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CERTIFICATES OF INSURANCE 

FINANCIAL PROTECTION YOU NEED 

 

By SeaBright Insurance Loss Control 

 

 
ost managers and lead supervisors should understand the value of Certificates of Insurance, or “Certs” as they 
are commonly called.  These are critical for companies that hire subcontractors. You may have heard stories 

about firms that did not acquire them.  Failure to do so can result in serious financial exposures for your company.  Some 
firms have even been forced into bankruptcy after suffering a loss from an independent contractor who operates without 
insurance coverage.  A Certificate can confirm that the company has appropriate coverage and that the account is in good 
standing. 
 
There is history behind this need.  Under English Common Law, a master was responsible for the torts or injurious acts 
done by his servant.  This precedent carried over into American jurisprudence during colonial times.  It continues to be 
reflected in modern civil law, and the principle has been upheld many times by the U.S. Supreme Court.  
 
As an example of this dilemma:  Consider a general contractor who hires a subcontractor to perform a portion of the 
project’s scope. For whatever reason, the subcontractor did not obtain workers compensation insurance coverage, or 
possibly let the coverage lapse prior to or during the project’s life. Now let’s presume an employee of this “uninsured” 
subcontractor becomes injured on the job. Who will pay the medical bills and time-loss payments for this employee? Not 
the subcontractor, because at the time of the injury they did not have any coverage. The costs of this incident falls to the 
general contractor that contracted the sub. (See note regarding industrial insurance coverage in monopolistic states at the 
end of this article.) 

 

In another example, suppose a third party suffers an injury or had equipment damage as a result of the work the 
subcontractor is doing on a project. If the subcontractor has no insurance policy to cover this general liability exposure, 
who do you think will end up paying the bill?  You’ve got it! The “general contractor.”  This may not be fair, but that's the 
way it is—all because Englishmen at one time owned indentured servants. 
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The Certificate of Insurance can capture coverages such as General Liability, Automotive Liability, Excess Liability, 
Employer’s Liability, Workers Compensation, USL&H coverage, plus any others as they are named on the certificate. 
 
However, there is a way for a business—that’s any business, not just general contractors—to have protection from these 
types of loss.  Before your company allows a contractor of any size to begin work, a Certificate of Insurance must be 
obtained to verify evidence of insurance.  This document attests that the policies listed are in force and lists any special 
conditions of coverage.  These Certs can be obtained with a mere phone call and, believe it or not, they cost nothing.  The 
contractor's insurance agent or broker will usually provide them.   
 
So once you've received the Certificate, is that the end of the matter?  Unfortunately, “No.” There are several things you 
must look into, to assure that you are properly protected.  As with any legal document, you should scrutinize it carefully.  
A sample Certificate of Insurance is provided at the end of this article.  Whenever you receive a certificate study it and 
verify that the following questions are answered:  
 
1.  Who is the Certificate Holder? 

Check the box at the lower left to see that your firm is named as the "Certificate Holder."  A Certificate that was issued to 
someone else gives you no protection.  In the text at the lower right, the carrier makes a promise to attempt notification 
within the designated time-frame in the event the policy is cancelled before the expiration date shown.  But you must ask 
for such notification at the time you request the Certificate itself.  In addition, notification will be given only to the 
“Certificate Holder."  If the subcontractor’s policies are cancelled before expiration, and you are not a "holder," you will 
not receive notification.  In this event, a sub's coverage could lapse, and you wouldn’t find out until after some type of loss 
occurred.  By then it is too late. 
 
Important:  When Certificate Holders are named as “An Additional Insured,” the policy or policies must be endorsed as 
such.  In addition, if “Subrogation is waived,” subject to the terms and conditions of the policy, certain policies may 
require an endorsement added to the policy as well.  Check with your broker or agent to confirm your status in these 
matters.  
 
 
2.  When is the expiration date of the policies? 

Note policy expiration dates.   When you first receive the Certificate of Insurance review the policy expiration dates.  
Establish a suspense system that will remind you to check the status of coverage before expiration and assure that it was 
renewed for another term. Before expiration, the contractor should obtain a new Certificate with your company named as 
a Certificate Holder from his agent. 
 
 
3.  Are the policy limits and the coverages adequate? 

Check the individual coverages and limits on the various policies.  If you are unsure if the amounts listed are adequate, 
contact your broker for his/her advice.  As a rule of thumb, usually you’ll want your contractor's policy limits to equal or 
exceed your own for each type of insurance coverage.  In fact, some firms mandate this by spelling out required limits 
within the contract documents. 
 
If your subcontractor does not have General Liability, Automobile Liability and Workers' Compensation, you need to ask 
some hard questions.  Failure to assure that the necessary coverages are in place could be an expensive omission. 
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4.  Are you a maritime employer? 

If you are a maritime employer who falls under the auspices of the U.S. Longshore and Harborworkers’ Act (USL&H), 
make sure the Certificate of Insurance indicates “USL&H Coverage Included” in the block of the form titled “Workers' 
Compensation and Employer's Liability.”  If it is not there, most likely USL&H coverage has not been endorsed onto the 
subcontractor's policy. If the subcontractor is working in shipyard or other maritime operations this essentially means that 
they have no coverage for the work. USL&H is different than land-based workers compensation.  Make sure it is listed if 
you are a maritime employer or maritime contractor.  This detail can be easily overlooked.  
 
 
5.  Any restrictions or special conditions noted? 

Finally, look in the block titled, “Description of operations/locations/vehicles/exclusions added by endorsement/special 
provisions.”  There may be language here that completely voids some types of coverage, or severely limits it.  Language 
seen in this block might be something like: "Reference Workers' Compensation: USL&H coverage applies only for job 
#90-1654.”  That's bad news if the contract with your sub is for a different maritime job than this.  Liability coverages 
may be limited as well.  For example, included details might say, “Auto liability does not apply to owned 1999 Porsche 
911 Carrera.”  You better hope the contractor's son doesn't run over anyone in your parking lot in “Dad's car,” or you 
might find yourself in a messy, costly lawsuit. 
 
If all of this sounds like a lot of hassle, rest assured it is nothing compared to the cost of an injury that occurs to some 
else’s worker or the hassle of a lawsuit.  To add to your woes, you could also be charged additional audit premium for 
each uninsured subcontractor regardless of whether or not any loss actually occurred.  The amount of workers 
compensation audit premium so developed would depend upon the actual subcontractor payrolls and the classification of 
his employee during the time they were uninsured and on your job.  If you cannot furnish payroll records, the full 
subcontract price of the work performed may be established as the payroll of the subcontractor's employees. Additional 
premium is then charged on that amount.  Ouch! 
 
And this is not the end of it, financially speaking.  Uninsured subcontractor losses are also included in the data used to 
compute the general contractor's Experience Modification Rate for workers' compensation insurance.  This will impact 
future premiums and will have a direct effect on net cost insurance plans such as a retrospective rating or a deductible 
plan.  Ouch again! 
 
In view of the potential liabilities that arise from the use of uninsured subcontractors, this is an area of serious concern.  
Everyone on the management team should be aware of this financial hazard.  With proper Certificates of Insurance, your 
company doesn’t take on the risk; it remains where it belongs—with your independent contractor.  Certificates can save 
you a bundle.  Failure to acquire them and monitor them is a high stakes gamble no firm can afford to take! 

 
NOTE: 

• If your firm does business in many states, you may find different workers compensation coverage 
provisions, such as when a subcontractor’s employee is injured under Monopolistic State Fund 
insurance.  If the sub has no industrial insurance policy with the State, the injured employee will 
usually receive medical and time loss benefits, but the employer will be charged for the direct costs of 
the claim plus back premiums. 

• Sometimes there is discrepancy about whether an injured person is a subcontractor, an independent 
contractor or an employee of the general.  If documentation of the independent contractor status 
hasn’t been produced, the claim costs could be charged back to the general contractor who may be 
defined as the employer.  For industrial insurance protection, a general contractor should acquire a 
copy of the independent contractor’s license, or request a subcontractor’s Certificate of Insurance 
from the State insurance provider. 
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