingly with 
the use of technology that allows remote viewing of 
repairs and audit of repairs. 
Engineers not only physically examine vehicles for 
repair but also undertake post-repair audits to ensure 
that the repairs are carried out correctly and meet 
insurance company (and road safety) standards.

LEGAL PROFESSION

Claimant solicitor
If an injured party (claimant) wishes to pursue 
a claim they may do this in person or appoint a 
solicitor to represent them. A claimant solicitor is 

responsible for dealing with the alleged responsible 
body and ensures the claimant’s individual 
circumstances are fully considered.  

Defendant solicitor

Defendants may be involved in a civil dispute where 
the other party feels sufficiently aggrieved that 
they wish to commence court proceedings against 
you. If you receive a letter before claim, or a court 
claim form, you must inform your insurers (unless 
specifically excused due to specific arrangements) 
and seek legal advice as soon as possible. A 
defendant solicitor will be appointed to provide 
a defence to any civil claims made against the 
organisation. 

On occasion, for example large or complex claims, 
defendant solicitors maybe appointed from the 
beginning to lead the investigation and gather 
evidence. 

The Forum of Insurance Lawyers (FOIL) 

FOIL is the voice of the defendant insurance lawyer 
community. It advances a reforming agenda for 
a more transparent and proportionate claims 
environment benefiting claimants and insurers alike.

FOIL’s members are involved in all areas of insurance 
and comprise lawyers acting predominantly or 
exclusively for insurance clients (except legal 
expenses insurers) either practising with law firms, or 
as barristers or as in-house lawyers for insurers on 
self-insurance arrangements. foil.org.uk

TRADE GROUPS

The Association of British Insurers (ABI) 

The ABI does not sell insurance. It speaks on behalf 
of UK insurers. It also provides consumers with 
general information on insurance and savings 
products and services. The ABI promotes best 
practice, transparency and high standards within the 
industry. Its work with government, regulators and 
policymakers (in the UK and internationally) ensures 
the insurance industry meets the highest standards. 
abi.org.uk
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ALARM
ALARM is a membership organisation that 
supports risk professionals and those that deal 
with the management of risk and insurance within 
organisations that provide services to, or support our 
communities and citizens.
ALARM sets the professional standard on what 
good risk management looks like. It provides 
networking opportunities for people to share good 
practice amongst peers and support each other 
professionally, producing a voice for the sector 
at national government forums where required. 
alarmrisk.com

The British Insurance Brokers’ Association (BIBA)
The British Insurance Brokers’ Association (BIBA) 
is the UK’s leading general insurance intermediary 
organisation representing the interests of insurance 
brokers, intermediaries and their clients and 
customers. biba.org.uk

HOW THE MARKET OPERATES

Broking
An insurance broker is a specialist in risk financing 
and insurance related advice. Brokers have access to 
and experience of dealing with the wider insurance 
market community. 
Brokers act on behalf of their clients and provide 
advice in the interests of their clients. Sometimes an 
insurance broker will act as agent of an insurer, but is 
always fully explained to the customer.
A broker will help identify individual and/or business 
risks to help you decide what is insurable and what 
to self-insure, and at what level.
Brokers might specialise in one specific type of 
insurance or industry, or they might deal with many 
different types. Brokers can give you technical advice 
if you need to make a claim.
Brokers are aware of the terms and conditions, 
benefits and exclusions and costs of a wide range 
of competing insurance policies. They can help 
customers find the most appropriate cover.
Brokers can help arrange and place the cover with a 
chosen insurer and can often provide advice on how 
to make the most of a customer’s insurance budget.

Direct insurers
The policyholder places the risk directly with the 
insurer, and the insurer deals direct with the 

policyholder. Typically direct insurers market their 
products and services through in-house resources. 
They only advise on their own suite of products and 
services. 

Market exercise (commercial)
In the commercial market it is accepted that an 
organisation will interact with multiple insurance 
brokers when insurance arrangements are reviewed. 
Brokers are given a mandate to approach the 
general insurance market to obtain insurance 
quotations that meet the identified demands and 
needs. This will factor in terms and conditions, and 
premiums. Brokers are in competition with one 
another to provide the best overall solution from the 
insurance market. The broker that provides the best 
overall solution is then normally appointed as the 
broker to incept and service those policies on behalf 
of an organisation. 
This approach is not often taken in the public 
sector. It is generally accepted that the broker is 
appointed away from the main insurance tender to 
allow both organisations to understand each other’s 
wants and needs. 

INSURANCE TENDERS
An invitation to tender (ITT) is to invite bids for a 
contract of insurance or to accept a formal offer 
for the provision of a contract of insurance. In an 
insurance tender public sector bodies invite bids 
for their insurance portfolio to be submitted by a 
deadline. 
An insurance tender can refer to an attempt by 
a business to land a particular contract that is 
requesting responses. Similar to a formal bid, a 
formal tender lists the conditions regarding how 
the company would meet the specified needs to 
the contracting authority, as well as information 
regarding the general operation and capabilities of 
the tendering company.
Smaller value tenders (under Official Journal of 
European Union (OJEU) thresholds) are run subject 
to a contracting authority’s standing orders. Tenders 
over a contract value specified by the OJEU are run 
by that process – see below.

European regulations

Official Journal of the European Union (OJEU)
The EU procurement regime, based on the Treaty 
principles of transparency, non-discrimination, equal 
treatment and proportionality, and described by the 

Public Contracts Directive and regulations referred 
to in the current directive. It is subject to change, 
driven by evolving European and domestic case law, 
European Commission communications, new and 
revised public contracts directives and amendments 
to existing UK regulations.

Frameworks
An insurance framework is a procurement vehicle 
allowing eligible contracting authorities to access 
a range of insurance and insurance brokerage 
services including, but not limited to liability; travel; 
personal accident; property and construction; and 
motor. These do not have to adhere to the full 
rigors of a full OJEU compliant tendering exercise, 
as this has already been undertaken in setting up 
the framework. There are also a number of support 
services available, for example claims handling and 
risk management.

MARKET REGULATION
A core principle of any regulatory framework is that 
all customers should be treated fairly (TCF).

The Financial Conduct Authority (FCA) 
Financial markets need to be trustworthy, reliable 
and effective, so insureds of varying sophistication 
get a fair deal. The FCA is a financial regulatory 
body in the UK but operates independently of the 
UK Government. It is financed by charging fees to 
members of the financial services’ industry. It was 
established on 1 April 2013, taking over responsibility 
for conduct and relevant prudential regulation from 
the Financial Services Authority.
A core objective of the FCA is to make markets work 
well; for individuals, for business, large and small, 
and for the economy as a whole. The FCA regulates 
financial firms providing services to consumers and 
maintains the integrity of the UK’s financial markets. 
It focuses on the regulation of conduct by both retail 
and wholesale financial services firms.
The regulations imposed on regulated businesses 
are complex and lengthy, however there are key 
principles that businesses should be clear on and be 
in a position to evidence adherence to, when the FCA 
undertakes a review. 

The FCA principles for businesses are:
1. Integrity 

A firm must conduct its business with integrity. 
2. Skill, care and diligence 

A firm must conduct its business with due skill, 
care and diligence.

3. Management and control 
A firm must take reasonable care to organise 
and control its affairs responsibly and effectively, 
with adequate risk management systems.

4. Financial prudence 
A firm must maintain adequate financial resources.

5. Market conduct 
A firm must observe proper standards of 
market conduct.

6. Customers’ interests 
A firm must pay due regard to the interests of 
its customers and treat them fairly.

7. Communications with clients 
A firm must pay due regard to the information 
needs of its clients, and communicate 
information to them in a way which is clear, fair 
and not misleading.

8. Conflicts of interest 
A firm must manage conflicts of interest fairly, 
both between itself and its customers and 
between a customer and another client.

9. Customers: relationships of trust 
A firm must take reasonable care to ensure 
the suitability of its advice and discretionary 
decisions for any customer who is entitled to 
rely upon its judgement.

10. Clients’ assets 
A firm must arrange adequate protection for 
clients’ assets when it is responsible for them.

11. Relations with regulators 
A firm must deal with its regulators in an open 
and cooperative way, and must disclose to the 
appropriate regulator appropriately anything 
relating to the firm of which that regulator 
would reasonably expect notice.

Internal controls
Each regulated firm will have policy and 
procedures to ensure it captures and monitors the 
management information that the FCA demands as 
part of declarations that need to be made. Part of 
the remit of the FCA is to conduct visits and review 
business practices. 
Away from direct external regulation firms should 
ensure conduct risk is embedded within their 
organisations to ensure good client outcomes. They 
need to ensure reputational and financial risk is kept 
to a minimum. 
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SECTION 3
INSURANCE PROGRAMME STRUCTURE
INSURED AND UNINSURED

The word ‘insured’ as the name suggests refers to an asset (like a building, vehicle, or contents) 
or a potential liability (for example public liability) which is insured by a policy. If the asset is 
damaged or liability is triggered, the financial consequences of the event, which fall against the 
insured, will be covered by an insurance policy.  

Every insurance policy sets out (in the operative 
clause) the conditions under which the policy will be 
triggered. An example would be the perils under a 
fire or buildings policy. 

A policy is also subject to:
• Terms  

A set of clauses setting out the general 
conditions of the policy, including the 
definitions that apply to determine terms within 
the policy. These are usually represented by 
letters in bold type. 

• Conditions  
These set out the rules that apply to the policy 
and sets what the insured must follow to receive 
an indemnity (payment) under the policy.

• Exceptions 
These are aspects of any claim the insurer will 
not pay for, or which fall outside the scope of 
the policy cover.

The above are often referred to as the policy 
Ts & Cs & Exs. 

Once the policy has been triggered (for example the 
insured has suffered an event that fits within the 
terms and definitions of the operative clause of the 
policy) all policy conditions should be checked to 
ensure they have been fulfilled and that none of the 
policy exceptions subsequently remove the cover or 
policy indemnity.

Often when an insured enquires of their broker or 
insurer: ‘..is such and such an event covered…’ they 
will receive the response: ‘cover will apply subject 
to the policy terms, conditions and exceptions’. This 
statement means that in principle the policy will 
apply to the particular activity or asset, but as the 
insured you need to be aware of all the policy Ts 
& Cs & Exs and ensure they are complied with to 
enjoy the policy cover or indemnity.

The term ‘uninsured’ can be referenced 
through two situations, which are 
substantially the same: 

1. Some events and activities are not capable 
of being insured. This is because (a) insurers 
refuse to provide such cover, like the actual 
costs of sourcing a replacement car, or (b) they 
are considered to be against the interest of the 
general public to insure them. A good example 
is fines and penalties. 

In certain cases the insured will make a conscious 
decision not to insure an event and to fund or carry 
the risk from their own resources directly, even 
though insurance protection is available. A good 
example is buying limited cover on a buildings or 
material damage policy. This decision is usually 
made for financial reasons and should the event 
occur the insured would initially need to fund the 
loss from their funds.

Not all costs would be insured, as the cost of the time taken to find and 
source for example, a replacement vehicle, would not be insured. These 
costs would be uninsured.

RISK APPETITE OR TOLERANCE

These terms refer to the amount of risk an 
organisation is prepared to carry, specifically on its 
balance sheet. The table below shows a typical public 
liability profile of a local authority. The excess is 
£250,000 and the insured layer is £50 million, with an 
uninsured layer above it. The areas in blue (excess) 
and green (uninsured area) represent the risk 
appetite (or risk tolerance) of the organisation. 
This means the insured is prepared to pay the 
first £250,000 of each and every claim, and not to 
purchase protection above the £50 million layer. 
This decision is taken in the belief that such an event, 
which would exhaust the £50 million limit, is so rare 
as to make the purchase of insurance above this 
layer uneconomical. 

When individuals purchase motor or house 
insurance we all make a decision on our own risk 
appetite around the voluntary level of excess we are 
prepared to accept on top of any compulsory excess 
imposed by insurers.

The factors which influence our judgement  
are usually:

• Premium savings
• Access to our own funds
• Our confidence (or otherwise) in the risk or risk 

management posed by the event we want to 
insure.
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EXCESS OR DEDUCTIBLE
An excess or a deductible, can also often be referred to 
as the self-insured retention (SIR). It is the sum of money 
that in the event of an insured loss the policyholder has 
agreed to fund as the first part of the claim. The SIR is 
always paid first, prior to any insured layer paying.
The operation of the SIR and how it sits within the 
policy in the event of a loss needs to be studied 
carefully against each policy wording as it can 
sometimes vary. There are also subtle differences 
between an excess and a deductible, in terms of how 
they operate against a claim.
Study the policy to understand how the SIR may 
be applied if something happens that could lead 
to more than one claimant or one item being lost. 
For example an insured who suffers a flood that 
damages 20 vehicles could find the SIR or excess is 
applied to each vehicle separately, even though the 
losses are from one event.
The same motor policy will most likely only apply one 
excess in the event of a claim if there are multiple 
passenger or third party injuries (always assuming of 
course there is an excess which applies to the third 
party element of the policy in the first place).
It is usual under a liability policy for only one excess per 
event to apply, no matter how many may be injured.

The SIR is aimed at achieving a number of 
benefits for all parties to the contract and it:
1. Reduces the premium  

Any measure that can reduce the premium 
is a positive. A reduction in premium will 
automatically mean a reduction in the 
Insurance Premium Tax (IPT) burden. 

2. Avoids pound swapping 
There is little benefit to an insured to pay an 
insurer, for example £500,000 and to receive 
back each year £300,000 in claims payments. In 
this model the programme might be referred to 
as ‘ground up cover’ as the policyholder may as 
well fund the first £300,000 of all claims in the 
year and pay a premium of just £200,000. The 
premium in this case is often referred to as a 
catastrophic (CAT) premium and exists purely to 
fund large and unexpected losses.

3. Provides investment income 
By taking the first part of the claims the insured 
can create a fund, which can be invested, with 
the investment income generated going directly 
into the insured. 

4. Provides a risk management incentive  
As an organisation has to pay the first £x 
amount of any claim, it acts as a powerful 
catalyst to embed risk management into its 
systems and processes to reduce or eliminate 
claims before they happen. This can result in a 
saving for the organisation. Savings cannot be 
immediate as an insurer would typically want 18 
or 24 months claims performance monitoring 
before considering reducing their rates. 

5. Reduces frictional cost  
As insurers do not have to fund all losses (even 
minor claims) they can reduce the premium 
accordingly, as the cost of handling claims is 
removed. However the insured would need the 
skills to manage the claims, or pay a third party 
(or the insurer) a separate fee to manage claims.   

Sometimes an excess or SIR can be referred to as 
a ‘non-ranking excess’. This means that payments 
made within the non-ranking excess layer do 
not aggregate towards the stop loss (see below) 
applicable to the policy.

LIMITS OF INDEMNITY
The limit of indemnity (LoI) is the limit under the 
policy of the insurer’s financial exposure. Anything 
above the LoI is funded at the policyholder’s 
own expense. However it is possible to layer an 
insurance programme. This is where different 
insurers formulate a higher limit of indemnity than 
the primary insurer may be willing or able to offer. 
The table right illustrates a typical layered 
programme, with the layers being: (a) primary - £50 
million, (b) first excess layer £30 million (c) second 
excess layer £20 million.
Using three different insurers the insured has 
achieved a continuous stack of cover up to £100 
million. The excess layer wordings should follow the 
wording of the primary insurer. However there can 
be some exclusions on the excess layers to study 
carefully, for example abuse claims may be limited or 
excluded.

AGGREGATES
Aggregates can be referred to as aggregate stop 
losses (ASL), stop losses or budgeted protection 
limits. These are the financial limits on a policy and all 
the claims that fall with the excess or SIR, which are 
aggregated in the policy period. If the ASL is reached 
the insurer pays all claims over and above the excess.

An ASL can apply to any kind of policy but is usually 
found on insurance programmes with a large claims 
volume and reasonable SIR.
Large insurance programmes generating claims 
volumes will often have the average annual claims 
cost referred to as the working cost or burning cost. 
Often the ASL is set as a multiple of the insurers’ 
estimate of the working claims costs. This is typically 
between 125% and 150% of the working claims cost.
Here is an example:
1. A public liability programme generating 500 

claims a year.
2. Every year the average cost of the claims (the 

working or burning cost) is £2 million.
3. Of the £2 million, the inured funds £1.75 million 

within the SIR.
4. On this basis the ASL would most likely be in 

the region of £2.2 million to £2.6 million.
The ASL is not designed to be breached on a regular 
basis. Given that little or no premium is allocated 
to funding an ASL breach these are not expected 
to be breached more frequently than about 1:25 
years or even more. ASLs protect the insured from 
the exceptional claims years, such as a highways 
authority following an exceptional winter.
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SECTION 4
HOW A POLICY WORKS
WHAT IS A POLICY?
A policy is an insurance contract that forms a legally binding agreement between the insurer 
(sometimes referred to as the risk carrier) and the insured (the policyholder). The party to be 
insured states what risks they want to cover (which must not be a known event,) and in return 
the insurer responds with the cost (premium) and the terms and conditions (T&Cs) for accepting 
the risk.

The policy sets out the T&Cs under which a claim may be paid, including the insured’s 
responsibilities for reporting claims. 

An insurance policy or contract includes:: 
• Policy schedule, which includes the price, perils covered, and any variation (endorsements and 

extensions) to the policy wording.
• Generic policy wording, which sets out details of insurable perils, the T&Cs, and exclusions.
• Insurance certificates (for example, motor and employers’ liability).

What does this mean?
The policy schedule sets out the specific cover available within the policy wording and specifies those items to 
which the cover applies, including limits and sums insured. Any endorsements may change the policy wording 
and are referenced in the policy schedule. T&Cs can apply across all insuring clauses in a policy, regardless of 
being referenced in the policy schedule. These should always be checked to ensure coverage applies. 

THE PARTS OF THE POLICY

The schedule of insurance
This forms the first part of an insurance contract. 
It identifies the insured, what risks or property are 
covered, the policy limits, the policy period (time the 
policy is in force) and when the policy is operational, 
such as during the course of the business. For 
example, the schedule of a motor policy will include 
the description of the vehicle covered, including the 
make, model and registration number, the name 
of the person covered, the premium amount, and 
the excess (the amount the insured will have to pay 
before an insurer pays its portion of a covered claim).

Endorsements
An insurer may change the basis or coverage of 
a policy at the time of the policy renewal or the 
policy may be endorsed on request of the insured. 
Endorsements are written provisions that add 
to, delete, or modify the provisions in the original 
insurance contract.

Extensions

These extend the insuring clause where specified.

Policy wording 

The insuring agreement or clause summarises the 
major promises of the insurance company, as well as 
stating what is covered. In the insuring agreement, 
the insurer agrees to do certain things such as paying 
losses for covered perils, providing certain services, 
or agreeing to defend the insured in a liability claim. 

Exclusions 

These take coverage away from the insuring 
agreement. The major types of exclusions are:

• Excluded perils or causes of loss

• Excluded losses

• Excluded property.

Exclusions can be on a policy if cover is provided 
under a different policy.

Terms and conditions (T&Cs)
These are provisions inserted in the policy that 
qualify or place limitations on the insurer’s promise 
to pay or perform. If the policy conditions are not 
met, the insurer can deny the claim. Common 
conditions in a policy include the need to notify 
insurers of losses within a specified period of time, 
to protect property after a loss, and to cooperate 
during the company’s investigation or defence of a 
liability claim.

Definitions
Most policies have a definitions section, which 
defines specific terms used in the policy. It may be 
a stand-alone section or part of another section. It 
is important for the insured to read this section to 
understand the terms used in the policy.

Certificates 
Certain policies require issue of a certificate, 
for example motor and employers’ liability. The 
certificate is a legal document providing evidence of 
an insurance policy.

HOW TO READ AN INSURANCE POLICY 
OR CONTRACT

Before establishing the existence of cover there 
are some basic things to remember and some 
preliminary steps:

• Determine the policy(ies) under which cover 
may be in place. This may not be limited to one 
policy as several insuring clauses and excess 
layer policies may also exist.

• Ensure the policy wording, policy schedule and 
any endorsements are included.

• Always check the business description. Often 
the policy documentation will refer back to ‘In 
connection with the business’ or use similar 
terms, so it is vital that the business description 
is correctly declared including all activities when 
a policy is procured.

• Check the operative time. This may be ‘during 
the course of the business’ to determine when 
the policy is operative. This is particularly 
important with personal accident and travel 
policies.

• The policy schedule is individual to the insured. 
It must always be read in reference to the policy 
document.  

The following elements are usually 
incorporated with a policy schedule: 

• Policy limits and sums insured - specific 
monitory levels of cover chosen against the 
insuring clause for the class of risk selected from 
the policy document.

• Items insured - details of the material item or 
event to be insured. This may list individual items 
or include more general terms such as ‘all assets 
owned’ or ‘any claims arising from’.

• Excess - the amount the policyholder will have 
to contribute to an insured incident. 

This may be any one claim, occurrence or per item 
but will be distinct for each insurer. Sometimes the 
excess is referred to as a ‘deductible endorsement’*. 
These are the only aspects of the contract that can 
override T&Cs within the policy wording and may 
include reversing exclusions, incorporating new 
conditions or writing in additional elements of cover 
or items.

It should be noted that each insurer may operate on 
a different basis or approach to the above.

*Endorsements may appear as separate documents 
with some insurers.

It is important to note that there are many ‘combined’ insurance policies. 
Each section must be read separately and together with that specific 
insuring clause. There may well be a further general exclusions and 
conditions section for the overall policy. 
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DETERMINING IF COVER IS AVAILABLE
The following diagram aims to simplify the process in determining if cover is available under a policy in the event 
of a loss or incident.

Is the person or organisation 
suffering or causing loss, injury 

or damaged insured and have an 
insurable interest?

Has the policy been triggered? 
Has the insuring clause 

been triggered?

Are there any exclusions that 
have been applied?

Are there any endorsements 
giving back coverage?

Have all other policy 
conditions been met?

Cover applies
N

o coverage

No

No

No

No

Yes

Yes

Yes

SECTION 5
PROPERTY INSURANCE
Property insurance provides cover for buildings and other material assets, usually against 
defined policy perils (see below). The policies are often also extended to include additional 
cover such as works in progress (when buildings are being refurbished or extended) business 
interruption (to compensate for additional costs and expenses resulting from building damage) 
and terrorism.

Perils
Listed below are the standard perils covered by 
property insurance. Those listed are generic and 
insurers will define specific perils within their own 
property policy wording. Some policies are written on 
a fire and perils basis, whereas others will be on an 
all risks basis (see below).

Fire, lightning and explosion
(explosion cover is usually restricted to damage from 
gas used for domestic purposes). This is the basic 
level of cover under a commercial fire policy.

Explosion
This usually excludes any vessel or machinery that 
requires an examination to comply with statutory 
regulation. These are normally covered by a specific 
engineering policy that includes the required 
inspection service.

Aircraft
Aircraft or other aerial devices or articles dropped 
from them, resulting in damage to the property 
insured.

Riot and malicious persons 
Riot, civil commotion, strikers, locked-out workers or 
persons taking part in labour disturbances or other 
malicious persons.

Earthquake
Damage caused by an earthquake. 

Subterranean fire
These are underground fires, sometimes in former 
mines or landfill sites.

Spontaneous fermentation or heating

This relates to a fire only resulting from the property’s 
own spontaneous fermentation or heating.

Storm 
Storm damage usually has to occur within a storm 
event defined and verified by the Met Office. 

Flood
The escape of water from the normal confines 
of any natural or artificial water course, including 
rivers, lakes, reservoirs, canals or dams, or sea 
flooding. Cover for flood is not usually given without 
storm coverage. This is because there is potential 
for heavy rain from storm conditions to cause 
flooding. Combining the storm and flood perils 
ensures the customer is covered and eliminates any 
conflict around the cause of damage.  

Escape of water
The escape of water from any tank, apparatus or pipe.

Impact 
Impacts caused by any road vehicle (or by goods 
falling from them) or by any animal not belonging to 
the policyholder.

Impact (including own vehicles)
Impact by any road vehicle (or by goods falling from 
them) or by any animal. 

Sprinkler leakage
Accidental escape of water from any automatic 
sprinkler installation on the premises.  

Subsidence
Subsidence, ground slip or ground heave of any 
part of the site on which the property stands. There 
must be damage to an insured building if cover is to 
apply to damage to any walls, gates or fences.
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ALL RISKS
If your policy is on an all risks basis, it offers a wider 
scope of cover including accidental damage and 
forcible and violent theft. This will cover you for most 
eventualities but will include a list of exclusions, which 
could be covered by another policy. You should refer 
to your policy for the list of exclusions. 

Specified items can be applied to the policy or you may 
be able to buy-back some of the exclusions at cost.

Short period all risks cover can also be arranged for 
items on temporary loan or hire to the insured for 
an exhibition or similar, limiting the period of cover 
required.

SETTING THE SUM INSURED
It is the policyholder’s responsibility to provide an 
assessment of the cost of reinstatement of the 
property being insured by the policy. This valuation 
should include allowances for the full cost of 
reinstating the building and take into account any 
factors that could affect the rebuilding period and 
its cost. 

Some factors to consider are:   
• The additional cost of reinstatement to comply 

with European Union and public authority 
requirements.

• Professional fees.

• Debris removal costs.

• Restricted or difficult site access. 

• Unusual construction features that may be costly 
to reinstate particularly if the building is listed.

Average 
One of the fundamental principles of insurance 
is that each person or institution insured pays a 
premium that is relative to the risk they bring to 
the insurance pool. For property insurance, the 
reinstatement value of the property (sum insured) 
is used as a base to calculate the premium, so it 
is important that the sum insured reflects the full 
reinstatement value of the property. 

Where a property insurance policy has an average 
clause, this is intended to address cases of under-
insurance by requiring the insured to bear a 
proportionate amount of the loss reflecting the level 
of under-insurance.

Average (85% condition) 

This is the formula for calculating the settlement 
figure in policies with average clauses. When 
this condition is included on the policy and the 
reinstatement property sum insured is equal to at 
least 85% of reinstatement, insurers will meet the 
claim in full. If however, the sum insured is less than 
85% of the cost of reimbursement, the insured will 
be considered to be their own insurer for a portion 
of the loss. In this event the insurers will work out 
their proportion according to the following formula: 

Claim settlement = sum insured/
reimbursement x amount of loss

The insured is considered to be their own insurer 
for any balance.

Day 1 reinstatement 

This is a clause applied to property damage 
insurance to deal with the effects of inflation during 
the periods of the policy and reinstatement. The 
insured provides the value of the property on a 
reinstatement basis on the first day of insurance 
(known as the declared value) and the insurer 
increases their limit of liability by an agreed 
percentage (known as uplift). The standard uplift 
offered is typically 15% or more, and would 
generally be considered sufficient to cater for 
the effects of inflation, but specific uplifts can be 
provided if the standard offered is insufficient.

POLICY DEFINITIONS AND EXTENSIONS

Damage

This is defined as any damage to property caused 
by any of the insured perils stated in the policy 
schedule. If the policy is on an all risks basis it would 
be damage to insured property resulting from a 
cause not otherwise excluded.

Cover

In the event of damage to the property insured 
occurring during the period of insurance, the 
insurer will pay the value of the property at the time 
of its damage. 

The liability of the insurer will not exceed the total 
sum insured or, for any specific item, its sum 
insured or limit of liability noted in the policy. 



BACK TO BASICS INSURANCE GUIDE |  2726  | ALARM

Other common policy definitions can include 
the following but may not always be available 
under every insurer’s policy: 

Adaptation (energy performance and 
sustainable buildings) clause
This is sometimes called a green clause and can 
include cover to pay for property amendments 
required to make the building compliant with 
changes in regulations and legislation, specifically 
relating to energy performance. It can also cover the 
additional cost of reinstatement over the minimum 
required by EU, building or other regulations to 
achieve EPC, or the cost of reinstatement with 
alternative materials in accordance with the 
Building Research Establishment’s Environmental and 
Sustainability Standard.

Automatic reinstatement of sum insured
This ensures the insurance will not be reduced by 
the amount of any loss. The insured may be asked 
to pay an appropriate additional premium for this.  

Capital additions and alterations
This is a contingency extension to the basic cover, 
which ensures newly purchased properties or 
completed additions to properties are not left 
uninsured. 

Damage to reputation
This would include reasonable costs of specialist 
communications experts, usually up to a certain 
limit, to mitigate potential damage to your 
reputation following a major event (such as a claim 
in excess of £1 million).

Drains and gutters
Following damage to the insured property, this 
covers the reasonable costs and expenses of 
cleaning or clearing drains, sewers or gutters.

European Union and public authority 
requirements (including undamaged property)
This covers the additional cost of reinstatement 
including demolition and site clearance to comply 
with European Union legislation or changes to UK 
building regulations or by-laws. This is usually up to 
a particular percentage of the damaged building’s 
sum insured. It can also include a provision for parts 
of the property that haven’t been damaged.

Fire extinguishment expenses
Following damage this covers the reasonable 

costs (usually up to a fixed limit) and expenses for 
refilling fire extinguishing appliances, recharging gas 
flooding systems, replacing used sprinkler heads, 
refilling sprinkler tanks where water costs are 
metered, resetting fire and intruder alarms, and any 
fire service charges. 

Landscaped gardens
This covers reasonable costs and expenses incurred 
in making good damage caused by the emergency 
services to landscaped gardens or grounds when 
attending an incident. This is usually subject to a 
fixed policy limit. 

Loss minimisation and prevention expenditure
This covers reasonable costs and expenses incurred 
by you in preventing or mitigating further damage to 
insured property after an incident. 

Metered water
Following an insured incident, this covers the 
insured for the cost of any escaping metered water. 
This is usually subject to a fixed policy limit.

Mortgagees and lessors
If the insured leases any properties this clause 
protects from any actions taken without the 
insured’s knowledge by tenants that may prejudice 
the insurance. The insured must inform the insurer 
as soon as it is known about. 

Non-invalidation
The insurance will not be invalidated by any act, 
omission or alteration that increases or changes 
the risk if you are unaware the changes have taken 
place. The insured must immediately advise the 
insurer as soon as the situation is known. 

Replacement of locks
An insurer will pay for the reasonable cost of 
replacement locks at any property following the 
theft of keys from the premises or from the home 
of any person authorised to hold the keys. Usually, 
there will be a limit on the policy.

Trace and access
In the event of damage resulting from escape of 
water or fuel oil, this covers the reasonable costs 
and expenses incurred with the insurer’s consent in 
locating the source of the leak and, usually, making 
good any damage. There will also be a limit on the 
policy.

Transit
This covers damage to the insured property while 
in transit by road, rail or inland waterway within the 
territorial limits. This may have a limit on the policy.

Territorial limits
Most UK property policies will have a restriction on 
where the property can be covered, typically Great 
Britain, Northern Ireland, the Isle of Man and the 
Channel Islands. 

Upgrading sprinkler installation
Following damage to any automatic sprinkler 
installation, this may cover additional costs incurred 
if the insurer requires the system to be upgraded to 
conform to the British Standard or European Code of 
Practice rules current at that time. There may be a 
limit on the policy.

Contracting purchasers
If the insured has contracted to sell an interest 
in any building and damage occurs before the 
purchase is completed, the purchaser will be 
entitled to the benefit under the policy, provided 
they have not yet arranged any property insurance 
on the building.

Debris removal
This clause covers reasonable costs and expenses 
incurred after a loss relating to removal of debris, 
demolition, shoring or propping up, weather 
proofing and security of a damaged site. 

Inadvertent omissions
An insurer may still provide cover under the 
terms and conditions of the policy (subject to any 
additional premium being paid) where the insured 
has inadvertently omitted to advise them of a 
building the insured is responsible for. There will 
usually be a limit on the policy. 

Professional fees
The sum insured should include an amount for any 
architects, surveyors, legal and consulting fees that 
could be incurred in the reinstatement or repair of 
your insured property. 

Under-insurance
This is also known as average. In the event of loss, 
if the sum insured is not sufficient, the insurer may 
deduct from the claim the percentage by which you 
are under-insured. This can be applied for a single 

building or over a portfolio of buildings.

Workmen
This clause allows tradespeople to work in the 
buildings to make repairs, minor additions or 
alterations, or to decorate without affecting the 
insurance.

CONDITIONS 
Under the terms of the policy, there are some 
conditions relating to the management of risks 
and maintenance of safety systems the insured 
may need to comply with. As these systems aim to 
reduce the risk of damage, it is an expectation they 
will be maintained in good working order. 
The terms will vary from insurer to insurer, but some 
of the main generic conditions are noted below. 

Automatic fire alarm systems, automatic 
sprinkler systems, fire extinguishers and 
intruder alarms
There will be an expectation the insured will carry 
out testing of your systems and ensure they are 
correctly maintained. An insurer will also expect to 
be told if any system is not in working order leaving 
the premises unprotected over a specified number 
of hours. 

Firebreak doors and shutters
An insurer will also expect you to maintain any 
designated firebreak doors and shutters in the 
premises and ensure they are kept closed outside 
normal working hours. 

Unoccupied buildings
A property may be deemed to be unoccupied 
when it has been vacant, empty (or partially empty), 
untenanted or not in use. Some insurers will expect 
the insured to take action in respect of these 
premises immediately, others within 30 days. In 
view of the potential increase in risk, there may 
be certain provisions in your policy to notify the 
insurer when any building becomes unoccupied. 
The insurer may also require a survey to provide 
additional risk management advice, but in general, a 
risk-based approach should be taken to ensure the 
building is adequately protected. 

As a minimum, the insured should carry out 
the following measures:

• Remove all combustible contents and waste 
internally and externally.
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• Turn off all mains services except for the 
electricity supply to maintain any fire or intruder 
alarm system.

• Completely drain the water systems. If this is not 
practical or possible, during 1 October to 1 April 
each year, any central heating systems should be 
kept working at a minimum temperature of five 
degrees Celsius to prevent freezing and bursting 
of water pipes. 

• Arrange internal inspections of the buildings and 
ensure inspections are recorded and carried out 
at a frequency agreed with the insurer. Remove 
all waste and repair all damage identified in the 
course of inspections immediately. 

• Seal up all letter boxes and take steps to prevent 
accumulation of mail.

• Secure the building against potential unlawful 
entry by closing and locking doors and windows 
and setting any fire or intruder alarm systems 
and false alarms.

• If the building is in a high-risk location it may be 
an insurer requirement to securely board-up 
windows and doors. 

BUSINESS INTERRUPTION COVERS
Business interruption insurance covers any losses 
following an insured incident interrupting or 
interfering with a business. The cover for any loss is 
provided for a defined period known as the maximum 
indemnity period.
The indemnity period is a calculation of how long 
the business could be affected following an insured 
loss. This begins with the incident and ends when the 
business is no longer affected, or when the maximum 
indemnity period has expired (whichever happens 
first). Once the maximum indemnity period has 
run the policy no longer offers this protection. The 
number of months should always be specified in the 
policy schedule and can be anything from 12 months 
to 60 months, depending on the type of business.

It is important that an adequate indemnity 
period is calculated. Some of the time factors 
that need to be considered are:

• Demolition and site clearance (particularly where 
site access is restricted or difficult) the building 
has special or unusual features, has listed 
building status, or there may be asbestos on site 
needing specialist removal.

• Obtaining planning permission.  

• Actual rebuilding of the premises.
• Availability and replacement of machinery plant 

and specialist contractors.
• Installation and testing of machinery plant.

Material damage proviso
Most policies have a material damage proviso. This 
means the cover under business interruption can be 
no wider than that provided by the material damage 
cover. This is an important issue when the business 
interruption is insured with a different insurer, 
which happens if the premises are leased and the 
freeholder is responsible for insuring the buildings. 
If the material damage is insured elsewhere, there 
may be some disparity between the two policies and 
the reinstatement will take longer than it should. It 
could also mean the material damage policy does 
not cover all perils. In this case cover will not respond 
to the loss if the material damage peril is uninsured. 
It is prudent to check the terms of a landlord’s policy 
when leasing or renting and make sure all relevant 
eventualities are covered.

There are several types of 
business interruption cover:
Additional expenses
This is also known as increased cost of working 
(ICoW). This cover is designed to help a business to 
recover as quickly as possible following an insured 
loss. It covers any additional expenditure needed 
to continue running the business. This can include 
additional rent, rates, taxes, lighting, legal, clerical and 
other expenses to replace deeds or documents. An 
indemnity period will apply to this cover.

Gross revenue
This cover is provided in respect to loss of earnings 
of the business following an insured loss, such as 
entrance fees at a swimming pool or box office 
takings at a theatre. It can also include other 
revenues such as the sale of drinks and food from 
vending machines or bars, or the sale of souvenirs. 
Included in the cover is ICoW to enable the business 
to continue to run after a loss. However it will not be 

on the basis of ‘spend a pound to save a pound’; any 
expenditure must be cost-effective and within the 
revenue figure.

Gross profit
This cover is for profit-making activities. It covers 
the amount, which represents the anticipated gross 
profit based on the amount from the financial year 
which is simultaneous to the period of insurance 
and increased proportionately where the indemnity 
period is over 12 months. Like loss of revenue there 
is an element of ICoW within this cover to enable the 
business to avoid the reduction in turnover after the 
loss. The same cost-effectiveness will apply here too.

Rent receivable
If the property owner receives rent this provides 
cover against any loss of rent following an insured 
peril. The cover runs while the property is being 
repaired, up to when the premises are relet or at 
the end of the indemnity period. It also has the 
provision for ICoW.

Book debts
This cover is now relatively out-dated due to the use 
of IT. It was originally designed to cover the financial 
loss arising if financial records or ledgers were 
destroyed by fire. With the increasing sophistication 
of computers and the need for off-site back-up 
systems, the need for such cover is diminishing.

Extensions to business interruption cover 

There are some common extensions to 
business interruption cover, which can 
include: 

Action of competent authorities
This will cover any loss due to action by the police 
or any other local or military authority in or near 
to your premises. This is usually down to a bomb 
hoax or following any danger or disturbance. There 
will possibly be an exclusion for the first number 
of hours but there will almost certainly be an 
indemnity period and a policy limit.
Denial of access
Covers interruption to a business due to the 
inability of customers to reach the premises as a 
result of damage to a nearby property.

Public utilities
This clause will cover any interruption to the 
business due to damage to any land-based 

premises of any public gas supplier, generating 
electricity station or substation, waterworks and 
pumping stations of any public water supplier 
and any land-based premises of a public 
telecommunications supplier resulting in loss of 
services to your building. This clause is usually 
subject to a policy limit.

Notifiable diseases
This relates to outbreaks of a disease designated as 
notifiable by Public Health England (there are also 
relevant bodies which deal with Wales, Scotland 
and Northern Ireland). This extension covers losses 
due to closure of premises as a result of notifiable 
diseases at the premises or within a specified 
radius. The policy will define the specific types of 
diseases covered, but full lists can be found on gov.
uk. There is usually a policy limit and an indemnity 
period on the policy. This clause usually extends 
to include impact on a business by food poisoning, 
murder, rape and suicide at the insured’s premises.

Loss of attraction 
If there has been damage to a property close to the 
premises that will cause loss of custom there can 
be cover for this eventuality. There will usually be an 
indemnity period and a limit on the policy.

Works in progress 

A property owner with requirements for new 
buildings, extensions, repairs and maintenance of 
existing structures will need appropriate insurances 
when engaging contractors to carry out building 
works. The need for and extent of the insurance 
depends on the type of building contract used. 

Cover can be arranged on either an annual or 
specific basis. Annual cover is usually provided on a 
blanket basis on the ‘works’ (and existing buildings 
if an extension) with the premium adjustable on the 
value of the contracts during the year, subject to a 
single contract limit. 

Specific cover can be arranged where no annual 
cover is in force. The main contracts used are those 
established by the Joint Contracts Tribunal (JCT). 

These are standardised contract documents used 
by the insured and the contractor, to set out the 
responsibilities for the works, including insurance. 

If dependent on revenue or profit from a new 
building consider cover for advance business 
interruption.

The indemnity period is a calculation 
of how long the business could be 
affected following an insured loss.  
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TERRORISM COVER

The definition of an act of terrorism 
Any act or preparation in respect of action or threat 
of action designed to influence the government de 
jure or de facto of any nation or any political division 
thereof or in pursuit of political, religious, ideological 
or similar purposes to intimidate the public or a 
section of the public of any nation by any person 
or group whether acting alone or on behalf of or in 
connection with any organisation or government de 
jure or de facto and which: 
1. Involves violence against one or more persons.
2. Involves damage to property.
3. Endangers life other than that of the person 

committing the action.
4. Creates a risk to health or safety of the public or 

a section of the public.
5. Is designed to interfere with or to disrupt an 

electronic system.
6. Any action in controlling, preventing, 

suppressing, retaliating against or responding 
to any act or preparation in respect of action or 
threat of action described in point 1 above. 

The background to terrorism cover
Following a number of terrorist-related bombing 
incidents in the early 1990s, pressure from 
reinsurers forced insurers to restrict terrorism 
cover from January 1993. This situation demanded 
further action, and Pool Re, a specialist terrorism 
reinsurer, was set up. It was organised by the 
Association of British Insurers (ABI) on behalf of 
their members (insurance companies and Lloyds) 
and the Government agreed to act as insurer of the 
last resort.
Terrorism is now a standard exclusion for property 
and construction policies not arranged by an 
individual, but terrorism cover can be ‘bought back’ 
as a policy extension. When such cover is required, 
reinsurance for terrorism is arranged with Pool Re, 
although the insurer retains the terrorism risk to an 
agreed level.
This is reflected in the premiums charged for the 
risk. If property arrangements are split between 
insurers, and Pool Re cover is required on any of 
the insured properties, it must be arranged on all 
the insured properties (except housing properties 
where cover is optional). Not doing so invalidates 
the cover in place. This applies even when renewal 

dates differ, although cover does not need to be 
started until renewal. 
Quotations can only be given a maximum of 42 
days prior to renewal and the insurer will base 
the premiums on the property portfolio including 
business interruption and computer covers. Only 
two quotations can be given in any one period of 
insurance. 
It is a strict requirement of Pool Re that all 
premiums are paid within 30 days of cover inception 
(this is usually the renewal date). If payment is not 
received cover ceases and is only reinstated from 
the date payment reaches the insurer.

Terrorism cover available other than through 
Pool Re

There are now alternative markets for 
terrorism cover, however it is important to be 
aware of the following factors relating to such 
markets:

• Cover may be restricted to selected properties.
• A restricted limit of liability may apply.
• Reinstatement of cover following a loss may not 

be guaranteed.
• A cancellation condition may apply.

There is no government backing for alternative 
markets in respect of catastrophic losses.

SECTION 6
CASUALTY 
INSURANCE
BASIC POLICY CONSTRUCTION

All insurance policies are structured in a 
similar manner. The key components are:
Operative clause
This sets out in detail the circumstances under 
which the policy is to be triggered and in broad 
terms the cover to be provided by the policy. To 
trigger the policy it is necessary on the part of the 
insured to have an event that falls within the terms 
of the operative clause. 

Extensions 
Extensions list the additional cover or circumstances 
in which the policy or insurer will operate. It needs 
to be read in conjunction with the operative clause 
and exclusions to check if they are relevant to the 
circumstance of the claim and extend the policy 
cover accordingly. 

Exclusions 
This section of the policy sets out the exclusions or the 
circumstances to be excluded from the policy. If an 
insured event falls within one of the exclusions then it 
is likely the claim will not be covered by the policy. 

Conditions 
These list the relevant conditions under which the 
policy may operate and may include certain duties 
on the policyholder, such as how to report a claim 
and the timeframe to do so. 

Definitions
These list the various definitions used throughout 
the policy and their meaning. In this way insurers can 
reduce the size of the policy document and make 
sure there is consistency throughout the document. 

Policy schedule
This is the section of the policy that lists items such 
as the period of cover, premium payable, long-term 
agreement period, limit of indemnity and any inner 
limits for extensions, level of self-insured excess or



BACK TO BASICS INSURANCE GUIDE |  3332  | ALARM

deductible and free text policy endorsements, in 
addition to the pre-printed policy endorsements.

POLICY TERMS

Each policy of insurance has some key terms 
that form an integral part of it and are used in 
everyday language. Here are some of the key 
terms:
Limit of indemnity 
This is the limit the insurer will indemnify the 
policyholder. If there was a claim of £80 million and 
the limit of indemnity was £50 million, this would 
mean insurers would contribute the first £50 million 
to the claim with the policyholder paying the £30 
million balance. Defence costs of a claim can be in 
addition to the limit of indemnity or included within 
the limit and reference should be made to your own 
policy wording for clarification. 
The limit will be stated either as for any one claim, 
event or occurrence, or as an aggregate of these.  

Sub-limits of indemnity 
Some policy extensions may be the subject of a 
sub-limit within the policy. The sub-limit can either sit 
over and above any policy excess or sometimes be 
written so that the sub-limit falls within the excess. 
An extension relating to the General Data Protection 
Regulations (GDPR) could be sub-limited to £500,000 
that is the cap the insurers will pay for any claims 
which fall under this extension. If the policy is subject 
to a £100,000 excess and the insured is presented 
with a claim for £800,000 relating to a GDPR breach, 
the cover they would enjoy under the policy would 
be £500,000 over and above the £100,000 excess, 
so the insured would need to fund £300,000. 
Alternatively, the cover could simply be £500,000 
limit subject to the £100,000 excess, meaning the 
insured would need to fund £400,000. 

In the aggregate 
This means the maximum amount the insurer will 
pay in total over the period of the policy (which is 
invariably a 12 month period). A limit in the aggregate 
is most likely to be found on a financial lines policy.  

Any one claim, event or occurrence 
This means the maximum sum the insurer will pay 
for any one claim, event or occurrence no matter 
how many claims are made in the policy year. You 
could have two claims worth £50 million each paid in 
the same policy year where the policy carries a £50 

million limit of indemnity. Any one claim wordings are 
the norm for public and employers’ liability covers. 

The term event or occurrence will usually be defined 
by the policy and it is an attempt by insurers to 
confirm the circumstances in which no more than 
one level of retention will be applied to a claim or 
series of claims. An explosion which injures ten 
members of the public would only be the subject of 
one retention applying and not one for each injured 
party. However, a pothole in which three different 
people fall into over time would be the subject of 
one retention per claimant. Each policy and claim 
will be determined on its own merits but the key is 
to understand if there has been one accident that 
can be identified in terms of timing, or whether the 
events giving rise to the claim are separate incidents 
by time.

Self-insured retention (SIR) 
This is the amount the insured has agreed to pay 
as the first part of any claim.  It is more commonly 
referred to as the policy excess. It is important to 
understand that should a claim involve more than 
one claimant, then (depending on the circumstances) 
an SIR per claimant may apply to the claim(s). This 
could mean the insured carries a significant financial 
exposure, which will most likely be capped by 
aggregate stop loss (ASL) protection.

Aggregate stop loss  
The ASL is the limit under the policy to which the 
insured will fund the claims payments made by way 
of the SIR in any one policy period. So an ASL of 
£1 million means the insured’s exposure to claims 
payments is capped at £1 million in that policy 
period, irrespective of how many claims may be 
made in the year. The ASL forms an important part of 
the budget protection the insureds require so they 
have some certainty around their financial exposure.   

Non-ranking excess 
This is the amount of the claim that does not 
aggregate towards the ASL erosion. I the insured had 
a £50,000 SIR and a £2,500 non-ranking excess, then 
in the event of a claim for £30,000, only £27,500 of 
the claim would contribute towards the ASL erosion. 

Claims occurring and claims made  
Liability polices can be written on different terms and 
conditions and it is not unusual for financial lines

covers to be written on a claims made basis and for 
public and employers’ liability covers to be written 
on a claims occurrence wording. Sometimes you can 
have a mixture of the two with extensions on a claims 
occurrence wording being expressed as a claims made 
coverage.

For certain events or circumstances, such as claims 
arising from abuse, the main clause of the policy may 
be written on one type of wording (for example, claims 
occurring) but the cover could be altered within the 
body of the policy to a different wording (for example, 
claims made).

Claims occurring wording  
The policy covers the policyholder for all injuries and/
or claims occurring within the policy period, irrespective 
of the date at which the claim is presented. For the 
claim to trigger the policy, the injury or damage being 
alleged by the third party must occur during the period 
of the policy cover. It does not matter if the claim is 
made many years after the event; it is the policy at the 
time of the injury that is the relevant cover. This is the 
reason why some abuse claims brought long after the 
abuse occurs are covered by the insurance policies of 
many years ago. Typically, public and employers’ liability 
policies are written on this basis.

Claims made wording
The policy covers the insured for all injury or damage 
claims made on them in the policy period. For the claim 
to trigger the policy, the claim being alleged by the third 
party must be made during the period of the policy 
cover. If an event gives rise to an injury occurring on 1 
June 1981, but the claim is made against the insured 
on 1 November 1993, the policy that would respond to 
the claim is the one in existence on 1 November 1993.
This type of policy construction is very common for 
financial lines covers such as officials’ indemnity and 
professional indemnity. 

The construction of the policy wording for professional 
indemnity covers means that once the cover is lapsed 
there is no insurance in place covering any subsequent 
claims which may be made if an error or defective 
advice comes to light. For this reason the insured will 
often buy run off cover even after the contract has 
been completed. This allows the insured to remain 
insured long after the contract has been completed in 
case a claim may be made years into the future. After 
a certain number of years the insured will often let the 
run off cover lapse, confide in the knowledge that no 
claim is now going to be made.

Retroactive date

Claims made wordings can also be subject to a 
retroactive date after which the event giving rise to 
the claim must occur for the policy to be triggered. If 
the event giving rise to the claim occurs prior to the 
retroactive date there is no cover. An insurer may use 
a retroactive date when they wish to limit the exposure 
offered under the policy, say if the claims data available 
around the risk at that point in time is not available. It is 
often in the schedule to the policy. 
Once a claims made policy is lapsed no cover is 
available under that policy for any future claims. This 
is why it is important that the retroactive date on any 
successor policy reflects the period of the previously 
held claims made policy(ies).

Policy operation
It is possible for an insured to move from a claims 
occurring wording to a claims made wording and 
maintain cover continuously. It is however very difficult 
to move from a claims made wording to a claims 
occurring wording, unless the claims occurring wording 
insurer is prepared to offer retrospective cover for the 
entire period of the claims made wording.
Some insurers will offer the main public liability cover 
on a claims occurring wording but limit the abuse cover 
they offer to a claims made coverage. This is usually 
dealt with within the terms of the policy and means that 
once that policy is lapsed the insurer is free from short 
or long tail abuse claims made after the policy has 
ceased. This could leave the policyholder uninsured for 
claims arising from abuse for the period on which the 
abuse coverage was written on a claims made basis.
It is vital that an insured understands fully the nature of 
the cover they have and how it all fits together to offer 
a continuous cover to them, given that claims can arise 
30 to 40 years after the event. 
You will often see underwriters and brokers refer 
to claims occurring wordings as having a ‘long tail’ 
and phrases such as, triangulation, incurred but not 
reported (IBNR) and incurred but not enough reserved 
(IBNER).

Long tail
This phrase is used to describe the fact that many 
public liability claims are made many years after the 
period of insurance in which the claim falls has lapsed. 
When these claims are plotted on a triangular claims 
experience, the ‘tail’ of the triangle contains a number 
of newly reported claims for many of the older years, or 
gives the impression of a long tail.
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Year of development no.1 Year of development no.2 Year of development no.3

No Costs No Costs No Costs

Policy
Year

1a

Open
Closed
Total

45
5

50

Paid
Outstanding
Total

£12,526
£296,027
£308,553

131
86

217

Paid
Outstanding
Total

£339,931
£675,889

£1,015,820

113
126
239

Paid
Outstanding
Total

£568,680
£657,005

£1,225,685

Policy
Year
 2a

Open
Closed
Total

23
3

26

Paid
Outstanding
Total

£3,617
£180,313
£183,930

52
62

114

Paid
Outstanding
Total

£94,515
£447,718
£542,233

61
98

159

Paid
Outstanding
Total

£187,336
£678,544
£865,880

Policy
Year

3a

Open
Closed
Total

25
10
35

Paid
Outstanding
Total

£9,441
£315,100
£324,541

65
44

109

Paid
Outstanding
Total

£48,611
£576,529
£625,140

79
59

138

Paid
Outstanding
Total

£202,724
£837,258

£1,039,982

Policy
Year

4a

Open
Closed
Total

31
5

36

Paid
Outstanding
Total

£9,720
£174,486
£184,206

85
18

103

Paid
Outstanding
Total

£33,764
£732,124
£765,888

15
89

104

Paid
Outstanding
Total

£172,108
£1,430,335
£1,602,443

Policy 
Year

5a

Open
Closed
Total

16
1

17

Paid
Outstanding
Total

£1,110
£163,000
£164,110

55
28
83

Paid
Outstanding
Total

£38,580
£218,388
£256,968

Policy 
Year

6a

Open
Closed
Total

23
4

27

Paid
Outstanding
Total

£12,493
£156,994
£169,487

Year of development no.4 Year of development no.5 Year of development no.6

No Costs No Costs No Costs

93
158
251

Paid
Outstanding
Total

£813,424
£1,116,418
£1,929,842

25
238
263

Paid
Outstanding
Total

£1,401,782
£1,636,642
£3,038,424

14
255
269

Paid
Outstanding
Total

£1,355,054
£1,058,314
£2,413,368

62
115
177

Paid
Outstanding
Total

£277,897
£723,910

£1,001,807

64
121
185

Paid
Outstanding
Total

£682,187
£1,233,007
£1,915,194

30
109
139

Paid
Outstanding
Total

£328,970
£695,259

£1,024,229

Triangle
When setting the premium and parameters (SIR/
ASL) of a public or employers’ liability insurance 
programme, it is important insurers understand the 
claims to be made against the programme will be 
spread out over a long-term period. This is due to 
the way in which the UK legal system operates and 
the fact that policies are written on a claims occurring 
basis. To help the insurer design the insurance 
programme so it can absorb losses made many 
years into the future, the insurer uses an instrument 
referred to as a triangulation which offers a guide as 
to the future likely cost and claims number.  
The table above is an example of a triangulation. 
The left-hand column contains each period of 
insurance and against each year is shown the 
actual claims number and cost of claims as at each 
subsequent renewal (or year of development) 
running along the top of the triangle. 
The year of development number 1 is the first 

renewal of policy year 1a, year of development 
number 2 is the second renewal of year 1a but the 
first renewal of year 2a,  and so on for as long as the 
data is available, usually ten years is ideal. Assuming 
this case is a 1 April renewal and work through what 
the triangulation tells us. 

What we know is that as at 31 March 1a, first 
renewal for the policy year 1a had 50 claims in 
total of which five where closed and 45 remained 
open. The sum paid was £12,526 and outstanding 
£296,027 offering a total of £308,553. 

The year 1a unfolds as the claims get reported and 
the current claims within the system get finalised. 
So by the time we get to the fifth renewal for year 
1a, we can see that the year 1a has actually had 
a total of 263 claims reported of which 25 remain 
outstanding and 238 are closed. The total claims 
costs as at that point in time is £3,038,424 made 
up of £1,401,782 in paid claims and £1,636,642 
outstanding within the 25 open claims. 

The transition from the first renewal to the sixth 
renewal of 50 claims at a cost of £308,553 to 263 
claims at a cost of £3,038,424 is referred to as 
the ‘claims development’, and such is the relative 
deterioration in the policy year from its initial 
modest claims number and cost to its £3 million 
plus development, that this signals the importance 
of triangulations in the assessment of a risk. 

Essentially the triangulation allows the underwriter to 
track the claims pattern over time and thus make a 
more informed judgement as to how the risk is likely 
to perform in the years to come. This can be relevant 
when the insurer may have only been on cover for a 
short period and does not have enough claims data 
for their own years to fully assess the risk.

Triangulations can be a very powerful tool for the 
insured to graphically demonstrate the impact of 
risk management over time and its impact on claims 
trends and overall claims performance, in showing 
an improvement in the risk. 

Incurred but not reported (IBNR)
Usually the reason for the delay for claims that 
have been incurred but not reported is because the 
insured does not yet know the accident giving rise 
to the claim has occurred and the claim has not yet 
been made.  

For example an individual who has an accident on 1 
January (falling on the highway) and makes a claim 
against a council on 31 October of the same year 
means that claim has an IBNR of ten months. In 
the above table the year 2014/15 had received 35 
claims at the end of the first period of insurance 
and by the time the fourth renewal (31 March 
2018) came around 139 claims in total had been 
reported with an incurred cost of £1,024,229. As at 
the first renewal it can be seen that 2014/15 had 
104 (139-35) claims IBNR. Insurers would refer to 
‘development factors’.  

Incurred but not enough reserved (IBNER)

Below is an abridged version of a triangle and the highlighted area is the part that may be 
described as the long tail.
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This occurs where the initial reserve set aside to 
cover the anticipated cost of the claim proves to be 
insufficient and the reserve must be increased to 
reflect factors such as a deterioration in the medical 
position of the claimant. 

Definitions
Across both the employers’ and public liability 
policies it is common for a number of definitions to 
apply to both.

Employee means any person while:
• Engaged under a contract of service or 

apprenticeship with the insured.
• Acting in the capacity of non-executive director 

of the insured.
• Not under a contract of service or 

apprenticeship who is, at the requirement of 
the insured, supplied to, hired or borrowed 
by the insured in the course of business and 
under the control of the insured. 

• Persons on work experience, training or on 
secondment from another organisation. 

• Labour masters or persons supplied by them; 
labour-only subcontractors. 

• Self-employed persons or voluntary helpers and 
instructors; or homeworkers or outworkers.

• Voluntary workers, helpers and instructors.
• Persons working under the Community 

Offenders Act 1978, the Community Offenders 
(Scotland) Act 1978 or similar legislation. 

• Employee(s) elected on any industry users’ 
committee.

• Outworkers or homeworkers employed under 
contracts to personally execute any work 
in connection with business while they are 
engaged in that work.

• Any other person defined under Sections 32.-(1), 
35.-(2) and 54.-(3)(b) of the National Minimum 
Wage Act 1998.

• Prospective employees who are being assessed 
by the insured as to their suitability for 
employment.

• Any returning officer, acting returning officer, 
their deputies and any person engaged by them 
at local government, European Assembly and 
parliamentary elections and referenda.

• Any member of an education appeals panel 
established under the Schools Standards and 

Framework Act 1998 and any subsequent 
legislation.

• Any member of a joint management committee 
scheme formed to assist in the business of the 
public authority.

• Any person a court of law in the United 
Kingdom deems to be an employee.

Provided that the insured can always request that 
any such person is not treated as an employee.

Employers' liability
Employers' liability insurance is one of the few 
compulsory insurance requirements in the UK. 
It was established under the Employers’ Liability 
(Compulsory Insurance) Act 1969, with the 2008 
amendment requiring that the minimum limit of 
indemnity is £5 million. Many public bodies are 
exempt from the compulsory requirement but 
choose to insure as a prudent financial control and 
budget protection. 
It covers the insured for any damages or 
compensation they may be legally liable to pay for 
injury to an employee which occurs or arises in the 
course of their employment and during the policy 
period. The cover is written on a claims occurring 
basis and will include an indemnity for legal defence 
costs and the legal costs of claimants.

Extensions
The employers' liability policy offers a number 
of main extensions including the following:

• Contractual liability - where the insured is 
required to insure the employers’ liability risk by 
virtue of a contract or agreement.

• Cross liabilities - where there are two or more 
named insured in the policy then the insurer 
will treat each party as a separate insured and 
so allow both parties to sue each other under 
the same policy. 

• Compensation payable and defence costs arising 
out of the Data Protection Act 1998 (DPA) and the 
General Data Protection Regulation (GDPR). 

• Indemnity to other parties (as defined by the 
policy). 

• Temporary employees overseas.
• Medical treatment by a qualified practitioner 

employed by the insured.
• Offshore activities, usually the subject of a 

policy sub-limit and in some cases you need to 

tell the insurer prior to departure. 
• Indemnity to principals arising under contract. 
• School governing bodies.
• Statutory defence costs under the Health and 

Safety at Work Act 1974.
• Transfer of Undertaking of Protection of 

Employment Act 1981 (TUPE), usually arises when 
an employee is transferred to the insured and 
then has an employers' liability claim against the 
previous employer and is unable to pursue the 
claim from the previous insurer.

• Unsatisfied court judgments.
• Defence costs to a corporate manslaughter 

charge. 
Prior to these extensions operating automatically, 
some of them need to be agreed in writing with your 
insurers, and some will require bespoke underwriting 
measures and generate an additional premium. 

Public liability

The basic intention of the cover is to 
indemnify the insured for accidental events 
giving rise to a claim for:

• Damage or bodily injury to a third party
• Damage or loss to third party property.

The terms damage, bodily injury and loss are usually 
defined by the policy and would include mental 
injury. By reference to third parties, this is designed 
to mean someone or some organisation which sits 
outside of the insured's own organisation.

Extensions
The public liability policy offers a number of main 
extensions (some of which may be sub-limited by 
the policy) including:

• Contractual liability
• Cross liabilities
• Compensation payable and defence costs 

arising out of the DPA and the GDPR.
• Defective Premises Act 1972.
• Temporary employees overseas.
• School governing bodies.
• Statutory defence costs under the Health and 

Safety at Work Act 1974.
• Hirers', liability, where agreed with the insurer.
• Indemnity to other parties, as defined by the 

policy.
• Motor contingent liability.
• Use of a vehicle or plant as a tool of trade 

(except where cover is required by virtue of the 
Road Traffic Act 1991).

• Indemnity to principals.
• Property in the custody, care and control of 

the insured. There will usually be a restriction 
in cover around this extension built into 
the exclusions section of the policy and the 
two clauses need to be read in conjunction 
to understand the full extent of the cover 
provided.

• Motor trade extension, covering servicing, 
repair, MOT testing of vehicles. The road risks 
would be picked up by the motor policy. (Some 
establishments may have a separate motor 
trade policy combining both the public liability 
and motor risk).

• Defence costs to a corporate manslaughter 
charge. 

Prior to these extensions operating automatically 
some of them need to be agreed in writing with your 
insurers, and some will require bespoke underwriting 
measures and generate an additional premium.

Exclusions

The public liability policy retains a number of key 
exclusions which operate so as to reduce the 
blanket nature of the cover, or remove the cover 
completely. The more significant exclusions and 
restrictions are:

Aircraft and watercraft
The policy excludes the cover arising out of the 
ownership, possession or use of any aircraft or 
other aerial device or satellite or vehicle or any 
watercraft other than: 

• Motor barges not exceeding 75 ton capacity on 
inland waterways.

• Hand-propelled craft, sailing vessels and motor 
launches not exceeding 15 metres in length 
and only when operated in inland waterways. 

Essentially this exclusion (often referred to as the 
marine exclusion) not only removes cover for the 
use of aircraft (an aviation risk), it also removes 
cover for water vessels other than the ones stated 
above. Where cover is provided this is only for 
inland waterways, so there would be no cover for 
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sailing at sea.
The marine cover provided would also only be for 
the liability of the vessel and would not cover the 
hull or any cargo being transported (other than 
passengers). The cover extension is only partial 
cover and not always a complete solution.

Airports
The operation and ownership of airports or any 
aircraft flying from them is excluded.

Asbestos
Liability for any asbestos-related claims is excluded, 
although the accidental discovery of the presence of 
asbestos can often be provided as an extension.

Employment practices disputes
Claims relating to any employment disputes over 
terms and conditions of employment, such as unfair 
dismissal, would be excluded and would need to be 
insured separately. 

Medical malpractice

The public liability policy would normally exclude any 
claims arising from the provision of services by a:

• Hospital physician, medical doctor, osteopath, 
chiropractor, resident, extern or intern.

• Psychiatrist.
• Pharmacist.
• Dentist, orthodontist or periodontist.

It would also exclude the prescribing of any drugs, 
treatments or medicines, or the use of equipment 
for diagnostic purposes or invasive treatment. 
This is because these activities would be more 
specifically covered by a medical malpractice policy.  
The standard public liability policy will normally 
cover emergency and first aid treatment, and the 
administering of drugs or medicines or procedures 
pre-prescribed by a medical practitioner and 
subject to any written guidelines by an employee of 
the insured (such as a school by a teacher).

Pollution cover
All public liability wordings are most likely to express 
the cover they offer for pollution risks slightly 
differently, but the broad aim of all covers is to 
cover pollution which is caused by the insured 
and which is sudden, unintended (accidental) and 
identifiable. Insurers are looking to exclude any 
pollution, which is either gradual, intended, or 

unidentifiable. This would need to be the subject of 
a specific environmental impairment policy. 

Products liability
This is cover for products and property which has 
been manufactured, designed or sold, distributed 
or constructed by the insured. Cover is provided 
for injuries to third parties arising out of, or in 
connection with the product. A double glazing firm 
that manufactured a batch of windows which turned 
out to be faulty, allowing a number of glass panes to 
fall and injure passers-by, would be an example of a 
products liability claim.
The limit of indemnity is written in the aggregate over 
any one year – so that means that in any one period 
of insurance the insurers can never pay more than 
the limit in indemnity in total. In general, the products 
liability risk for the public sector is very small.

Airside and airport liability
The liabilities arising from the operation and 
ownership of an airport in relation to the flying 
activities are invariably excluded from a traditional 
public liability policy, as will any activities the insured 
may undertake airside, such as the painting signs. 
The term airside usually refers to that area of an 
airport that has restricted access. Specialist aviation 
markets exist which can provide a tailored cover to 
the needs of the insured.
Different organisations are making more use of 
drones in their everyday business, from police 
forces monitoring crowds to the use of drones 
in building maintenance. Cover for drones can 
be provided by way of an extension to the public 
liability policy, but insurance is usually placed in the 
aviation market for the drones where a wider and 
more comprehensive cover can be obtained.

Medical malpractice
The policy is aimed at providing insurance protection 
for the insured and their employees including 
doctors, nurses, dentists, chiropractor, psychiatrist, 
pharmacist, paramedics, physiotherapists and 
other healthcare professionals and complementary 
therapists, when a third party is injured as a result of 
their medical negligence. 
The negligence will usually take the form of 
misdiagnosis, failure to follow a care plan, an 
operation which goes wrong, administering medicine 
incorrectly, delay in diagnosis and injuries which flow 
from medical treatment applied incorrectly. 
The most common form of medical professional in a 

local council is usually the school nurse. 

The policy should dovetail with the public 
liability policy which provides cover for:

• Emergency and first aid services.
• Administration of drugs or medicines or 

procedures pre-prescribed by a medical 
practitioner and subject to any written 
guidelines by an employee of the insured.

The public liability policy excludes the diagnosis risk, 
or the prescribing of any drugs or medicines with 
such risks falling to the medical malpractice cover. 
Some medical malpractice covers can be written on 
a blanket basis with key exclusions, or be a bespoke 
policy for a specific activity.

Officials’ indemnity – financial lines 
An officials’ indemnity policy is unique to the public 
sector. It provides indemnity for any financial loss, 
for which the insured is legally liable, incurred 
by a third party which may flow from a wrongful 
act of the insured and would include errors and 
omissions. The policy is written on a claims made 
basis (see earlier text) and would exclude any injury 
to third parties or damage to third party property. 
The cover provided is blanket coverage for the role 
of the insured in the execution of their duties. A 
local authority’s statutory duties represent those 
activities which an authority must perform. A local 
authority’s statutory powers are those that an 
authority can perform. The extent of these powers 
is defined by legislation. 
A typical claim triggering the policy may be an error 
in the giving or withholding of planning permission. 
The error or act giving rise to the claim must have 
been committed accidentally. No cover would be 
provided to a council which made a decision in the 
full knowledge that it would lead to a loss by a third 
party.
The policy excludes any liability arising from 
professional services provided in exchange for a 
fee for those services, such as where the council 
is actively selling its own legal or building design 
services to third parties. This risk is covered by a 
professional indemnity policy.

Some key extensions around the officials' 
indemnity policy include:
Elections
Cover is provided to the election officials in the event 
that an election may be declared invalid. Areas of 

indemnity include:
• Defence costs
• Costs of rearranging the election
• Compensation for damages.

The losses need to come from a wrongful act 
of the election officials. In the context of policy 
cover election will usually also encompass:

• National referenda. 
• Local government, London Assembly, 

Welsh Assembly, Mayoral, United Kingdom, 
Parliamentary and European Assembly 
elections.

An election official may be described as:
Returning officer, acting returning officer, counting 
officer or acting counting officer, police area 
returning officer who is at the time of appointment:

• A lawfully elected or appointed member of the 
public authority.

• Employed under a contract of service with the 
public authority.

• A deputy of such persons and all persons 
engaged by them in the performance of official 
duties as a returning officer or acting returning 
officer, or a counting officer, acting counting 
officer or police area returning officer.

Food Safety Act 1990
The insured is indemnified in respect of any claim 
which arises by virtue of Sections 9(7) and 12(10) of 
the Food Safety Act 1990. The cover is usually sub-
limited.

Illegal distraint
Cover is provided to indemnify the insured for any 
amount where the claim arises from disposal of 
property subject to illegal distraint.

Land charges
When considering a possible property or land 
purchase the potential buyer will need to undertake 
searches on the land or property and surrounding 
area. The searches are made on the relevant local 
authority, which has a statutory duty to maintain 
certain types of information.
The purchaser relies on those searches when 
making an offer to buy the land or property. The 
searches cover a variety of queries relating to the 
property and surrounding area, with the aim to 
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protect the buyer from any unwelcome surprises 
post purchase.  
If a local authority commits an error (wrongful 
act) when responding to the search and the error 
be something which may have prevented the 
purchaser from not going ahead with the purchase 
or offering a lower price, then in theory the 
purchaser may be entitled to compensation from 
the local authority. This extension is designed to 
cover that risk as well as legal costs associated with 
the claim. The extension can usually be sub-limited.

Public Health Act 1875
Cover for claims flowing from the Public Health 
Act 1875 are written on the basis that the policy is 
triggered where legislation requires that the local 
authority concerned must pay the salary of anyone 
who complies with a notice to cease work under 
such health legislation. 

Claims made under this extension are very 
rare and the aim of the extension is to 
indemnify the insured for any amount paid, 
which the insured shall become legally liable 
to pay as compensation to a third party person 
in respect of the following areas of loss:
The net loss of income, by any such third party 
person comprising:
1. The amount of any wage or salary or any other 

earned income
2. Or damage to property of any such person.
Compensation is to be paid by the insured under 
the terms of Section 31(4) of the Public Health 
(Control of Disease) Act 1984.
The notice has to be served and the damages ordered 
must occur during the period of insurance. In this way 
the cover is written on a claims made basis.

Professional indemnity – financial lines
A professional indemnity policy provides identical 
cover to the officials’ indemnity policy except that 
the policy is triggered when the act giving rise to the 
claim arises from the negligent performance of a 
professional duty or service where the insured has 
received a fee for the performance of the service. 
The reason why a separate policy provides the cover 
and not the officials’ indemnity policy is because 
unlike statutory duties (which are common to all 
bodies) the supply of professional services can vary 
considerably from one insured to another. To be 
fair the risk is written separately and independently. 

The premium will normally be determined by:
• The nature of professional services – rates can 

vary between services.
• The fee income generated.
• The level of limit of indemnity required.
• The level of excess or self-insured retention 

selected.
Cover is provided on a claims made basis and will 
be subject to a retroactive date clause. The limit of 
indemnity is likely to be written as a limit on any one 
claim and in the aggregate in any one policy period. 
Once a service has ceased to be provided the 
insured may wish to consider maintaining run off 
cover against the possibility of a claim being made in 
the future after the service has stopped. The run off 
cover is usually likely to be for a period of around six 
years in line with the limitation period under contract.

LIBEL AND SLANDER 
Cover is provided for claims which flow from a libel 
or slanderous (defamation in Scotland) comment 
committed by an employee of the insured, during 
the conduct of the insured’s business. The cover 
can be written on a claims made or a claims 
occurring basis, and the limit of indemnity can be 
written in the aggregate in any one policy period. 
Claims are usually very rare but when they are 
made they can attract high legal fees and prove to 
be very expensive. Members are afforded a degree 
of legal privilege for comments which may be said 
in committee meetings, but the legal privilege is not 
as wide as that enjoyed by Members of Parliament 
inside the Houses of Parliament.
Cover should be provided by all activities and 
publications of the insured, including social media 
blogs, e-mails and other means of communication.

DIRECTORS AND OFFICERS' LIABILITY (D&O) 
This cover is often referred to as D&O cover and 
as the title suggests is fundamentally a personal 
protection for the benefit of directors and senior 
officers in a position of influence and with decision-
making powers. The terms director and officer 
should not be confused with the titles often used 
within a local authority such as Director of Finance. 
The way in which local government and emergency 
services bodies are constituted means that senior 
officers and members do not need the same level 
of protection as a director or senior official at a 

registered company or charity. Local government 
officials have the benefit of a personal indemnity 
under the Members and Officers Act 2006.
The term director in the title of the policy cover 
refers to a director or officer, management 
committee member or member of the board 
of managers of a company. The key word in the 
definition is company. The cover only applies for 
directors of companies. It would be appropriate for 
a local authority or organisation to arrange cover 
when it sets up and owns a separate company. 
The cover is written on a claims made basis and 
will include many extensions such as company 
reimbursement clauses. This is one area of cover 
which has developed greatly over recent years and 
modern wordings provide a wide basis of cover. 
Due to the limited nature of the public bodies that 
require the cover an in depth review of the wording 
is beyond the scope of this guide but if cover is 
required seek specialist advice from an insurer.

ENVIRONMENTAL IMPAIRMENT COVER
Over the years this cover has been known by 
many different titles. While the public liability policy 
provides cover for accidental and unforeseen 
pollution, the aim of this policy is to provide cover 
for gradually occurring pollution.
Primarily cover is for damage to third party property 
but can be extended to include first party cover 
(such as own premises) as well as costs incurred 
by the polluting party in cleaning up areas under 
certain statutes and legislation.

Cover is often taken out for a bespoke area of 
land or building and in underwriting the risk 
insurers would want to know:

• The history of the land.
• Its future use.
• Controls and risk mitigation measures in place 

to contain any pollution already present. 
• Limits of indemnity and excess required.

It is possible to purchase the cover even though 
pollution may already be present, subject to 
underwriters being told of the possible pollutants. 
Due to the limited nature of the public bodies 
requiring the cover, if required seek specialist advice.

EMPLOYMENT PRACTICE LIABILITY 
(LEGAL EXPENSES)
Cover is provided to bodies to indemnify them 
against costs and compensation arising from 
disputes with employees. Costs would include 
representation at employment hearings and 
tribunals. Few local authorities would purchase this 
cover as with in-house legal teams it is a risk they 
prefer to self-insure against. Given the complexity 
and nature of local government it is not a risk 
that sits easily with the insurance market. Cover is 
written on a claims made basis and is more popular 
within the education sector. 

CLINICAL TRIALS
Clinical trials insurance is almost exclusively the 
domain of the university sector within the wider public 
sector bodies. It is a very specialised cover and only a 
handful of insurers are wiling to underwrite the cover. 
Cover is provided for liability for damages, claimants’ 
costs and expenses, and expenses flowing from 
legal liability for human clinical trials, and no fault 
compensation for human clinical trials.
The cover is written on a claims made basis and 
specialist advice is required to source an insurance 
product, which meets the requirements of the insured. 



BACK TO BASICS INSURANCE GUIDE |  4342  | ALARM

SECTION 7
MOTOR INSURANCE
Motor insurance covers motor vehicles 
owned by, hired, leased, or loaned to the 
policyholder. Employee vehicles are excluded 
unless otherwise stated. A motor insurance 
policy covers only UK registered vehicles unless 
specifically agreed by the insurer.
Cover and definitions vary from insurer to 
insurer and this guide is only intended as a 
general overview of property insurance cover. 
Refer enquiries about specific policy details and 
terms and conditions to your insurer.

Policy cover
• Legal liability for death of or injury to third 

parties, or damage to third party property.
• Loss of or damage to insured vehicles caused 

by fire, theft, accidental or malicious means.
• Windscreen or glass breakage or damage 

suffered by insured vehicles.

Territorial limits
• Great Britain, Northern Ireland, the Isle of Man 

and the Channel Islands.
• Any member country of the European Union. 
• Any other country that has agreed to follow 

European Union Motor Directives and is approved 
by the Commission of the European Union.

DRIVERS
Vehicles may be driven by anyone with the 
permission of the policyholder, provided they hold 
a valid driving licence or have held and are not 
disqualified from holding such a licence (other than in 
circumstances where a licence is not required by law). 

LIMITATIONS 
Use is limited to social, domestic and pleasure, and 
in connection with the business of the policyholder. 
The policy only covers use that is related to the 
business as defined in the policy. Use by authorised 
drivers for any occupation (including part-time 

occupations) other than in connection with the 
business is not covered without special provision.

POLICY EXCESSES 
Typically a policy is subject to the following, however 
definitions and values vary between insurers:

• Each and every loss in respect of accidental 
damage, theft, windscreen.

• Young drivers excesses if applicable: 

˚  Under 21 years of age.

˚  Under 25 but not under 21.

˚  25+ but holds a provisional licence or has 
held a full licence for less than 12 months.

LIMITS OF LIABILITY
• Third party death or bodily injury, unlimited, 

damage to third party property.
• Private cars, all other vehicles, vehicles engaged 

in the carriage of hazardous goods.
• Terrorism (sub-limit).
• Legal defence costs, corporate manslaughter 

defence costs.
• Loss of or damage to insured vehicles.
• Market value of the vehicle immediately prior to 

the incident.
• Vehicles bearing trade plates.
• Uninsured loss recovery.
• Legal expenses, any one incident.

EXTENSIONS
• Contingent liability (third party section).
• Indemnity to principals.
• Towing of disabled mechanically propelled 

vehicles.
• Unauthorised movement (third party section).
• Recovery and redelivery.

Replacement vehicle provision while an 
insured vehicle is undergoing repair following 
an insured incident. 

Emergency overnight accommodation

Motor contingent liability 
This provides indemnity to the insured under the 
terms of Section 1 while any vehicle not owned or 
provided by the policyholder is being used on the 
policyholder’s business or activities, and provided 
there is no other insurance.

Loss or theft of keys 
The cost of replacing locks and keys following loss 
or theft of the original keys (or device for starting 
the vehicle or using its locks or immobiliser) not left 
in an unattended vehicle.

Unauthorised movement of third party vehicles 

Medical expenses
For occupants of an insured vehicle as a result of 
an incident directly involving that vehicle this would 
normally be £500.

Unauthorised use and driving 
Insured vehicles used or driven without the 
policyholder’s knowledge or consent for purposes 
not allowed under the relevant certificate of motor 
insurance.

Unlicensed drivers 
For circumstances where a licence is not required 
by law.

Indemnity to principals
It is a condition that the policyholder arranges with 
the principal for the conduct and control of the 
claim to be vested in the insurer. 

Personal effects
This applies to occupants of insured vehicles. It 
excludes items such as money and tickets and also 

Cover provided within the EU and agreement 
countries can vary, including: 

• Full policy cover.
• Minimum compulsory requirement only 

(insurers must be contacted prior to the 
journey for wider cover to apply).

• Requests for cover in any other countries 
must be made to insurers prior to the 
trip.

The contract is subject to the relevant law of 
the United Kingdom, the Isle of Man or the 
Channel Islands. If there is any dispute as 
to which law applies, it is subject to English 
law and the parties agree to the exclusive 
jurisdiction of the English courts. 
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goods or samples carried in connection with any 
business or trade. Personal effects cover limits vary.

Personal accident benefits
This covers death or loss of sight or limb of any 
occupant while travelling in or getting into or out of 
an insured vehicle. This includes assault while in or 
immediately next to the vehicle.
It excludes death or injury arising from suicide 
or attempted suicide, and death or injury to any 
person under 17 or over 70 years of age.

Occasional business use
This applies to vehicles not supplied by the 
policyholder while being used on business or 
activities, for example, vehicles belonging to or 
provided by employees. This is subject to issue of 
the necessary certificate of insurance.

Incorrect fuelling 
If incorrect fuel is put into an insured vehicle, the 
insurer will pay the costs of draining the incorrect 
fuel and cleansing the fuel tank, and rectifying any 
subsequent damage inadvertently caused to the 
vehicle through it being driven or moved. 
The insurer will not be liable for reimbursing the 
cost of the incorrect fuel or for damage caused 
by the driving or moving of the vehicle by anyone 
having knowledge that the vehicle had been 
incorrectly fuelled.

Low claims rebate clause 
(this differs between insurers)

EXCLUSIONS 
• Loss of or damage to insured vehicles.
• Loss of or damage to property belonging to the 

policyholder or in the policyholder’s custody or 
control.

• Liability to employees arising out of the course 
of their employment, other than required under 
the Road Traffic Act 1991.

• Liability arising out of the use of the vehicles as 
a tool of trade.

• Loading and unloading beyond the limits of 
the carriageway (other than by the driver or 
attendant of the vehicle).

• Gradual pollution or contamination.
• Spraying.
• General depreciation, wear and tear.
• Loss of use.  
• Mechanical, electrical or electronic breakdown 

or failure.
• Damage to tyres due to punctures, cuts, bursts 

or application of brakes.
• Diminution in value.  
• Loss by deception.
• Loss of or damage to the vehicle following theft 

where keys were left in or on an unattended 
vehicle.

• Damage caused by pressure waves or sonic 
bang.

• Use or driving for purposes outside of the 
scope of the certificates of insurance.

• Contractual liability. 
• Fines, liquidated damages or penalties.
• Rallies, competitions or trials.
• War or hostilities.
• Riot and civil commotion (in Northern Ireland or 

outside the territorial limits).
• Vehicles with trade plates off-road.
• Radioactive contamination.
• Wrongful collection or delivery.

This includes goods or treatments that do not 
conform to customer specification.

Extensions - new vehicle replacement 
For a vehicle in its first year of registration, 
which is stolen and not recovered, or 
damaged beyond a certain percentage of the 
manufacturer’s recommended retail price, the 
insurer pays the cost of replacing the vehicle 
with a new one of the same make, model and 
specification, provided such a replacement is 
available within the UK.
Finance agreement shortfall clause
For leased vehicles beyond the first year 
of registration from new, which are lost or 
damaged beyond economic repair, the insurer 
will pay the difference between the vehicle’s 
market value at the time of the loss or damage 
and the settlement figure under the finance 
agreement (excluding any arrears).

Uninsured loss recovery
This covers reimbursement of legal costs and 
expenses incurred in pursuit of uninsured losses or 
damages from a negligent third party after a road 
accident causing death or bodily injury to an insured 
person. It also covers damage to an insured vehicle 
or property occurring within the policy period.

Motor trade cover 
This is provided when a vehicle is in for service or repair.

Hired plant
Hired plant cover is normally insured elsewhere 
because of the tool of trade exclusion under most 
motor policies. The exclusion covers death of or 
bodily injury to any person or damage to property 
caused by or arising out of the use of mechanically 
propelled plant or an attachment of the vehicle 
while working as a tool of trade.

Trailers
Trailer cover applies to any trailer or attachment 
owned by or hired or leased or borrowed by the 
insured at all times while the trailer or attachment is 
in the insured's custody or control, other than when 
it is attached to a vehicle not owned by or hired or 
leased or loaned to the insured. The insurer shall 
not be liable to make any payment if any trailer or 
attachment is being towed by an insured vehicle 
otherwise than in accordance with the law.

Trailer contingency cover (optional)
Under this policy, the insured is covered when 
any trailer or attachment for which the insured is 
responsible is attached to a vehicle not owned by 
or hired or leased or loaned to the insured. This 
indemnity does not apply where there is in force 
any other insurance covering the same liability.

Airside exclusion
This covers legal liability that is directly or indirectly 
caused by or contributed to by the vehicle while in 
or on that part of any aerodrome, airfield, airport or 
military installation. It includes:

• Take-off or landing of aircraft or aerial devices 
or for the movement of aircraft or aerial devices 
on the ground.

• Aircraft parking including any associated service 
roads, refuelling areas, ground equipment parking 
areas, aprons, maintenance areas and hangars. 

Loading and unloading cover
Provides cover for the loading and unloading 
beyond the limits of the carriageway other than by 
the driver or attendant of the vehicle.

Motor accumulation
The accumulation of vehicles in premises such as 
depots is covered under most insurers’ property 
policies. However, some motor policies do provide 
this cover subject to additional excesses. It is 
recommended that cover is confirmed under either 
property or motor policies but not both, as dual 
insurance may result in contribution.

GAP insurance
This is an optional, additional cover that can 
help certain drivers bridge the gap between 
the amount they owe on their car and the 
car’s actual cash value (ACV) in the event 
of an accident. A car’s actual cash value is 
the car’s monetary value at the time of the 
accident, not the car’s original price.

For example:
A vehicle is damaged beyond repair and 
needs to be replaced. The outstanding loan 
on the credit agreement is £15,000, but the 
car has an actual cash value (ACV) of £11,000. 
Gap insurance can help cover the £4,000 
gap between what is owed and what the car 
is worth after any excess. GAP insurance is 
not a requirement but is worth considering if 
there is a leasing or credit agreement. 
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SECTION 8
FIDELITY GUARANTEE
EMPLOYEE FRAUD
This type of policy provides cover for the loss of 
money, securities and other property resulting directly 
from one or more fraudulent or dishonest acts 
committed by an employee, for example theft of cash.
The policy is a limit of indemnity and some form 
of excess. Very often two limits of indemnity are 
selected. The first is for all employees and usually 
represents a more modest financial limit to which an 
organisation could reasonably expect the average 
employee to have access to. A higher limit is often 
chosen for specified employees who would have 
access to much higher cash and other monetary 
assets, such as money market investments. These 
higher limits can often drive the premium and it 
is recognised by insurers that there can be a high 
concentration of risk in a few employees.
Some insurers require a proposal form to be 
completed as part of the underwriting process. 
The insured is required to set out the systems of 
supervision and checks to safeguard property and 
money of the insured. These systems effectively 
form the organisation’s risk management controls 
and can include:

• A number of references taken for employees.
• Stock-taking frequencies. 
• Computer password controls.

The most significant of all controls will be the basis 
and frequency of audits carried out by internal and 
external audit teams. Failure to comply with stated 
controls could jeopardise policy indemnity in the 
event of a claim. 
Some insurers simply state within the policy 
wording the minimum controls expected for the 
policy to operate. Often these controls can be 
negotiated with the insurer should an organisation 
be unable to comply with them. 
Losses can come in all forms under a fidelity policy, 
including: 

• Cash theft. 
• Theft of stamps and other monetary instruments. 
• Theft of materials. 

• Creation of fake contractors to pay false bills to.
The excess ensures insurers are not involved in the 
minor losses that occur in all working environments.
The loss must first be discovered and reported 
during the period of insurance or before expiry of the 
discovery reporting period as stated in the policy. The 
discovery period is a set length of time that allows for 
a loss to become apparent and reported to insurers 
after the expiry of the policy period of insurance. The 
discovery period will vary between insurers and can 
be anything from two months to two years.
Providing the policyholder has enjoyed continuous 
insurance cover (even with different insurers) if a loss 
is discovered after the expiry of the discovery period, 
the current insurer may pick up the loss, subject to 
their policy containing an interlocking clause (also 
called a previous insurance clause). The interlocking 
clause will be subject to a retroactive date that 
will limit how far in the past the current insurer is 
prepared to offer cover of late discovered losses.

COMPUTER FRAUD
This is often called third party computer fraud and 
recognises how commerce has changed over the last 
few decades with the advent of computer banking 
and the use of electronic money transfers. 
The insurer agrees to indemnify the insured in 
respect of losses which arise directly from theft of 
money, securities or other property by computer 
fraud, or the theft of the insured’s funds from a funds 
transfer account at a financial institution through 
fraudulent transfer instructions.

Policy extensions typically include:
• Auditor’s fees - to investigate and prove the 

loss, usually sub-limited.
• Legal fees - defence costs against any claims 

against the insured resulting directly from the 
fraud.

• Reconstitution costs - to cover the reasonable 
costs of rewriting or amending software to 
correct programmes or amend security codes 
following a loss.

Key exclusions include:
• Discovery outside the coverage period - the 

loss is discovered prior to the inception date of 
the period of insurance, or subsequent to the 
expiry of the discovery reporting period. The 
discovery period is usually 24 months, reducing 
to nil if the policy is not renewed. If the discovery 
period is reduced to nil it means the insured 
must rely on the replacement policy with the 
new insurer having an interlocking clause. 

• Electronic risk - damage to any computer or 
other equipment caused by a virus, hacking or 
denial of service attack.

• Indirect loss - indirect or consequential loss of 
any nature.

• Lack of references - sometimes a time 
limit can be stipulated for a new employee 
reference. Failure to do so can result in a claim 
being excluded.

• Previous acts - any loss committed by any 
employee who, to the insured’s knowledge, 
previously committed any fraudulent or 
dishonest act (except for convictions regarded 
as spent under the Rehabilitation of Offenders 
Act 1974).

COMPREHENSIVE CRIME
The basis of cover is very similar to a fidelity 
guarantee policy only much wider and with fewer 
requirements.   
Benefits of the cover:

• Cover is provided free from any system of 
supervision and checking. 

• In the event of a loss the employee(s) 
responsible for the loss does/do not have to 
be identified, that is providing it is beyond 
reasonable doubt the theft was committed by 
an employee(s).

• Cover can be extended to include credit cards 
registered to the insured. 

A crime policy will usually attract a higher premium 
and a minimum excess. 
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SECTION 9
PERSONAL 
ACCIDENT AND 
TRAVEL INSURANCE
Personal accident and travel insurances are 
often grouped together and are covered 
by one policy, however each have unique 
features and considerations.

PERSONAL 
ACCIDENT (PA)
This policy usually provides a range of defined 
benefits on the occurrence of an insured event, 
for example death, or permanent or partial 
disablement. The policy will pay the defined benefit 
to the insured organisation and not to the individual. 
Payment to the injured party is at the discretion of 
the insured or to meet their contractual obligations 
under the terms of employment.

CONSIDERATIONS IN TAKING OUT A PA POLICY 
Who is to be insured?
This can include employees, council members, 
volunteers, students, school governors, foster 
parents, work experience placements and others 
the organisation may have a contractual duty, moral 
obligation or operational need to provide cover for. 
The insured person must be under 80 years of age. 

While there is no statutory requirement to 
take out PA insurance, many public bodies 
do so. This can be to back the contractual 
obligations the organisation has to its 
employees under contracts of employment, 
such as the Local Government National 
Agreement on Pay & Conditions of Service.

When and where are they to be insured?
PA cover for public bodies only operates when 
the insured person is engaged in the business of 
the organisation (known as operative time). This 
includes journeys and commuting between a private 
residence and the place of duty in connection with 
the business.
Different operative times can be tailored to specific 
groups of people dependent on their needs and 
what the organisation is committed to provide or 
wants to provide.
In the commercial world an increasing number of 
organisations take out cover on a 24/7/365 days a 
year basis, on and off duty. The argument being that 
the financial cost to the organisation is in many ways 
the same, regardless of when the accident occurs.
Geographical limits will also apply, for example UK 
only or worldwide cover, subject to certain restrictions.

UNDERWRITING INFORMATION
The underwriting information required for personal 
accident may include a wage roll for each category 
of insured person, where applicable.

In the example shown in the table on the next 
page this would require:
1. Wage roll, excluding teachers, number of 

employees in a category and full time equivalent 
(FTE) numbers, plus a note of the single highest 
salary within the category.

2. Number of members.
3. Volunteers (if known, the number and nature of 

what they do. Insurers will usually charge a flat 
premium for this).

4. Teachers wage roll, number of teachers and FTE. 
5. Pupil numbers.
6. Number of governors.
7. Number of foster parents and carers.
8. Number of persons placed with the volunteers.
9. Number of shared life carers.
10. Addresses of locations with the highest 

concentration or accumulation of employees.

WHAT THEY ARE INSURED FOR

Also known as benefits, these can be 
expressed in a variety of ways:

• Capital benefits for death can be expressed as a 
fixed sum (for example £100,000) or a multiple 
of salary (for example five x annual salary), as 
shown in the example benefits table later in this 
section. 

• Permanent total disablement benefits can 
also be defined in this way. Examples include 
loss of limb (one or more) and or loss of eye 
(one or both), and total loss of hearing (in both 
ears). Loss of hearing in one ear would be a 
percentage of this benefit.

Policy cover for permanent total disablement can be 
defined as 'from any occupation' or the wider basis of 
'from usual occupation’. For the policy to pay under 
the any occupation definition the insured person 
must be so severely disabled by the accident that they 
cannot undertake any kind of work. Under the usual 
occupation definition the policy would pay the benefit 
if the disability caused by the accident prevented them 
from undertaking their usual job. 
The Local Government National Agreement on Pay 
& Conditions assault benefits section refers to: 
‘permanent total and absolute disablement from 
engaging in or giving attention to any profession 
or occupation of any kind.’ Permanent partial 
disablement would qualify for a defined percentage 
of the permanent total disablement (PTD) benefit 
using a 'continental scale' of benefits table where 
injuries to specific parts of the body attract a 
defined percentage of the PTD benefit.
Temporary total and temporary partial disablement 
benefits can be a fixed sum per week or a percentage 
of weekly wages. Sometimes insurers will apply a 
maximum weekly monetary limit to such benefits. 
The tables on the next page give some examples 
of how these may be defined. This is an example 
(for illustration purposes only) and it is up each 
organisation to determine its own needs for cover.
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EXAMPLE OF INSURED PERSONS AND OPERATIVE TIMES

Insured persons are usually defined into categories so it is easier to identify the operative time cover 
applies to and the benefits applicable to them. These tables are an example of how this may look. 

Category Insured persons Operative time

A Employees Engaged in the business including journeys and commuting between a 
private residence and a place of duty in connection with the business.

B Members

Engaged in the business including journeys and commuting between 
a private residence and a place of duty in connection with the 

business; official service on outside bodies, surgeries and other duties 
complementary to the business.

C Volunteers Engaged in the business including journeys and commuting between a 
private residence and a place of duty in connection with the business.

D
Teachers and lecturers under a 

contract of employment with the 
insured

Undertaking voluntary organisation or supervision of games, athletics, other 
sporting activities, musical or dramatic productions, clubs, camps, journeys and 
other similar activities which are complementary to but not part of, the duties 
of the insured person under their contract of employment with the insured.

E

Students and pupils attending 
educational establishments in the 
area administered by the insured 

and for which the insured is 
responsible

Carrying out occupational duties as part of their designated work 
experience or training, which has been organised by the council with 

external employers or organisations, starting from the time of arrival until 
the time of departure from the designated place of work or training.

F School governors Engaged in the business including journeys and commuting between a 
private residence and a place of duty in connection with the business.

G Foster parents and respite carers 
registered with the insured

Engaged in the business including journeys and commuting between private 
residence and place of duty in connection with the business caring for children 

under the care of the insured.

H
Persons placed with sheltered or 
supported employment service of 

a council

Engaged in the business, including journeys and commuting between a 
private residence and a place of duty in connection with the business.

I Individuals and relatives acting as 
voluntary carers of the council

Engaged in the business, including journeys and commuting between a 
private residence and a place of duty in connection with the business.

EXAMPLE BENEFITS

Benefit A B C D

1. Accidental death 5 x annual salary £100,000 £20,000 5 x annual salary

2. Loss of limb (one or more) and/or loss of 
eye (one or both) 5 x annual salary £100,000 £20,000 5 x annual salary

3. Total loss of hearing (in both ears) and/or 
total loss of speech 5 x annual salary £100,000 £20,000 5 x annual salary

3b. Loss of hearing in one ear 25% of 3a 25% of 3a 25% of 3a 25% of 3a

4. Permanent total disablement 5 x annual salary £100,000 £20,000 5 x annual salary

5. Permanent partial disablement 5 x annual salary £100,000 £20,000 5 x annual salary

6. Temporary total disablement (per week) 50% of weekly wage 
(maximum £1,000) £100 Nil 50% of weekly wage 

(maximum £1,000)

7.Temporary partial disablement 
(per week) Nil £40 Nil Nil

Benefit period – temporary disablement 104 weeks 104 weeks N/A 104 weeks

Deferment period – temporary disablement Nil Nil Nil Nil

Benefit E F G H I

1. Accidental death £5,000 £50,000 £30,000 £20,000 £30,000

2. Loss of limb (one or more) and/or loss of 
eye (one or both) £5,000 £50,000 £30,000 £20,000 £30,000

3a.Total loss of hearing in both ears and/or 
total loss of speech £5,000 £50,000 £30,000 £20,000 £30,000

3b. Loss of hearing in one ear 25% of 3a 25% of 3a 25% of 3a 25% of 3a 25% of 3a

4. Permanent total disablement £5,000 £50,000 £30,000 £20,000 £30,000

5. Permanent partial disablement £5,000 £50,000 £30,000 £20,000 £30,000

6.Temporary total disablement Nil £500 £50 £25 £50

7.Temporary partial disablement Nil Nil Nil Nil Nil

Benefit period – temporary disablement N/A 104 weeks 104 weeks 104 weeks 104 weeks

Deferment period – temporary disablement Nil Nil Nil Nil Nil
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MAXIMUM LIMITS PER PERSON OR FOR ACCUMULATION LIMITS

Insurers may seek to cap their liability. See examples below:
Maximum limit per person in categories A and D = £1 million

Insurers will also have an accumulation limit to limit the amount they would be liable to pay out:
• For any one accident. For example £45 million in the aggregate for any one accident.
• For any one aircraft. For example £15 million in the aggregate for any one aircraft.

TRAVEL COVER
Travel insurance covers payment for loss or damage to personal belongings, business equipment or 
money, expenses for medical treatment and associated costs, reimbursement of cancellation costs, 
legal expenses and indemnity in respect of legal liability following an insured event occurring. 

Insured persons and operative times
Employees, members and officials of the council, including clients and supervisors of trips organised by the 
community service department (business travel).

EXAMPLE BENEFITS

Description Sum insured

1.1  Medical and other emergency travel expenses Unlimited

1.3. My lifeline assistance          Unlimited

1.4  Legal expenses £50,000

1.5. Personal liability £5 million

2.1. Personal property £10,000

2.2 Business equipment £3,000

3. Personal money £5,000

4.1 Cancellation, curtailment, rearrangement and replacement £10,000

4.2 Cancellation, curtailment and rearrangement due to a natural disaster £10,000

5. Hijack £25,000

6. Kidnap and ransom (aggregate limit) £250,000

7. Political and natural disaster evacuation £50,000

8. Vehicle rental excess (excess payable following loss by theft, collision or damage) £1,000

Additional covers available – limits as agreed:
• Crisis containment management.

• Medical second opinion service for any insured 
person including their partner, child or children.

• Accidental damage to teeth or dentures. 
Treatment received in a dental surgery or 
accident and emergency department of a 
hospital immediately following accidental 
damage caused to sound and natural teeth 
(including loss or damage to any prostheses 
while in the mouth).

Underwriting information required for travel 
cover:

• Wage roll and other information for each 
category of insured person (same as personal 
accident information).

• Travel pattern.

• Number of trips undertaken, where to and the 
maximum duration of a trip.

For most UK public bodies cover is restricted mainly 
to the UK with only occasional trips overseas. The 
category of insured person will usually define the 
operative time and circumstances under which the 
cover is provided.

Under commercial travel policies destinations 
are commonly grouped as:

• UK or country of permanent residence. There 
may be an option to restrict this cover only to 
occasions where there is an overnight stay or 
flying risk as some insurers will not give full UK 
travel cover for day visits.

• Europe.

• USA or Canada.

• Rest of the world (other than restricted or 
sanctioned territories). Each insurer will have 
a list but typically they will not give cover for 
Afghanistan, Crimea, Iran, Iraq, North Korea, 
North Sudan, and Syria. Other territories which 
may require special underwriting consideration 
include; Mexico, Colombia, India, Pakistan, 
Nigeria, Bangladesh, Venezuela, Lebanon, The 
Philippines, Mozambique, Kenya, El Salvador, 
Libya, Algeria, Egypt, Somalia, Yemen, Mali. This 
list is subject to change, so it is always best to 
consult a broker or insurer to advise whether a 
particular territory can be covered.

• For secondees on trips exceeding 12 months. 
An insurer or broker should be given details of 
any employees seconded overseas (including 
partners and children) including advising of the 
country of secondment, secondment start and 
end date and salary information.

SCHOOL JOURNEY INSURANCE 
(OFF-SITE ACTIVITIES INSURANCE)
This insurance is designed to provide protection 
for insured persons (pupils, teaching and support 
staff, adult volunteers, helpers, assistants and other 
authorised children) of participating establishments. 
This applies when they are on authorised and 
organised trips outside the designated school 
boundaries, including trips undertaken solely by 
employees for the purpose of their business. This 
insurance provides very similar cover to the personal 
accident and travel insurance mentioned previously, 
but with generally lower limits and benefits.
Cover for cancellation starts as soon as the 
policy comes into force or when a trip is booked, 
whichever is later. Cover under the other sections 
starts from the time of leaving home or school, 
whichever is left last, at the start of the trip until 
return to home or school, whichever is reached first, 
at the end of the trip.
The personal accident benefit is normally restricted 
to £10,000 for children under 18.
The cover also extends to teachers and other adults 
accompanying the children. All other benefits tend 
to follow those outlined under personal accident 
and travel above.

KEYMAN INSURANCE
This insurance is designed to protect the insured 
against costs incurred in the event that a key person 
dies. It is basically a life insurance cover and should 
be referred to brokers who can provide advice in 
regard to the appropriate level of life cover for the 
person concerned.
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SECTION 10
ENGINEERING INSURANCE
Engineering insurance traditionally covers plant, machinery, lifts, hoists, cranes, boilers and 
pressure vessels. It is designed to protect against risks such as unexpected breakdown, sudden 
and unforeseen damage or loss, and in some cases accidental damage. It can also cover business 
interruption, machinery movement and stock deterioration. Often alongside engineering insurance 
there will be engineering inspections: these inspections must be adhered to for cover to apply.

TYPES OF ENGINEERING INSURANCE COVER

Explosion and collapse
This covers damage to plant and own surrounding 
property as a result of an explosion or collapse of 
insured equipment. 

These perils are often defined as:
1. Explosion
The sudden and violent rending of pressure plant 
by force of internal steam or other fluid pressure 
(other than pressure of chemical action or ignition 
of the contents or of ignited flue gases) causing 
bodily displacement of any part of the pressure 
plant, together with forcible ejection of the contents.

2. Collapse
The sudden and dangerous distortion (whether or 
not attended by rupture) of any part of the pressure 
plant caused by crushing stress by force of steam 
or other fluid pressure (other than pressure of 
chemical action or ignition of the contents or of 
ignited flue gases).

3. Breakdown
This covers costs associated with repairing plant and 
machinery, mechanical and electrical, as a result of 
unexpected breakdown. This would usually cover 
parts and labour repair costs. This peril is usually 
subject to a maintenance contract being in place.

4. Sudden and unforeseen damage
This covers accidental damage to the plant and 
machinery as a result of an event that is both 
sudden and unforeseen.

5. Own surrounding property
This is also referred to as fragmentation. It provides 
cover against damage to the insured’s own 

surrounding property caused by the fragmentation 
of the insured plant. It does not cover the plant itself.

6. Lifted goods
This covers damage to goods being lifted by plant 
and machinery, such as lifts, hoists and forklift trucks.

7. Public authorities and reinstatement
In the event of an insured peril occurring, additional 
costs in undertaking reinstatements that are as a 
result of complying with legislation, building or other 
regulations under an act of parliament or public 
authority bye-law, will be met. 

ADDITIONAL COVERS

Business interruption
Cover is provided for the risk of financial loss, such as 
loss of profit or revenue or additional cost of working, 
following an insured incident, such as a sudden and 
unforeseen loss. The cover can be taken out on all 
plant or on key items. An insured should establish 
the indemnity period required, which should be the 
maximum time required to return to business as 
usual (BAU) following an incident.

Machinery movement
Cover is provided for loss or damage to machines 
during specified movement operations.  

Examples of the cover could include:
• Transit – from starting to load a vehicle until 

unloading is completed and often includes 
moving from one vehicle to another.

• Dismantling – from start of dismantling until 
final movement to the loading place.

• Erection – from start of movement after 
unloading is completed, until the equipment is 

Often alongside engineering 
insurance there will be engineering 
inspections: these inspections must 
be adhered to for cover to apply. 

fully assembled and ready for use.
• Moving - from the unloading point to 

installation position.
• Lifting or lowering – from the attachment of 

slings until the removal of them.
• Resiting – removal from one position to 

another on the same site.

Deterioration of stock
This provides cover for loss of stock through either 
a rise or fall in temperature in cold rooms, freezers 
or fridges caused through an insured peril. 

Such perils could include: 
• Accidental loss of electricity supply.
• Refrigerant fumes escaping from the system.
• Vehicle impact damage, or breakdown of the 

system.

Exclusions
There will be a number of exclusions relating to 
engineering insurances, which the insured should 
fully consider and manage any subsequent risks.

These exclusions can include:
• Costs associated with loss of use
• Rectifying corrosion or erosion
• Excluded parts such as bulbs, glass, heating 

elements cutting edges
• Known defects
• Damage caused by inadequate maintenance 
• Not complying to product recall notices
• Wear and tear.
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Should a loss occur and it is ascertained that the 
sum insured selected did not represent either 
the full cost and expenses or revenue (whichever 
basis is used) then the average clause would apply. 
Any loss payable would therefore be reduced in 
proportion to the amount of under-insurance. 

CONTRACTUAL COMMITMENTS
An alternative basis for calculating the sum 
insured that can also be selected is contractual 
commitments. Where the rights holder or 
event organiser has entered into contracts that 
make specific requirements for amounts to be 
insured, the insured can choose to insure these 
requirements only. This is without the insurer 
penalising them for under-insurance, or rating 
the policy on a first loss basis (as described 
below). Examples of contracts that might include 
these insurance provisions include television and 
host broadcaster agreements, sponsorship and 
marketing company contracts and agreements for 
specific grants.
In order for insurers to accept this basis of cover 
they will need to see the relevant contract(s) 
containing the provision.

SECTION 11.1
EVENT CANCELLATION
Event cancellation insurance covers expenses or lost revenue if an organised event the insured is 
holding or attending is cancelled, abandoned, postponed, interrupted, curtailed or relocated.

PLUVIUS INSURANCE 
Pluvius insurance is cancellation insurance due to a 
weather event only. The cover must be arranged in 
good time before the organised event, usually six to 
eight weeks in advance.

Event cancellation policies will generally cover 
costs and lost profit arising from: 

• Cancellation abandonment
• Postponement
• Interruption
• Curtailment 
• Relocation.

The cover is applicable to circumstances outside 
of the insured’s or participant’s control. It provides 
indemnity for consequent reduction in gross 
revenue or additional costs and expenses. Usual 
costs and expenses could include ticket refunds, 
contractual payments (for example, to a venue) and 
appearance fees. 

These circumstances might include:
• National mourning*
• Denial of access
• Strike riots*
• Ash cloud
• Public transport failure
• Extreme weather
• Power failure
• Damage to venue
• Terrorism*
• Accident or illness
• Communicable diseases*.

*These items are normally excluded but polices can 
often be extended for an additional premium. 
This class of insurance can also provide cover to 

mitigate situations that could become a claim under 
the policy. An example would be to move an event 
to another venue or city, or to postpone it to a later 
date. This is a highly viable option with conferences 
and other events where the location and venue are 
of limited importance to the actual event, so long as 
speakers and delegates can be relocated.

EXCLUSIONS

Exclusions relating to financial issues (of the insured 
or others involved) lack of support or interest in an 
event and contractual disputes will usually not be 
removed by insurers.

INSURANCE VALUE

The limit of indemnity for a cancellation policy is 
usually based on the estimated gross revenue 
(including profit) or the estimated costs and 
expenses whichever is the greater.

Gross revenue includes the budgeted profit for the 
event (profit = revenue less costs and expenses). 
The insured does not need to insure any guaranteed 
revenue, for example non-refundable local 
government grant, non refundable ticket revenue.

When the insured is not budgeting to make a profit 
they should select to insure costs and expenses only.

Cancellation insurance is a policy of indemnity: it 
is intended to put the insured back in the same 
financial position they would have been had 
the event gone ahead as intended. This means 
that in the event of a loss, any revenue that can 
be retained, or costs and expenses saved, are 
deducted from the amount payable.

It is possible to choose not to insure the insured’s 
profit but this is likely to dramatically reduce any 
potential claim payment for anything other than an 
entire cancellation. This is dependent on the ratio of 
retained revenue and saved costs to the amount of 
costs and expenses insured.

Where the insured is not budgeting 
to make a profit they should select 
to insure costs and expenses only.



BACK TO BASICS INSURANCE GUIDE |  5958  | ALARM

SECTION 11.3
FINE ART RISKS INSURANCE
Fine art insurance is similar to an all risks insurance policy but with a number of added features 
and extensions to reflect the unique nature of the items it is intended to cover.
Some local authorities have museums, civic regalia or collections of paintings that would be 
suitable for a fine art policy. Similarly, police forces often recover art and valuables as proceeds 
of crime.

DEFINITION OF ART
For the purpose of fine art insurance the definition 
of art ranges from the traditional like paintings, 
photographs and sculptures for example, to textiles, 
musical instruments, clocks, antiques, rare books, 
manuscripts, arms and armour, historic artefacts, 
certain furniture and mixed media contemporary 
works, including installation works and virtually 
anything that has value beyond its underlying 
functional purpose. So for example the value of a 
famous painting is greater than the value of the 
canvas and paint used to create it.

These items could be owned and displayed or stored 
by an organisation or on loan to another organisation 
or items on loan to the insured.

SCOPE OF INSURANCE COVER
Fine art policies are written on an all risks basis 
designed to cover anything that could happen to the 
art work subject to certain limited exclusions. 

Exclusions might include:
• Wear and tear

• Losses due to damage by pest or vermin

• Inherent vice – natural deterioration of certain 
artwork as a result of the materials from which it 
is made

• War on land

• Confiscation by a public body or agency.

In the event of a claim insurers would normally restore, 
replace or pay the pre-agreed value of the item.

The special features of a fine art policy include:
• Insurance for the loss of an item’s value after 

damage.

• Flexible limits for transit and other locations, 
including exhibitions as art is most vulnerable 
when being moved.

• High single article limits.

• Agreed values on collection, making claims 
settlements much quicker as overall value 
cannot be disputed.

• Defective title insurance in the event of an 
ownership dispute in case of a claim that the 
item is not fully the insured’s and it has to be 
returned.

• Automatic cover for new acquisitions.

• Cost of emergency evacuation of collection.

• Specialist loss adjusters used with access to top 
restorers (a benefit not to be understated).

• Reasonable costs associated with recovery.

ISSUES FOR INSURERS
• Accumulations of risk, including sending an item 

for restoration, commercial storage facilities or 
to be part of a larger exhibition or display. The 
insurer may already have a significant exposure 
at the location.

• The value of the art is often a subject for debate 
as opinions of value can differ widely, so a 
professional valuation is valuable in verifying a 
claim.

• Hiring conditions that place potentially 
unreasonable requirements on the hirer.

• The nature of the collection works on paper for 
example can be ruined quickly.

Regulation, licensing and law in certain parts of the 
world.

SECTION 11.2
KIDNAP AND RANSOM RISKS INSURANCE
Security risks are rapidly evolving and crisis incidents can happen anywhere and at any time. 
Organisations should protect their most important asset, employees. 

Here are some of the security challenges 
employees and an organisation may face: 

• Active shooter

• Cyber-attack

• Hostage barricade

• Terrorist attack

• Violent assault

• Kidnap for ransom

• Mysterious disappearance and extortion.

Organisations have a duty of care to uphold for their 
employees, whether at home or abroad. A rapid and 
effective response to a crisis will demonstrate an 
organisation’s commitment to this value.

THE ISSUES
The unpredictable nature of security incidents 
means that total immunity from a crisis event is 
impossible; however companies with a sophisticated 
level of preparedness and mitigation measures will 
minimise the impact of a crisis. 

Companies are increasingly looking to explore new, 
unfamiliar territories where business travellers and 
expatriates may be required to travel or live abroad. 
Their profile, coupled with the perceived wealth of 
an organisation and unfamiliarity with a country, can 
make them vulnerable and attractive targets.

The political and security situation in any country 
can change overnight exposing employees to 
political violence and civil commotion. Terrorist 
events can occur anywhere and employees could be 
caught up in an off-premises hostage siege incident.

Criminals and terrorists are motivated by political, 
financial or ideological gains and will seek ways 
to carry out high-profile extortive or malicious 
attacks against a company to gain high-level media 
attention. Employees may be targeted at home 
or work, on the internet via email or social media. 

Malicious actors could threaten the individual or 
organisation to release sensitive data or trade 
secrets, cause physical damage to property, harm 
or abduct a family member or introduce a computer 
virus with a demand for a ransom as a condition of 
not carrying out such threats.

COVER
The aim of a policy is to provide peace of mind that 
the organisation and workforce are secured against 
a broad range of security perils. These include:

• Hostage crisis or hostage barricade
• Disappearance investigation
• Cyber extortion or ransomware
• Extortion or products extortion
• Kidnap
• Ransom
• Legal liability
• Personal accident
• Response consultants’ fees and expenses
• Hijack.

Additional extensions can be included to cover:
• Violent assault or on-premises active shooter
• Child abduction
• Tiger kidnapping (when an individual is forced 

to commit a crime by a third party because the 
third party is threatening someone close to the 
individual) 

• Express kidnap
• Emergency political evacuation and repatriation
• Threat expense
• Loss of earnings - business interruption
• Stalking response expense
• Product loss and recall.
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GOVERNMENT INDEMNITY SCHEME
The Government Indemnity Scheme (GIS) is 
an alternative to commercial insurance. It was 
established to widen public access to objects of a 
scientific, technological, artistic or historic nature 
that may have been restricted, because of the cost 
of insurance.
A small percentage contribution is required in the 
event of a claim. Borrowing nationals and non-
nationals with designated collections must bear the 
cost of claims up to a limit of £25,000 a year. Other 
non-national borrowers must meet the cost of any 
claim up to a limit of £300 per object, plus one per 
cent of the total value of the object valued at £4,000 
and above. It is possible to purchase commercial 
insurance to meet the exposures not covered by GIS.
The GIS is not fine art biased and covers loans from 
within or outside the UK, reflected in the enormous 
range of objects that have been indemnified, 
including icons, mosaics, sculpture and carpets.

THE SCHEME:
• Covers objects on loan from private lenders and 

other non-national institutions.
• Provides cost-free indemnity cover for loss or 

damage when items are on short, or long-term 
loan.

• Encourages non-national institutions to hold 
important exhibitions, or add to existing 
collections.

• Allows institutions to borrow objects or works 
of art for study purposes.

Any publicly accessible institution is eligible to 
apply for indemnity cover providing the loan is 
made in accordance with conditions approved by 
government.  

Any borrowing organisation will be subject to:
• A thorough security risk assessment of the 

transport, venue and exhibition areas.
• Approval for the exhibition space.

The Department for Culture, Media and Sport 
(DCMS) supports the programme by:

• Issuing indemnities in England and Northern 
Ireland (for international loans) to non-national 
museums, galleries and libraries (devolved 
administrations issue them in Scotland and 
Wales).

• Funding Arts Council England (ACE) to 
administer GIS. 

• Reviewing and developing policy on GIS 
operation risk management.

• Approving payments for claims made through 
the scheme.

COVER
The GIS indemnifies the owner of object(s) against 
loss or damage to their property as a consequence 
of the loan being made, provided that the scheme 
is for the public benefit or for the purpose of study 
of such objects where such study would contribute 
materially to the public's understanding or 
appreciation of the objects concerned. The GIS can 
cover objects and artworks during: 

• Display in temporary exhibitions or on long-
term loan

• Transit to and from the borrowing venue
• Storage
• Setting up for display
• Dismantling.

A valuation has to be agreed with the owner prior to 
the indemnity being given. It must represent a fair 
estimate of the value of the object to be indemnified 
if sold on the open market at the time of the loan. 
The valuation will need to be agreed by the Arts 
Council as administrators of the scheme. Any 
valuation conflicts will need to be resolved before 
commencement of the loan.
It is good practice, where possible, for borrowers 
to carry out condition checks by their own staff or 
appointed agents to aid in the event of any claims 
arising.

SECTION 11.4
MARINE INSURANCE
Marine insurance is a general term that includes hull and machinery (H&M).

PHYSICAL DAMAGE TO THE VESSEL

All risks - loss or damage to the vessel caused 
by (the main perils covered):

• Perils of the sea 
• Fire and explosion
• Violent theft
• Jettison (throwing cargo for example overboard 

to save the ship)
• Piracy
• Collision - with other vessels, quaysides, and 

land
• Machinery damage
• Negligence of crew
• Negligence of repairers.

LIABILITY TO ANOTHER OR PROPERTY 
ON ANOTHER SHIP
A standard H&M insurance will include liability for 
up to 3:4 of the insured value of the insured vessel. 
The remaining 1:4 will frequently be included in a 
protection and indemnity club entry.
The premium applicable on an H&M policy is 
calculated by applying an annual rate to the sum 
insured. A deductible is also applicable to all 
physical damage exposures (for example total loss).

EXCLUSIONS FROM H&M INSURANCES
Loss or damage to the vessel caused by acts of war, 
strikes and malicious acts, which would usually be 
covered separately.

Other exclusions from a standard H&M policy 
includes costs incurred by the insured in 
respect of:

• Removal of wreck
• Cargo
• Loss of life

• Pollution.
Again, these would usually be insured separately, 
frequently in a protection and indemnity club.

Other types of cover:
• Total loss only - as per all risks but only 

following total loss (actual or constructive) of 
the ship.

• Increased value insurance - vessels are 
frequently insured on an all risks basis for 
part of their total value with the remainder 
of their total value on a total loss only basis. 
This is known as increased value insurance. As 
increased value insurance is cheaper than all 
risks insurance, this reduces the total premium, 
while maintaining insurance cover for the full 
value of the vessel.

PORT RISKS
This type of H&M insurance is specifically for vessels 
or waterborne craft operating in a restricted area 
such as within a port. These are most frequently 
tugs, pilot boats, and dredgers or vessels that have 
been laid up due to lack of work. The insurance may 
be extended to include limited navigation within a 
defined area outside the port.

WAR RISKS INSURANCE

This covers damage to vessels caused by a hostile, 
malicious or politically motivated act. War risks 
insurances will exclude navigation in named high 
risk areas. If the vessel is to call to these named 
areas, and continuity of cover is required for the 
call, specific agreement of the underwriters must be 
obtained that may attract an additional premium. 
There is no deductible applicable to war risks cover.

PROTECTION AND INDEMNITY INSURANCE (P&I)
Limited third party liabilities arising from owning 
or operating ships can be included in a ship’s H&M 
insurance, however much wider coverage can be 

Fine art policies are written on an 
all risks basis designed to cover 
anything that could happen to the 
art work subject to certain limited 
exclusions. 
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obtained by entering the ship in a P&I club.

The risks typically covered by P&I clubs are 
as follows: 

• Personal injury to or illness or loss of life of 
crew members.

• Personal injury to or loss of life of stevedores.
• Personal injury to or illness or loss of life of 

passengers and others.
• Loss of personal effects.
• Diversion expenses.
• Life salvage.
• Collision liabilities to another ship or her cargo. 

Standard H&M insurance will cover up to 3:4 of 
the insured value of the insured ship. The P&I 
club would cover the remaining 1:4.

• Loss or damage to property other than cargo.
• Pollution.
• Towage contract liabilities.
• Liabilities under contracts and indemnities.
• Wreck liabilities.
• Cargo liabilities.
• Certain expenses of salvors.
• Certain fines.

CARGO INSURANCE

Loss or damage to cargo - cover is provided 
between points of origin and final destination for 
example when cargo is on the move. 

This could include:
• Loss or damage of goods whilst in transit.
• Theft. 
• Incidents relating to the ship, including sinking, 

capsizing, being grounded or colliding with 
another ship causing damage to cargo.

• Incidents relating to truck and train, including 
overturning and road accident, derailment.

• Loading and unloading cargo.
• While in warehouse storage between transport 

stages.
• Fire or explosions causing your goods damage.
• Volcanic eruptions, lightning, earthquakes for 

example causing your goods damage.

• Total loss of any package lost overboard or 
dropped whilst loading on to, or unloading from, 
vessel or craft causing your goods damage.

SMALL CRAFT INSURANCE
Small craft insurance is the more familiar marine 
cover for public bodies. Small craft insurance 
is used for the insurance of smaller vessels, 
sometimes under a package policy covering both 
the craft and the liability in connection with its use, 
for example:

• Small boats (less than 15 meters long)
• Canoes and dinghies
• Personal watercraft, for example jet skis
• Ski boats
• Power boats
• Yachts and sail boats
• Narrow boats
• Motor boats
• Cruisers
• House boats (including boat conversions),

These vessels are often defined by an area 
of operation:

• Out of water onshore, for example, in the 
marina, in a compound or at a boat club. This is 
laid up cover.

• In rivers, canals or lakes.
• In inland estuaries and coastal waters (usually 

within a 12 mile limit around the coast).
• Being used in other specified areas, such as the 

Mediterranean only.
• In oceans worldwide (but even with the widest 

river there may still be restrictions or exclusions 
relating to certain areas at certain times of the 
year).

Cover may also be defined by the period in which 
the vessel is kept in use. For example most speed 
boats should be taken home, or at least out of the 
water, during certain months of the year. Exact 
dates can be selected but are generally November 
and March. During this time they should be 
protected from the elements and from the risk of 
the engine seizing due to lack of use. Other types 
of vessels, in contrast, will be in commission all year 
round.
For inland waterways, navigation authorities will 

usually require third party insurance, however in the 
UK boat insurance is not a legal requirement. 
Boat owners should therefore consider uninsured 
boaters insurance in their policy.
Boat insurance will commonly exclude liability to or 
incurred by water-skiers or persons being towed by 
a boat. Boat owners who engage in water-skiing or 
towing persons will therefore specifically need to 
include water-skiers’ liabilities.

An insurer’s requirements when considering 
insurance for a vessel would include:

• Details of the vessel - name, year of build, type 
of vessel, ideally the International Maritime 
Organisation (IMO) number if applicable, flag, 
gross and deadweight tonnage or dimensions, 
builder, recent surveys.

• Areas where the vessels operate or their 
trading pattern.

• History and background details of the technical 
manager and/or owner including a five-year 
claims record.

• Cargoes being carried.
• Details of charters and charterers.
• Nationality and number of crew.

For inland waterways, navigation 
authorities will usually require third 
party insurance, however in the 
UK boat insurance is not a legal 
requirement
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SECTION 11.5
AIRSIDE INSURANCE
AIRSIDE INSURANCE

Airside refers to an area on an airport that has restricted access. This will be the aprons (where 
planes park), taxiways and runways, as well as the area behind the security gates in terminal 
buildings.

Most standard public liability policies will contain 
an exclusion relating to high-risk locations, and 
airport and aerodromes are on the list of excluded 
premises. Some insurers may consider providing 
liability cover at airports for an additional premium 
but are unlikely to provide an indemnity limit of 
more than £5 million.
The airport may well require those going airside to 
have specific liability insurance to protect against 
injury to third parties and damage to other people’s 
property. This can include, for example emergency 
services, utility services or grounds maintenance. 
Whatever the reason for being airside, and 
regardless of how often your organisation needs 
to go, there will be an insurance requirement. It 
could be for coverage limits from £1 million to £100 
million and anything in between.

Different airside activities have different 
requirements from airports, for example:

• Third party motor vehicle property damage, 
and/or bodily injury.

• Third party general public and property liability.

POLICY EXCLUSIONS 
Generally cover excludes losses arising from war 
and allied perils, asbestos, products liability, claims 
covered under the UK Road Traffic Act 1991, noise 
and pollution, radioactive contamination and any 
incidents covered by an existing employers’ liability 
insurance policy.

Quote information usually includes:
• Type of cover required. Motor vehicle third 

party liability or general public liability.
• Limit of liability required.
• Airport(s) at which cover is required.
• Details of the area of the airport any person or 

vehicle has to access (particularly runways or 
aprons).

• Minimum distance any person or vehicle will be 
from any aircraft at any time.

• Maximum number of people and/or vehicles 
airside at all airports at any one time.

• Frequency of visits airside.
• Details of vehicles used airside.
• Details of airside activities.

SECTION 11.6
WARRANTIES AND INDEMNITY INSURANCE
Legal indemnity insurance is used to protect against the risk of a known legal problem on an asset 
transaction going wrong. Many types of policies will be familiar, rights to light; defective title; 
restrictive covenant; and chancel repair liability. However any largely contingent risk related to 
title, property, or its insurances, can usually find a home in this sector. For example policies for 
contingent material damage, title to shares and warranties, and lease defects, are all in the remit 
of this class of insurance. 

Legal indemnity insurances can be bought at any 
time. More often than not a specific risk will be 
identified by an organisation’s legal advisors, either 
when purchasing an asset, or at some point during 
any restructure or refinance of property or land. 
An insurer can work with legal advisors to cover 
most contingent eventualities, or offer solutions 
to help speed up transaction completion. Policies 
often help ensure asset security for the insured, any 
lender, and future purchasers. 

WHAT ISSUES CAN BE COVERED?

Known title risks:
• Defective title 

This can apply to most title risks but usually refers 
to a lack of ownership of land, or some dispute or 
doubt over ownership. Policies provide security of 
ownership.

• Restrictive covenants 
Covenants are a promise not to use or build 
in a certain fashion on land. Policies enable 
development without the financial risk.

• Rights to light 
These are specific rights enjoyed by neighbouring 
property owners, such rights usually being 
established by a specialist surveyor. The law 
surrounding these rights is complex, constantly in 
flux, and as a result policies provide certainty and 
cover. 

• Easements 
These are particular property rights, for example a 
right of way or a right to services. 

There can be: 
• A lack of benefiting easements. 

A policy covers the risk of a property not having 
all essential rights.  

•  Third party rights or easements over land. 
A policy covers the risk of a third party exercising 
rights (such as a right of way) over land. 

• Mines and minerals 
Title to mines and minerals goes back to historic 
land ownership, and such rights are often 
vested in landed estates. Rights can prevent or 
interfere with development. A policy can cover 
loss in this eventuality.

Known planning risks: 
• Judicial review 

Local government grant decisions (often but not 
always regarding planning permissions for land) 
are subject to a statutory review period. Policies 
can cover the risk of a review.  

• Breach of planning 
Building control or s106 of the Housing Act 1988. 
Often documents are lost, or after a passage of 
time strict statutory requirements may not have 
been complied with. To save time on obtaining 
a rectification with the local authority insurance 
can be a more time and cost-effective route to 
achieve asset security.

Contingent transaction cover: 

• Due diligence 
In complex or time sensitive deals insurance 
can assist. Insurers can offer due diligence 
sampling summaries and/or an insurance policy 
to cover against a lack of due diligence, should 
an issue arise during ownership. 
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• Searches 
Lawyers carry out searches on most 
transactions, ranging from enquires with local 
authorities and other statutory bodies to private 
environmental assessors. Adverse entries can 
be covered by bespoke known defects, or if time 
is lacking insurance can cover the risk against an 
adverse entry had a search been carried out. 

• Title to shares and warranties 
Increasingly real estate assets are held in special 
purpose vehicles (SPVs). These companies hold 
the asset but have no value as a company. 
When bought a purchaser may have concerns 
over the warranties and indemnities given by 
the company, or the underlying title of the asset 
itself. Insurance can help mitigate the risk of 
an unknown owner or interested party coming 
forward to claim title or a financial interest. 

Asset covers: 

• Contingent material damage 
All buildings are (or should be!) insured against 
standard perils such as fire, storm, flood and 
other damages. It is usually the owner who 
arranges and takes the main benefit of cover. 
However, often there can be gaps in cover for 
lenders or leaseholders, and a contingent policy 
can ensure their interest and protect any losses. 

• Contingent lease issues 
While lawyers spend hours drafting and 
agreeing lease structures with clients, often 
errors remain or the laws of unintended 
consequences apply. Amplified by changes in 
law, or the full testing of lease structures in 
court, contingent lease cover can ensure the 
interest or asset is secure at the price being 
paid. Lease forfeiture could mean that the 
whole market value of a lease could disappear. 
Non-reinstatement (a freeholder failing to 
rebuild after damage if the lease so permits) 
may mean the same, or an exposure for rent 
guarantee may remain through complexities of 
an authorised guarantee agreement. If a lawyer 
identifies a defect with the lease structure, 
insurance may be available to help provide 
security. 

• Tenant default 
Tenant solvency is always a concern for a 
landlord, and is the reason why extensive due 
diligence is undertaken and guarantors are 
sought. However there is still a risk of tenant 

default. A product is now available to provide 
security to the rent due to a commercial 
landlord. An insurer can discuss the options. 

The world of legal indemnities is one where 
insurance solutions are often found where others 
have failed. For example, issues surrounding 
VAT elections on a building can be covered on a 
contingent basis. 
Policies usually cover a specific party with an 
interest in land or an asset. The policies can cover 
mortgagees, tenants and future purchasers. Policies 
usually last in perpetuity. 

WHAT TYPES OF LOSSES CAN BE COVERED?
Policies are designed to cover financial loss to the 
insured if action is taken against them. 

Most policies cover: 
• Legal costs (defence costs and any costs due to 

a third party)
• Compensation or settlement sums
• Loss in market value
• Property demolition, alterations and appropriate 

reinstatement if a settlement cannot be 
reached. 

Further policies can be extended to cover: 
• Delay costs
• Loss of profits
• Loss of rent payable or receivable (depending 

on the property interest being covered).

Determining your exposure and the limit 
of indemnity
Some factors have to be considered when deciding 
on the limit of indemnity required under a legal 
indemnity policy. It must be set at a level that 
represents the potential total loss that could be 
incurred.

In addition to the value of the property or land 
it needs to take into account: 
1.  Reasonable and necessary legal and 

professional costs and expenses incurred in 
taking, defending or settling legal action. 

2. The cost of any out of court settlements.
3.  Damages, compensation, costs and/or expenses 

awarded against the insured by an order arising 
out of an insured risk.

4.  Costs of altering, demolishing and/or reinstating 
any property, insofar as that may be required 
by an order or settlement arising out of an 
insured risk. 

5. Reduction in the market value of the 
property caused directly by an insured risk 
calculated at the date of a loss event by 
reference to: 

˚  The market value of the property prior to 
an order on the assumption that the said 
insured risk does not exist.

˚  The market value of the property following 
an order.

6.  Sums that might be paid to free the property 
from the adverse interest arising out of a claim 
being asserted against the property.

7.  Any sums which the insured has expended on 
the property, or was obliged to expend under 
a contract entered into prior to the date that 
they became aware of an adverse interest but 
only to the extent that such sums are rendered 
abortive by a court order.

8.  Any other costs and expenses incurred in 
relation to an order with the prior consent of 
the insurer.

9.  Possible consequential losses (such as business 
interruption) or delay costs on a development 
transaction. A standard legal indemnity policy 
does not, however, provide cover for:

˚  Increases of the limit of indemnity in line 
with inflation.

˚  Costs incurred prior to inception of the 
policy.

˚  Consequential or business interruption 
losses.

˚ Changes in use after inception.

˚  It may be possible to include cover for the 
above for an additional cost.

POLICY CONDITIONS, EXCLUSIONS 
AND RESTRICTIONS 
Policies operate on the general premise to 
let sleeping dogs lie. If insurance is being 
used to protect against a risk it should not be 
communicated to any third party to prevent it 
prompting a claim. 

Specific points that almost always apply are: 
• Before a policy is taken out, insurers will usually 

assume the potential claimant is unaware of the 
position. Prospective insureds should not try 
to fix the problem by talking to a claimant, they 
should discuss with insurers first. 

• Unless the insurer grants permission, the 
insured is not allowed to disclose the existence 
of the policy to a third party (having said that, 
the insured is normally allowed to disclose the 
existence of the policy to potential purchasers, 
funders, lessees, mortgagees and their 
respective advisors).

• Insurers insist, understandably, on controlling 
communications with any future claimant. 

• If a property is protected by an existing legal 
indemnity policy, the purchaser needs to 
check whether the limit of indemnity remains 
adequate. 

The policy might have been arranged ten or twenty 
years ago, and what was adequate then may 
be inadequate now. The insured also needs to 
consider the financial security of the insurer.
Given that the range of covers and contingencies is 
so wide, there is no proposition form or standard 
list of requirements for an insurer. 

Information required to obtain a quotation 
includes:

• A brief summary of the risk.
• Copy of title deeds, or a document which detail 

the risk, or cause of the risk.
• Use of the property or land.
• Details of any intended change of use or 

development, including details on planning 
permission.

• Market value, or development value if it is a 
change of use or development.

• Details of any specific cover requirements (such 
as delay cover or business interruption).

The world of legal indemnities is one 
where insurance solutions are often 
found where others have failed. 
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SECTION 11.7
LATENT DEFECTS INSURANCE (LDI)
Latent defects insurance (LDI) is a type of insurance that provides cover for the cost of remedying 
and rectifying damage arising out of latent or in inherent defects.

Latent defects are normally defined as faults in design, 
workmanship, materials, supervision, construction, 
installation or site preparation of a new building 
that remain undiscovered at the date of practical 
completion, but come to light afterwards by virtue of 
physical damage. They are of a type that could not 
reasonably have been revealed by the insured (as 
opposed to patent defects which are apparent).

WHAT IS COVERED UNDER A LATENT DEFECTS 
POLICY?
Typical policy periods run between 10-12 years 
from the date of practical completion but 
should normally be sought prior to the start of 
construction. Some insurers however will consider 
arranging cover on partially complete and recently 
completed structures.

Latent defects cover is for:
• Structural defects.
• Ingress of water (excluded for first 12 months).
• Subsidence landslip or heave.
• Threat of imminent collapse requiring remedial 

works to prevent damage caused by a defect 
in design, workmanship or materials but not 
discovered before inception of cover.

• Resultant damage to non-structural elements.
The cover operates on a reinstatement basis, 
including professional fees, debris remover and 
costs to comply with public authority requirements 
on external walls or roofs.
The cover applies to owners, tenants and lenders, 
and the policy if freely assignable.
Waivers of subrogation are available at cost if 
required in favour of contractors and design 
consultants.

WHO BUYS LATENT DEFECTS COVER?
Any organisation with a financial interest in a 
building. Normally this is associated with purchase, 

new build, or significant extension or structural 
design. This could include developments such as 
new offices, leisure facilities, education premises 
and other structures. 

For example:

• Developer
• Main purchaser of LDI who can pass costs 

onto the owner or tenant or lessee.
• Cover is also a useful marketing tool.

• Property owner
• To protect own interests.

•  Useful if seeking tenant or lessee for 
buildings or selling on.

• May purchase if contractor has gone into 
receivership, or is of poor financial standing.

• Tenant or lessee
• May purchase cover for similar reasons as 

property owner.

• Useful if taking on full repairing lease and 
tenant is concerned about major defects.

• Receiver
• May purchase if the contractor is in 

liquidation and there is no viable recourse 
route in the event of a building defect.

• Contractor
• There is little demand for cover apart from 

when associated with the developer and/or 
property owner.

• Private finance initiative (PFI) or public 
private partnership (PPP)
• Purchased primarily where existing 

structures have been involved and/or where 
purchase of such cover has eased financing 
or reduced borrowing costs.

There are a number of advantages of LDI. 
Some of the key reasons why organisations 
arrange latent defects on their developments 
are summarised below.

Property exclusion
Latent defects are normally partly or wholly 
excluded from standard property policies, and this 
product fills a gap in coverage.

Tenants or lessees
Tenants taking on long-term leases (especially full 
repair and insure leases) are increasingly insisting 
on having an LDI policy from which they can benefit. 
In this competitive environment developers are 
making sure they tick all of the boxes they can for 
prospective tenants.

First party cover
A latent defect policy can mitigate the concerns 
and fears of owners, developers and tenants. As a 
first party insurance solution it can be called on to 
remedy a defect and minimise disruption. To claim 
under a LDI policy an insured party does not need 
to prove negligence.

Assignment of cover and onward saleability
The policy is freely assignable to future tenants or 
purchasers. This can help to smooth the process of 
a sale or tenancy agreement. 

Contractor warranties
In the absence of LDI the developer would most 
likely be responsible for paying reinstatement 
costs. Following damage due to a latent defect the 
developer would need to pursue the contractor to 
recover their costs. 

Collateral warranties
In many major projects the owner will have the 
benefit of direct agreements with the original 
contractors, main sub-contractors and consultants, 
giving them the same contractual recourses as the 
original developer. These agreements are generally 
known as collateral warranties. 

The main argument is that both collateral warranties 
and professional indemnity policies require the 
claimant to prove the fault or negligence of a third 
party. Professional indemnity cover would also only 
cover the relevant contractor’s professional liability, 
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for example negligence in designing the works. 
It would not cover their liability for inadequate 
workmanship or materials. Associated time delays 
and legal costs proving fault or negligence are 
removed by having a first party cover in the form  
of LDI.
More importantly, if the contractor has become 
insolvent it will not be possible to pursue any rights 
of recourse against them, and the contractor’s 
professional indemnity insurance will no longer be  
in effect. This problem will have been compounded  
if the claim has not been notified during the period  
of insurance. 

Certainty of cost and coverage
The policy is taken out at the start of the project 
and does not need to be renewed. It is therefore 
unaffected by the subsequent insolvency of any 
member of the construction team. 
The costs are agreed prior to the start of 
construction and the majority of the premium 
(90-95%) is paid on practical completion in one 
instalment.

WHAT IS THE PURPOSE OF THE TECHNICAL 
AUDIT FUNCTION?
An LDI policy is subject to a satisfactory technical 
audit throughout the construction process, which 
is why cover needs to be arranged prior to the 
start of any major works. Cover is not impossible to 
arrange after this date but enhanced rates and/or 
restrictions on coverage may apply. 
At practical completion, if the technical auditor 
considers the building or structure has been built 
to an appropriate standard and complies with 
approved drawing and agreed specification, the 
appropriate certificate of approval or acceptance is 
issued. Confirmation is given to the insurer that the 
building is suitable for latent defects cover.
The developer then needs to provide the following 
before cover can incept and documents are issued:

• Copy of practical completion certificate.
• Gas and electrical certification.
• Schedule of addresses (for residential 

developments).

• A reinstatement valuation may also be required 
to ensure sums insured are accurate.

The insurers will then issue the relevant certificates 
of insurance (for all residential dwellings) including 

a formal policy document for the owner of the 
development.

Examples of common claims on a latent 
defects policy:

• Defectively designed floor slabs allowing 
movement and consequent damage to floors 
and walls.

• Omission of wind posts allowing damage to 
walls.

• Subsidence causing damage to walls.
• Defective cladding allowing water to penetrate.
• Failure of basement tanking allowing water to 

penetrate.
• Defective roofing allowing water to penetrate.
• Failure to rain screen, allowing water to 

penetrate.
• Poorly fitting windows allowing water to 

penetrate.

SECTION 11.8
CYBER RISKS INSURANCE 
Various terms are used to refer to cyber risks 
insurance, including cyber liabilities and privacy 
breach insurance. However most cyber risks 
policies:   

• Break down into two main areas of cover - first 
party and third party risks.

• Are modular - the insured selects the most 
appropriate sections of cover. 

There is significant variation in the wording and 
cover provided by insurers, making it difficult to 
compare two policies on a like-for-like basis. 

For example:  
• Some cyber risks policies only cover liabilities 

arising from the loss of electronic data, others 
will also cover liabilities arising from the loss of 
data in paper format. 

• There is a lack of consensus among 
underwriters as to whether it is permissible 
to insure financial penalties imposed by the 
Information Commissioner’s Office following 
a loss of data. Some underwriters argue it is 
impossible to insure against these penalties 
in the UK, while others adopt the position that 
as these are civil penalties rather than criminal 
fines, insurance is permissible. 

A cyber policy is triggered by a cyber event, although 
the definition varies from insurer to insurer. An 
insurer’s definition of a cyber event may include 
actual or suspected system access, electronic 
attack, data breach, denial of service attack, hacking, 
malware or virus and cyber terrorism. 
The key point is that cyber coverage is in respect 
of the damage caused and as a direct result of 
the cyber event. It can provide for damage to both 
intangible (data or operating systems) and tangible 
property but also business interruption, financial 
penalties, crisis management and various other 
elements of coverage. 

Intangible property
This might be where a cyber event has caused 
damage to data stored on a system (or the 
operating system) only and may result in 

consequence such as breach of data protection, 
data recovery or loss of income.

Tangible property
This might be where a cyber event has resulted in 
physical damage, for example the system outage 
causes a boiler to overheat causing a fire, or 
computer equipment is rendered unusable.
While elements of a cyber risks policy are 
sometimes duplicated under other, more traditional 
policies, the trigger for most standard property or 
business interruption policies is physical loss, or 
damage to tangible property. This is a key point as 
the risks to which data is exposed include malicious 
code, virus attacks and network corruption, all 
of which are in an intangible format. Business 
interruption losses under a standard business 
interruption policy will also be excluded if there is 
no corresponding physical damage. 

MODULES OF COVER 

Data recovery and loss of business income  
Cover is for an organisation’s own losses, including 
increased cost of working; data rectification costs; 
forensic costs; and loss of profits; as a result of 
network interruption and downtime. Cover can 
also extend to provide indemnity for system 
forensics and public relations costs following a 
security breach. Losses may arise through human 
error; accidental damage; hacker attack; employee 
sabotage; natural disaster; system malfunction; or 
programming error. 
Importantly some policies are written to provide 
cover for loss of income rather than increased cost 
of working costs. Such wordings may refer to cover 
for extra expenses, but these will be defined as 
extra expenses incurred to reduce or avoid a loss 
of income. Consequently, this wording would not 
appear to provide for increased costs in a way that 
is appropriate for a public sector body. 

Privacy, regulatory defence and penalties  
These are costs incurred in defending an 
organisation against regulatory actions, resulting 
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fines and penalties following a breach of privacy 
regulations, including cost of defence and fines and 
penalties. This is only insofar as it is permitted to 
insure against such fines. 

Crisis management costs  
These are costs for complying with data protection 
legislation, mandating notification to individuals whose 
personal information may have been compromised, 
and providing credit monitoring services.

Data extortion 
These are monies paid to terminate a threat of 
cyber extortion to avoid corruption or damage to a 
computer network.

Technology and miscellaneous errors 
and omissions  
This is coverage for errors and omissions in the 
rendering of professional services. Such cover is 
more of interest to commercial organisations.  
Cover includes:  

• Insurer’s duty to defend
• Worldwide acts
• Innocent insured provision
• Punitive damages.  

Multimedia liability  
Cover for legal liability arising from multimedia 
liabilities as a result of a client’s internet, marketing 
and advertising activities. 
Cover can also extend to include negligence in 
respect of information and content on the insured’s 
website, including: 

• Defamation libel and slander
• Infringement of intellectual property
• Misleading advertising
• Breaches of statutory duties
• Online and offline exposures. 

Security and privacy liability  
Cover for liabilities caused by a breach of privacy 
or privacy regulations, including unauthorised 
disclosure of information, or failure to protect a 
network security breach. This includes:

• Invasion of privacy rights
• Loss of employee information
• Unauthorised access or use of computer 

network

• Theft of confidential data

• Transmission of computer virus

• Breach of data protection statutes

• Liabilities, including contractual penalties, related 
to payment card information (PCI) coverage, 
sometimes sub limited. 

Privacy breach response services 

At least one insurer now offers a privacy breach 
response service following an incident or 
reasonably suspected incident of: 

• Theft or loss or unauthorised disclosure of 
personally identifiable non-public information or 
third party corporate information

• Alteration, corruption, destruction, deletion or 
damage to data assets stored on computer 
systems. 

The service includes not only the costs of 
notifying all individuals affected by the breach, 
but also the costs of:  

• A security expert to determine the extent and 
cause of any electronic data breach

• A PCI forensic expert investigator

• Fees charged by a legal representative to 
determine the accountability of the insured to 
comply with breach notice law and advise the 
insured in responding to any credit card system 
operating regulation requirements

• Up to £50,000 for a computer security expert 
to demonstrate the insured’s ability to prevent 
a further electronic breach as required by a 
merchant services agreement. 

It also offers:  
• Call centre services to notified individuals

• Credit monitoring product to notified individuals

• Identity monitoring solution to notified 
individuals. 

This offering relieves the organisation not only of the 
costs, but also the administration and management 
of the notification exercise. Since the GDPR came 
into effect in 2018, all organisations that suffer a data 
breach will be required to notify their regulator within 
72 hours, who may order the organisation to notify 
affected persons.

SECTION 12
CLAIMS ESSENTIALS
This section covers some of the essential elements of how claims may be managed and the choices 
the insured can make over how to handle claims.

It is important to recognise that a claim may be an 
event in which the insured seeks to claim directly 
from the policy for a first party (own loss) basis. 
It could also be an event where we are seeking 
an indemnity under the policy for a possible 
liability attaching or alleged to attach against an 
organisation. Such a liability may flow from for 
example a public or employers’ liability claim, or a 
motor accident involving a third party. 
The policy will set out certain conditions, which 
the insured must fulfil to secure the policy cover. 
In making a claim, the insured will have a role 
from for instance information gathering, or to the 
management of the claim from start to finish. 
Below are some of the options available, which 
apply equally across all types of policy, this is for 
material damage, liability, and motor.

CLAIMS MANAGEMENT

While each insurer will stipulate their own 
arrangements or preferences for how and 
by whom claims are handled, there are 
effectively three options available to any 
insured party:

1. Insurer 
As this suggests the insurance company handle 
all claims falling within the policy cover. A 
separate charge may be made for this service 
or it may be included within the premium.

2. Third party administrator (TPA) referred to 
as a claim management company 
This is where a third party company handles the 
claims on behalf of the insured and the insurer. 
This may be a company the insurer insists on or 
a company nominated by the insured. Invariably 
a separate fee will be charged by the TPA for 
the work undertaken. 

3. In-house handling (IHH) 
A final option is where the policyholder agrees 
with the insurer that the policyholder can 

manage claims. Any such arrangements will 
normally be under a form of agreed delegated 
authority (DA) from the insurer to the insured. 
Claims that fall outside of the DA will need to be 
referred to the insurer and then option 1 or 2 
will be the route for the claim. 

The DA will vary between insurers but will 
usually include as a minimum a commitment 
from the insured to:

• Provide regular claims information in an agreed 
format.

• Maintain a competent, knowledgeable and 
robust team of claims handler(s).

• Adhere to the terms of the DA.

CLAIMS PROCESS

Different types of claims will trigger a different 
process for the claim to be handled.

Material damage
A material damage claim is one in which an asset 
of the insured has been damaged by a peril as 
defined by the policy. A material damage policy can 
also be referred to as buildings cover or fire policy. 
The loss may trigger the area of the policy covering 
damage to an asset (for example a town hall fire), 
and also the business interruption section of the 
policy, which covers the financial loss flowing from 
the damage. 
Relative small losses (for example below £5,000) are 
often dealt with by an in-house team of the estates 
department. Repairs may be carried out internally 
or by outside contractors. All elements of the claim 
will need to be clearly documented and recorded, 
including all payments and invoices.
Higher value claims often require a loss adjuster. 
A loss adjuster is a specialist claims handler in a 
specific field of expertise. They manage a very large 
loss with great ease. Loss adjusters have specialist 
contractors to hand, such as restorers, carpet 
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cleaners and computer specialists for instance, as 
well as access to providers of specialist equipment 
such as Portakabins, plant and other materials. They 
are like a business continuity plan.
The adjuster will also advise the insurer on the 
loss, help quantify the loss, manage tenders for 
reinstatement works, oversee the works and 
consider policy application for different heads 
of claim. They can also verify that the loss falls 
within the policy terms and conditions. They can 
act a voice of reason between the insurer and the 
insured for contentious and problematic claims. 
Where appropriate they can offer practical advice 
on how the insured can consider avoiding a similar 
loss in future.    
An insured may wish to consider the use of a loss 
assessor for very large losses. The loss assessor 
acts solely on behalf of the insured and their role 
is to try and negotiate the highest settlement they 
can on behalf of their client (the insured), with 
the insurer. They can represent the insured in 
negotiations and help hold the claim together.
Sometimes this role can be undertaken by a 
broker with the necessary expertise.   Sometimes 
the material damage policy can be extended to 
include a specific clause which will fund (in certain 
circumstances) the additional fees of the broker in 
performing this role. The clause would not cover the 
fees of a loss assessor.

MINISTRY OF JUSTICE (MOJ) CLAIMS PORTAL
The portal was first introduced for motor claims 
occurring after 1 May 2010 and then extended to 
certain types of public and employers’ liability claims 
for accidents after 31 July 2013 (different rules apply 
for disease claims).
The portal is designed to deal with low value 
personal injury claims, and (at the time of writing) 
they are claims valued between £1,000 and 
£25,000. The portal is a platform for claimants 
and defendants where they interact over the 
management and ultimate outcome of a claim. The 
aim of the portal is that is it far easier to pursue a 
road traffic accident or personal injury claim. The 
three-staged process of the portal also attaches 
fixed legal costs and sets a very strict timeframe for 
the claim to be resolved. The portal rules also set a 
fixed sum for the level of compensation also known 
as ‘the tariff’.
It is likely that the Civil Liability Act 2018 will change 
some of the parameters and rules of the portal.

It is expected that the Act will confirm the setting of 
fixed amounts of compensation for whiplash claims 
(including soft tissue injuries to the neck, back and 
shoulders and any associated minor psychological 
injury). This allows a fixed percentage increase 
above that tariff for exceptional claims. The Act also 
looks to ban the practice of seeking or offering to 
settle whiplash claims without medical evidence.

Motor

A motor claim can have one or more of three 
elements attached to the claim:

1. Damage to the vehicle (including theft)
Very often the insured may have some in-house 
garage facilities to undertake repairs, or have a 
preferred garage they wish to nominate the repair 
to be undertaken by. Alternatively they can look into 
the insurers preferred garage repairers, importantly 
the garage should be competent and cost-effective.  
Specialist vehicles such as refuse vehicles or fire 
appliances may need to be sent to a specialist 
facility. The aim is to get the vehicle back on the 
road as soon as possible.

2. Damage to third party vehicle or property
A significant number of motor accidents involve a 
collision, a road traffic accident (RTA) with another 
vehicle, or damage to third party property, which is 
usually static, such as a garden wall. Often the third 
party will arrange for damage to static property 
to be repaired and send the repair costs to the 
responsible party. A household insurer may meet 
the cost of repairs and then subrogate against the 
responsible party.
Damage to a third party vehicle may be more 
involved as very often liability can be in dispute 
between the parties. It is vitally important that 
claims involving third parties are notified to the 
insurer or claims handlers as early as possible. It is 
important to get the detail of the claim as early as 
possible and to try to control and manage any third 
party expenditure. This is because over the past 
decade there has been a significant growth in the 
use of credit hire vehicles, which have helped fuel 
the rising cost of motor claims. A credit hire vehicle 
is one that is hired to a third party following a non-
fault accident (on the part of the third party). The 
costs of the credit hire are then recovered as part of 
the third party’s claim against the fault party.
Insurers are very keen that their insured, when 
at fault, gives as much third party information as 
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soon as possible to the insurer to begin to control 
third party costs, including hire charges and repair 
costs. This process is known as first notification of 
loss (FNOL). The process can make an enormous 
difference to the overall value of the claim and the 
general claims costs across the policy for the year. In 
turn this can contain or even drive down premiums.  

3. Injuries to third parties (including passengers)
In the context of a motor insurance policy a third 
party would include not only other road users but 
also passengers. A fellow employee travelling as a 
passenger in an insured vehicle who is injured as 
a result of an RTA could bring a claim against the 
insured. This would fall under the motor policy and 
not the employers’ liability policy (although in certain 
circumstances it could be an employers’ liability 
claim, as it would be if the driver was to bring a 
claim). Whether the claim is one for the portal or the 
more traditional claim route, the claimant will usually 
be represented by solicitors. However there would 
always be the option of bringing the claim ‘in person’.

LIABILITY 

Liability claims will usually fall into one of four 
categories:

1. Public liability
These are claims brought by third parties for 
damage to property or injury. Claims range from 
injuries occurring on the highway, to housing, 
leisure centres, children’s services and educational 
establishments. For police risks, claims also come 
under the heading of wrongful arrest, crowd control 
and the like. For the public sector, public liability 
claims represent the highest by claims frequency 
and can prove to be extremely expensive.

2. Employers’ liability 
These are brought by employees of the insured 
against the employer. The value and potential 
complexity of the claim will most likely mean the 
claimant will be legally represented.

3. Officials’ indemnity
When an insured is faced with a claim from a 
claimant for pure financial loss (with no injury or 
damage to property) they can expect the claim to be 
dealt with via the officials’ indemnity policy. Financial 
loss from an injury (for example loss of wage) or 
from damage to property (for example revenue to a 
third party) would be insured by either the public or 

employers’ liability policies as the loss flows from the 
injury or damage.
The officials’ indemnity policy would not cover claims 
from the insured performing ‘professional services’ 
(as defined by the policy) in exchange for a fee, as 
these would be professional indemnity claims.
Invariably a claim for pure financial loss would be 
made through a solicitor as they can be complex, 
time consuming and represent a complex area of civil 
law which requires a detailed and comprehensive 
view of the law.  

4. Professional indemnity (sometimes referred 
to as professional negligence)

These claims are very rare in the public sector but 
they do occur. The cover is provided for professional 
services supplied by the insured for a fee. Like the 
officials’ indemnity policy will cover financial loss 
flowing from the breach in professional duty.
The claimant will invariably be legally represented. 
Any claims of this nature will usually involve seeking 
the opinion of other experts in the same professional 
field as the defendant. That opinion is then used as 
a measure of the standards to be expected of the 
professional whose actions are in question.  

PERSONNEL INVOLVED IN CLAIMS PROCESS

Here are a few (of many) likely professions you 
may come across: 

Insured
This is the policyholder and sometimes can be 
referred to as the first party or defendant in any 
liability or motor claim. 

Insurer
The insurance company that provides the financial 
promise behind the policy wording.

Claims handler 
The organisation responsible for managing and 
concluding a claim. It can be the insurer, a separate 
company or performed in-house by the insured.

Loss adjuster 
Acts on behalf of the insurer to adjust the loss in 
accordance with the policy wording.

Loss assessor 
Acts on behalf of the insured to assess the loss in 

accordance with the policy wording.

Motor engineer 
The expert in all matters motoring who can help 
quantify and in turn manage the repairs to a motor 
vehicle, be it an insured’s vehicle or a third party.

Solicitor 
A qualified legal representative who represents the 
insured and the insurer. They act when legal papers 
are served, a claim is run to trial, or because they 
bring a level of expertise and understanding to a 
particular claim. 

Expert witnesses 
These are used to help support the case for the 
defence or the claimant to demonstrate that steps 
taken by the insured were reasonable for someone 
in that profession, or unreasonable if they are 
representing a claimant. Expert witnesses can 
include medics.

Counsel 
A specialist in a certain area of the law who advises 
and guides on a particular claim also represents the 
insured in court.

FRAUD
All insurance claims can be susceptible to fraud. 
Fraud can range from an exaggerated personal 
injury, through to the full blown fraudulent creation 
of a claim. Occasionally the insured can create and 
falsify claims but in the public sector this element of 
moral hazard is almost non-existent, and poses no 
concern to insurers.
It is vital that however claims are handled there 
are robust systems in place to detect, control 
and manage any fraudulent activity by claimants 
and that where strong evidence can be gathered 
to support such a detection of fraud that this is 
brought to the attention of the appropriate bodies 
to take action.

DISCOUNT RATE
The discount rate is a government set percentage 
applied to personal injury claims and involve a 
future loss of some description. The rate is also 
referred to as the multiplier, as depending on the 
age and likely future loss the multiplier can vary. The 
multiplier can be found in the Ogden tables.
The intention is for government to review the 

rate on a regular basis in line with interest rates, 
investment returns, and general prices. Even 
small movements in the discount rate can have a 
dramatic impact on the value of claims. It remains 
a significant force behind the overall cost of claims, 
in particular claims involving catastrophic injuries, 
which can affect the rates insurers charge for injury 
based covers such as liability (public and employers’) 
and motor. 

CLAIMS REPORTING
All insurance policies set out the way and manner 
in which claims must be reported to the insurer. 
Mostly they set out timeframes for notification. It is 
vital the insured understands and adheres to the 
notification requirements on an individual policy 
basis to ensure the policy indemnity will operate.  

CLAIMS DATA
Good quality, consistent and accurate claims data is 
the cornerstone of any insurance programme. The 
better the data and the more accurate the insurer’s 
understanding of the risk, the better the premiums 
and cover that can be offered. 
All insured should ensure easy access to good 
quality claims data and to retain it on their own 
digital platform.

Here are some minimum periods of data 
collection required to approach the insurance 
market for a quote:

• Liability - ten years if not longer, supported by 
a triangulation if possible and itemised claims 
listings per year.

• Motor - about three years for a small fleet but 
a larger fleet is likely to be a minimum of five 
years.

• Property - five years rising to ten for a major 
portfolio.

• All other covers - five years.
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GLOSSARY
Acceptance in relation to 
insurance policies, is the notice 
given by an insurer to signify 
willingness to provide cover for 
a risk.
Accident can be an 
unfortunate incident that 
happens unexpectedly and 
unintentionally, typically resulting 
in damage or injury, or an event 
that happens by chance or that 
is without apparent or deliberate 
cause.
Accumulation refers to the 
total combined risk in the event 
of an event occurring and 
causing loss at a given location.
Actuary (Actuaries) is 
someone who provide expertise 
in the areas of:

• Capital modelling - 
projecting both the liability 
and assets of insurers to 
assess solvency and future 
capital needs.

• Pricing - assessing the 
frequency and average 
amount of claims to 
estimate premiums.

• Reserving – applying 
statistical techniques to 
assess the likely outcome of 
general insurance liabilities 
and the provisions that 
are needed for reporting 
purposes.

Adjustment (claims) relates 
to the whole process of 
investigation of, reporting on 
(and in some cases negotiation 
and settlement of) a claim by a 
loss adjuster.
Adjustment (premium) relates 
to the situation where premiums 
are based at the outset, on 
estimated rating criteria (for 

example, wage-roll, turnover, 
gross profit etc.). At expiry the 
calculation is reworked using 
the actual figures attained and 
any difference between the 
result and the original premium 
becomes payable by the insured 
or repayable by the insurer as 
appropriate.
Agent is an intermediary 
who arranges insurance, but 
legally acts in the interests of 
the insurer, not the insured 
business.
Aggregate stop loss (ASL) is 
designed to limit claim coverage 
(losses) to a specific amount. 
This type of coverage is to 
ensure that catastrophic claims 
(specific stop-loss) or numerous 
claims (aggregate stop-loss), 
do not upset the financial 
reserves of a self-funded plan. 
Many policies which include 
this condition also specify non-
ranking excesses/deductibles 
which are self-insured retentions 
for each and every loss.
All risks is the widest form of 
material damage insurance 
available. It does not, as the 
name suggests, cover literally all 
risks but does cover accidental 
loss and damage or destruction 
from any cause that is not 
specifically excluded.
Appellant is the party appealing 
against a judgment given in legal 
proceedings.
Arbitration is a procedure, 
provided for in many policies, 
for settling disputes between 
insurers and insureds. Generally 
each side appoints an arbitrator 
to negotiate on their behalf 
and the arbitrator may appoint 
an umpire to adjudicate. 
Alternatively both parties may 

agree on one mutual arbitrator 
to make a ruling.
Arm’s-length management 
organisation (ALMO) is a not-
for-profit company that provides 
housing services on behalf of a 
local authority.
The Association of British 
Insurers (ABI) is the voice of the 
UK’s world leading insurance and 
long-term savings industry. abi.
org.uk
Average in property insurance, 
average is a means whereby 
insurers deal with under-
insurance by making the insured 
responsible for a portion of any 
loss. Insurers calculate their 
own involvement according to 
the formula: Claim settlement = 
Amount of loss x (Sum insured 
/ Actual value). The insured is 
considered to be their own 
insurer for any balance. In 
marine insurance the average 
clause is different and specialist 
advice should be sought.
Average (85% condition) when 
this condition is included on the 
policy and the reinstatement 
property sum insured is equal 
to at least 85% of reinstatement, 
insurers will meet the claim in 
full. If however, the sum insured 
is less than 85% of the cost of 
reimbursement, the insured 
will be considered to be their 
own insurer for a portion of the 
loss. In this event the insurers 
will work out their proportion 
according to the following 
formula: Claim settlement = (Sum 
insured / Reimbursement) x 
Amount of loss
The insured is considered to be 
their own insurer for any balance.
British Insurance Brokers’ 

Association (BIBA) is the UK’s 
general insurance intermediary 
organisation representing the 
interests of insurance brokers, 
intermediaries and their 
customers.
Binding authority is a 
delegated right, granted by an 
insurer, to a broker or other 
agent and commits insurers to 
insurance usually without prior 
reference to the insurer.
Blanket policy is one which 
does not detail individual sums 
insured for every item insured 
but shows one sum insured 
for everything falling within 
the same category or class. 
Typical examples are a blanket 
motor policy (which covers all 
motor vehicles operated by the 
insured) and a blanket fire policy 
(covering all buildings owned or 
occupied by the insured).
Bordereau is a chart or table of 
information such as a schedule 
of claims or a schedule of 
properties and values at risk.
Broker is an insurance 
intermediary who places its 
customers’ insurance with 
an insurer. They can advise 
customers on the best insurance 
product to take out depending 
on their needs. Brokers can also 
provide other services such as 
risk management, designing 
or negotiating contracts, and 
handling claims. (Also known 
as an intermediary, agent or 
adviser). In some sectors of the 
marketplace there may be the 
presence of consultants who 
are not acting as agents of an 
insurer (as a broker will) but are 
independent of the insurance 
industry. See also Managing 
general agent.
Brokerage is the remuneration 
paid to a broker by an insurer.
Capacity denotes the extent 
to which an insurer is prepared 

or able to offer insurance of a 
particular kind. Capacity may 
be determined by the financial 
strength of the insurer, their 
reinsurance arrangements or 
their business plan. Market 
capacity is the total amount 
of insurance that the whole 
insurance market or an insurer 
is prepared to or can offer.
Causation is the causal 
relationship between conduct 
and result. It provides a means 
of connecting conduct with 
a resulting effect, typically an 
injury.
Certificate is a legal document 
providing evidence of an 
insurance policy. For example 
motor and employers’ liability 
certificates.
Civil Procedure Rules are the 
rules of civil procedure used by 
the Court of Appeal, High Court 
of Justice, and county courts 
in civil cases in England and 
Wales. They apply to all cases 
commenced after 26 April 1999, 
and largely replace the Rules 
of the Supreme Court and the 
County Court Rules.
Claim is a request for payment 
under the terms of a policy for a 
loss that has been sustained.
Claimant is the party who has 
suffered loss or injury and brings 
a claim against a defendant. See 
also Plaintiff.
Claims made basis is a type of 
insurance policy which pays only 
those claims that occur and are 
filed during the period covered 
by the policy.
Claims notification clause 
relates to when claims, usually 
property damage, need to be 
reported in a certain period of 
time, say 30 days, or the insurer 
could reserve their rights to 
indemnify.
Claims occurrence basis is a 

type of insurance policy which 
pays only those claims that occur 
during the period covered by the 
policy; it does not matter when 
they are filed.
Claims occurring wording 
deals with a claim for the period 
it occurred rather than when it 
was made.
Claims triangulation charts 
the movement of total incurred 
losses from the original policy 
period, over subsequent 
years. It is used to analyse the 
development of settled and 
outstanding claim costs over a 
given period, often ten years.
Co-insurance relates to a 
risk being shared and insured 
between a number of insurers. 
Each insurer takes a percentage 
of the premium in exchange for 
meeting a percentage of the 
claims.
Collaborative means produced 
by or involving two or more 
parties working together.
Commission is a term often 
used for the remuneration paid 
to a broker by an insurer for 
introducing business, usually a 
percentage of the premium. It is 
otherwise known as brokerage. 
It is also common for brokers to 
be remunerated by means of a 
fee paid by the client calculated 
on the amount and value of 
work involved.
Commissioning is the process 
public bodies use to assess 
the needs of people in the 
area, design the services to 
meet those needs and select 
an appropriate service to meet 
those needs. 
Competent means having 
suitable or sufficient skills, 
knowledge and experience for 
some purpose.
Conditions precedent see 
Warranties.
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Contribution can be defined 
as the right of an insurer to call 
upon others similarly, but not 
necessarily equally, liable to the 
same insured to share the costs 
of an indemnity payment.
Cover note is written evidence 
of the existence of an insurance 
policy prior to the issuing of 
any policy certificates or policy 
documentation.
Cross liability clause is 
included within a liability policy 
terms to make it absolutely clear 
that it is possible for one person 
insured by a liability policy to sue 
another person insured by the 
same policy. Normally in such 
circumstances, it would not be 
possible to obtain indemnity 
under the policy without this 
clause.
Damages: general are 
damages that are presumed in 
law and follow indirectly from 
a wrong. They need not be 
specifically-claimed or proved 
to have been sustained, and are 
awarded also where an injury 
or loss (such as physical pain 
and mental anguish) cannot be 
precisely estimated.
Damages: special (or specific) 
are damages that are not 
presumed in law and are a 
direct result of an action or 
injury, such as loss of earnings, 
medical expenses, and repair 
bills that can be assessed with 
fair accuracy.
Data Protection Act 1998 
(DPA) controls how personal 
information can be used and 
your rights to ask for information 
about yourself.
Day 1 reinstatement is a 
clause applied to property 
damage insurance to deal with 
the effects of inflation during 
the period of the policy and 
the period of reinstatement. 
The insured provides the 

value of the property on a 
reinstatement basis on the first 
day of insurance (known as the 
‘declared value’) and the insurer 
agrees to increase their limit of 
liability by an agreed percentage
(known as ‘uplift’). The standard 
uplift offered is typically 15% or 
more, and would generally be 
considered sufficient to cater 
for the effects of inflation, but 
specific uplifts can be provided 
if the standard offered is 
insufficient. 
Days of grace is a defined 
period after the renewal date 
which the insured must pay the 
premium to renew the policy. 
Insurance usually continues 
during the period unless it can 
be evidenced that there was not 
an intention to renew. Marine 
insurance usually will not have 
any days of grace.  
Deductible is the amount the 
insured is responsible for in the 
event of a loss or claim. Often 
referred to as excess or self-
insured retention limit. 
Defendant is the party whom a 
civil claim is brought against.
Delegated authority (DA) in 
relation to in-house handling 
refers to delegating authority to 
make decisions to those caring 
for looked after children who do 
not hold parental responsibility 
for them.
Disclosure refers to the stage of 
the litigation process when each 
party is required to disclose the 
documents that are relevant to 
the issues in dispute to the other 
party. It normally takes place 
after each party has set out 
its position in their statement. 
It is also used to describe the 
process whereby the insured 
disclosed all material information 
to the insurer when seeking 
insurance or renewing a policy.

Endorsement is a written 
amendment that can add, delete, 
or modify the original policy 
documents. These are the only 
aspects of the contract that can 
override terms and conditions 
(T&Cs) contained within the 
policy wording so they may 
include reversing exclusions, 
incorporating new conditions or 
writing in additional elements of 
cover or items.
Exceptions see Exclusions.
Excess and self-insured 
retention (SIR) is the amount 
specified in an insurance policy 
that the insured must pay before 
the insurer pays. 
Exclusions take coverage away 
from the insuring agreement.
Excess layer cover is whereby 
an insurance policy is built up 
in layers to meet a set limit of 
indemnity. The lowest cover is 
known as the primary layer and 
cover above this is referred to 
as excess layer. For example an 
insured may have £30 million 
public liability insurance but 
then requires £50 million, buying 
excess layer insurance of £20 
million over £30 million will 
result in total cover worth £50 
million.
Ex-gratia often refers to a 
payment made even though 
there is no liability to do so.
Expert is a person who has 
special skills or knowledge in 
some particular field.
Franchise a method of 
imposing a policy excess, where 
the insured is responsible to 
self-insure losses up to an 
agreed amount. Where losses 
exceed this amount, any valid 
claim will be paid for the full 
amount of the loss.
Human Rights Act 1998 means 
that you can defend your rights 
in UK courts and that public 

organisations (including the 
Government, the police and local 
councils) must treat everyone 
equally, with fairness, dignity and 
respect.
Inception is the 
commencement of the 
insurance arrangement.
Incurred but not reported 
(IBNR) is an estimate of the 
liability for claim-generating 
events that have taken place but 
have not yet been reported to 
the insurer or self-insurer. 
Incurred but not enough 
reported (IBNER) for a loss that 
has occurred and been reported, 
IBNER is the development on 
that known loss.
In-house handling (IHH) is 
when an organisation deals with 
its own claims in-house.
Indemnity is protection or 
security against damage or loss. 
It is also used to refer to the 
financial compensation sufficient 
to place the insured in the same 
financial position after a loss as 
they enjoyed immediately before 
the loss.
Indemnity period is a term 
used to describe the time, 
starting with the date the loss 
occurred and ending no later 
than the period insured (for 
example, 36 months). Usually 
used in business interruption 
cover and insured costs will only 
be paid within this period, for 
example temporary building hire 
costs.
Information commissioner 
is a title given to a government 
regulator in the fields of 
freedom of information and 
the protection of personal data 
in the widest sense. The office 
often functions as a specialist 
ombudsman service.
Inquest is a legal or judicial 
inquiry.

Insurable interest is the legal 
right to insure arising out of a 
financial relationship recognised 
at law between the party 
effecting the insurance and the 
subject matter of the insurance.
Insurable risk relates to a risk 
that meets the ideal criteria for 
efficient insurance. The concept 
of insurable risk underlies all 
insurance decisions.
Insurance policy is a contract 
(generally a standard form 
contract) between the insurer 
and the insured, known as the 
policyholder, which determines 
the claims which the insurer 
is legally required to pay. In 
exchange for an initial payment, 
known as the premium, the 
insurer promises to pay for loss 
caused by perils covered under 
the policy language.
Insured peril is a cause of 
loss or specific risk covered 
under an insurance policy. Any 
loss suffered as a result of the 
insured peril will be met by 
insurers, subject to policy terms 
and conditions.  
Judicial review is a type of 
court proceeding in which a 
judge reviews the lawfulness of 
a decision or action made by a 
public body.
Letter of claim is a formal 
letter which notifies the person 
you believe at fault for your 
accident that you hold them 
responsible for your losses 
(pain and suffering for physical 
injuries, psychological injuries 
and financial losses) and you 
intend to make a claim for 
compensation from them.
Levy is the amount of money, 
such as a tax, that you have 
to pay to a government or 
organisation. Used within this 
guide it relates to the amount 
of money needed to be repaid 
to Municipal Mutual Insurance 

(MMI) under the scheme of 
arrangement.
Limit of indemnity is the 
maximum amount the insurer 
will pay in respect of any one 
claim first made against the 
insured and notified to the 
insurer during the policy period.
Long tail claim is a type of 
insurance where claims may 
be made many years after the 
period of the insurance has 
expired. Liability insurance is an 
example of long tail business.
Long term agreement (LTA) 
is an agreement where in return 
for the insured agreeing to 
continue an insurance for a fixed 
number of years, they receive a 
beneficial premium rate, usually 
by way of an LTA discount. 
The insurer usually retains the 
right to vary the terms of the 
insurance during the agreed 
term but if this right is exercised, 
the insured may withdraw from 
the agreement without forfeiture 
of premium discounts already 
received. While the agreement 
may run for a number of years, 
policies will be renewable on an 
annual basis.
Loss adjuster is a claims 
professional appointed by 
your insurer to confirm the 
circumstances of your claim 
and the extent of any damage 
caused, and to make sure the 
claim is covered by your policy. 
The loss adjuster will tell your 
insurer the amount that should 
be paid out for your claim.
Loss assessor is an 
independent person, appointed 
and paid for by the policyholder, 
who evaluates and negotiates 
claims on behalf of the 
policyholder. On occasion this 
service may be provided by a 
broker
Managing general agent 
(MGA) is a specialised type of 
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insurance agent/broker that, 
unlike traditional agents/brokers, 
is vested with underwriting 
authority from an insurer.  
Accordingly, MGAs perform 
certain functions ordinarily 
handled only by insurers, 
such as binding coverage, 
underwriting and pricing.
Motor engineer is a motor 
vehicle industry professional 
who can be called upon 
to inspect a vehicle that is 
damaged. This may be via 
a physical inspection or 
increasingly via the use of 
technology that allows remote 
viewing of repairs and audit of 
repairs where appropriate.
Municipal Mutual Insurance 
(MMI) was a council owned 
mutual insurance company 
formed in 1902. At its peak it was 
the ninth largest insurer in the 
UK. In October 1992 MMI ceased 
to write new business or invite 
renewal for existing policies, 
effectively closing its book for 
business. This released each 
policyholder from cover over a 
rolling 12 month programme 
as each policy came due for 
renewal. We can take the view 
that as of October 1992 MMI 
attempted to manage its run off 
claims programme positively and 
paid claims in full, both known at 
the time and IBNR claims as they 
appeared. It was felt by many 
commentators that it would be 
a positive run off, which meant 
MMI would not need to trigger 
a scheme of arrangement. 
This position remained until 
13 November 2012 when, due 
to growing claims costs, the 
scheme of arrangement was 
triggered.
Non-delegable duty of care is 
a duty to ensure that reasonable 
care is taken by others in the 
performance of their duty of 
care.

Non-ranking excess is the 
amount of a loss that is self-
retained by the insured and 
does not count towards the 
aggregate stop loss.
Operative clause is the section 
of an insurance policy which sets 
out what the policy will cover, 
who is insured under the policy 
and on what basis.
Policy limit is the specific 
monitory levels of cover chosen 
against the insuring clause for 
that class of risk selected from 
the policy document. See also 
Sum insured.
Pre-qualification 
questionnaire (PQQ) is a 
document used to help a 
purchaser shortlist suppliers 
to invite to tender where a 
certain level of technical ability is 
required and forms part of the 
restricted tendering process; it 
enables purchasers to assess 
the organisation’s commercial, 
technical and financial 
competencies.
Proximate cause is the active, 
efficient cause that sets in 
motion a train of events which 
brings about a result, without 
the intervention of any force 
started and working actively 
from a new and independent 
source.
Public liability policy is 
designed to protect your business 
if a member of the public is 
injured or if their property is 
damaged, either while at your 
business premises or while you 
are in their home/workplace.
Quantum is a required or 
allowed amount of money legally 
payable in damages.
Redaction is the act or process 
of preparing a document 
for publication, especially by 
deleting private or sensitive 
information.

Reforms are changes and 
improvements, especially in the 
social or political sphere.
Reinsurance is where the 
original insurer purchases 
insurance from one or more 
other insurers to manage and 
spread the risk.
Renewal is a term used for 
the continuance of insurance 
from the expiry of the existing 
insurance policy. 
Retention period information 
identifies the duration of time 
for which the information should 
be maintained, irrespective of 
format (paper, electronic, or 
other).
Retro date is used in claims 
made insurance policies. The 
policy covers any claim alleging 
facts occurring after this date.
Schedule is a document that 
contains details of the insurance 
policy including name of the 
insured, policy type, insured 
perils, sums insured, and 
deductibles. 
Scheme of arrangement is a 
mechanism set up by Municipal 
Mutual Insurance (MMI) to 
allow full payment of scheme 
creditor’s claims to maintain an 
orderly run off of the company’s 
liabilities. If the company cannot 
meet its liabilities in full, the 
scheme would be triggered 
and a levy imposed to repay a 
percentage of previous claim 
payments to continue to meet 
outstanding and future liabilities.
Self-insurance relates to the 
managing of risks, either in full or 
to a specified limit, internally and 
not through buying commercial 
insurance. An organisation 
would usually set aside a ‘fund’ 
to meet such losses. 
Settlement usually refers to the 
payment made by the insured to 
clear an outstanding claim.

Sexual exploitation is a form 
of child abuse. It occurs where 
anyone under the age of 18 is 
persuaded, coerced or forced 
into sexual activity in exchange 
for, among other things, money, 
drugs, alcohol, gifts, affection or 
status.
Special measures is a status 
applied by regulators of public 
services in Britain to providers 
who fall short of acceptable 
standards.
Stay (legal stay) is a stay of 
proceedings and is a ruling by 
the court in civil and criminal 
procedures, halting further legal 
process in a trial. The court can 
subsequently lift the stay and 
resume proceedings. However, 
a stay is sometimes used as a 
device to postpone proceedings 
indefinitely.
Statutory duty is when local 
authorities are bound by statute. 
Their functions are set out in 
numerous acts of Parliament. 
Many of these functions have 
associated legal duties, known 
as statutory duties. These duties 
form a basis of what a local 
authority must provide as a 
mandatory service, what they are 
permitted to do and the services 
they may provide, as well as 
discretionary services where 
they can incur expenditure to 
bring benefit within their area.
Statutory guidance sets 
out what schools and local 
authorities must do to comply 
with the law. You should follow 
the guidance unless you have a 
very good reason not to.
Subject access request is a 
written, signed request from an 
individual to see information 
held on them. The Data 
Controller must provide all such 
information in a readable form 
within 40 days of receipt of the 
request and may charge a small 

fee (up to £10).
Subrogation is the right of an 
insurer to take over the rights 
of the insured to recover any 
payments from responsible 
parties.
Sum insured is the fixed 
financial threshold agreed on a 
policy which reflects the value of 
the insurable interest. It is used:

• As a policy limit of liability
• For premium calculations
• In the application of average.

Terms and conditions (T&Cs)
are provisions inserted in the 
policy that qualify or place 
limitations on the insurer’s 
promise to pay or perform. If 
the policy conditions are not 
met, the insurer can deny the 
claim. Common conditions in 
a policy include the need to 
notify insurers of losses within 
a specified period of time, 
requirement to file a proof 
of loss with the company, to 
protect property after a loss, 
and to cooperate during the 
company’s investigation or 
defence of a liability claim.
Total cost of risk is the 
term used to refer to not just 
premiums, insurance claims 
and self-retained excesses, but 
to the total cost in terms of lost 
production, administration, 
times expended, medical care, 
social cost etc.
Undertaking is a promise or 
agreement to do something.
Underwriter is the term used 
for those who evaluate risks and 
potential exposures within an 
insurance company. In doing 
so they evaluate the cover to 
be offered and the premium 
required to accept the risk.
Utmost good faith is a 
common law duty to disclose 
accurately and fully, all facts

that may be material to the 
risk proposed being insured, 
whether requested or not.
Warranties is a term in an 
insurance contract which must 
be exactly and literally complied 
with by the insured. Breach of 
a warranty will discharge the 
insurer from liability under the 
policy automatically – no action 
by the insurer is required for the 
insured to become 'off-risk'.
Whistle blowing policy is 
officially defined as ‘making a 
disclosure that is in the public 
interest’. It will usually occur 
when an employee discloses to 
a public body, usually the police 
or a regulatory commission that 
their employer is partaking in 
unlawful practices.
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