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Subcontractor Management “Best Practices”
Risk Management Techniques for Professionals
As a business owner, there are many things you do to manage risk.  Hiring the best employees available and maintaining a safe work environment are paramount.  Purchasing insurance protection is another method of protecting your business.  

It is also important that you manage your subcontractors.  

A.  Obtain certificates of insurance from all subcontractors.

In addition to choosing competent subcontractors (one of your legal responsibilities) Harleysville requires that you obtain certificates of insurance from all subcontractors prior to the beginning of any work for you.  The certificate of insurance provides evidence that the subcontractor is maintaining his/her own insurance.

The certificate of insurance should establish that your subcontractor has valid general liability and workers’ compensation insurance in force at the time of the job.  
The subcontractor’s general liability limits should be equal to or greater than your own general liability limits.  At a minimum, their limits should be at least $500,000 to avoid being considered an “inadequately insured subcontractor” for premium determination purposes.  
The higher the limits, the more protection for you.  It is also important that your subcontractor carry workers’ compensation coverage.  If this important coverage is not carried, the subcontractor’s payroll may be added to your payroll as if he/she were your employee.  You may be responsible for his/her injuries. 
Either way, your costs increase substantially. 



B.  Request additional insured status on your subs general liability policy.

In addition to obtaining a certificate of insurance here’s the next step you must take…

· Request to be named as an “additional insured” on your subcontractor’s general liability policy. 

· Request written confirmation that your subcontractor has named you as an additional insured on their general liability policy before the subcontractor is allowed to begin the work.
C.  Set clear expectations by using written contracts.  Include hold harmless & indemnity agreements.
As any contractor knows, deals can go bad and accidents happen.  Depending on oral agreements can lead to time consuming and expensive legal battles.  To avoid miscommunication with your subs you should adopt the use of written contracts and job specifications as a standard business practice.  Written contracts need not be long and complicated to be effective.    Your attorney can develop standard wording to create clear expectations between you and your subcontractor.
Within the written contract you must require your subcontractor to “hold you harmless.”  This is an agreement stating that your subcontractor will be responsible and pay on your behalf for any bodily injury, property damage or other economic loss resulting from the subcontractor’s negligence.  Similarly, an “indemnity agreement” states that your subcontractor will reimburse you in the event of an accident or loss.  You may wish to visit www.AIA.org for advisory contracts. Review all contracts with a competent attorney.

WARNING (New York insureds):  In an attempt to save premium dollars, some subcontractors are purchasing insurance from non-standard insurance carriers.  While some of these carriers provide reasonable levels of coverage, some are excluding primary liability exposures even if such liability was assumed by the subcontractor in its contract with you (such as employee injuries or other injuries governed by NY Labor Law) which can result in your subcontractor being virtually uninsured for its contractual hold harmless obligations to you for certain types of losses.  This can result in a major increase in your liability exposure and problems with your insurability!  Please consult with your agent or broker to make sure that your subcontractors are properly covered by standard insurance contracts!  

Remember to report all claims as soon as possible!   

Just contact our claims hotline at 800.892.8877
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