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Thank you for the opportunity to write to your Committee in advance of its meeting to 
consider building regulations and fire safety, and “zero valuation” homes.  We 
understand that the Committee is concerned about domestic high-rise properties 
being valued at £0 when obtaining a valuation survey due to concerns over those with 
combustible material on the outside of the building. 
 
Combustible cladding and the role of insurance 
 
It is important to note that properties are not being valued at £0 due to not being able 
to access buildings or contents insurance.  ABI members have confirmed that they 
continue to insure high-rise buildings which may require remediation, but will work with 
the building owner to ensure that appropriate additional fire safety measures, such as 
24-hour surveillance, are in place. 
 
Neither buildings insurance or contents insurance is a factor in the zero valuation of 
homes. Buildings insurance provides cover for damage to the building caused by a 
named peril, which also includes the possibility of rebuilding the property in its entirety 
if required.    Buildings insurance is therefore based on the rebuild value of the 
property, not the retail or market value of a property when it is bought or sold, and that 
retail price can be determined by the level of demand and other market forces. Those 
factors do not influence the rebuild value of a property and the rebuild valuation for 
insurance purposes is not a factor in mortgage or other borrowing valuations. Buildings 
insurance is not a mandatory requirement, but most mortgage companies do require 
buildings insurance to be in place when lending.  Contents insurance covers the value 
of items within the home and so is not related to the valuation of the property for rebuild 
or sale purposes. We have seen no evidence of changes in either buildings or contents 
insurance driven by issues involving combustible cladding or zero valuations. 
 
It is also worth being aware that buildings insurance only covers damage occurring 
from a named peril (such as flood, fire, escape of water etc) and not kick in when there 
is a latent defect in the building, such as inappropriate cladding.  It may be the case 
that in some cases a building may have a building warranty, which is provided, usually 
by the developer, to confirm that the building has been constructed in line with the 
warranty provider’s standards, and would often cover structural defects to walls, roofs 
and foundations.  A warranty for residential buildings will typically last for ten years 
following the buildings completion.  However, not many of the high-rise buildings which 
require remediation will be covered by a warranty, and therefore governments are 
working with the building industry to understand who can pay for the cladding 
remediation on private high-rise residential buildings. 
 
 
 
 



 

 

Professional Indemnity Insurance 
 
You have also asked about the role of Professional Indemnity (PI) insurance which is 
a commercial insurance policy designed to protect a business from negligence for the 
professional service provided, and often covers defence costs and some legal costs. 
PI insurance is not mandatory, but some professional bodies or regulators demand 
that their members or the businesses they regulate hold PI insurance. This applies to 
a range of professions including solicitors, chartered surveyors, architects, 
accountants, financial advisers and some healthcare professionals. 
 
Construction PI insurance (or Design and Construction PI Insurance) covers 
contractors and subcontracted specialists for claims related to the proven negligence 
of their professional services, including the cost of legal and defence costs.  However, 
it does not tend to cover other elements such as poor workmanship, nor provide cover 
on all types of legal liabilities, as is sometimes the case for other types of PI Insurance.  
Policies are usually written on a ‘claims made’ annual basis, where it is the policy in 
force when a claim of negligence is first intimated that responds, usually irrespective 
of when the work was undertaken. Claims can arise many years after projects have 
been completed and given the legal complexities involved with determining 
accountability and responsibility across a number of parties, can take a long time to 
be fully resolved.  This is one of the reasons that PI insurers have concerns about their 
exposure from the negligent acts of past customers and why, rightly, they require 
greater confidence in the actions of their future clients. 
 
The ABI is aware of a hardening of the PI insurance market in recent years in terms 
of the availability of PI cover and the price of that cover. We have continually 
emphasised the importance of meaningful change to building regulations to provide 
greater confidence to the insurance market and to consumers.  Building regulations 
upon which PI Insurers had previously relied, but which ultimately were proven to be 
flawed, are in need of fundamental reform.  
 
It is disappointing that nearly three years since the tragedy at Grenfell Tower, there 
has been little significant progress on the reform of buildings regulation across the UK. 
This means that insurers still have no clarity over governments respective 
interpretations of the current building regulations across the four UK jurisdictions, or 
changes that will be made in the future.  Insurers are forced to operate amongst 
considerable uncertainty over what specific changes will be made and how effective 
they will be.    
 
An example of this is in the Ministry of Communities, Housing and Local Government 
Advice Note 14, ‘Advice on external wall systems that do not incorporate Aluminium 
Composite Material’ where the MHCLG appears to have retrospectively changed the 
requirements relating to external wall systems and the spread of fire.  This in turn has 
resulted in mortgage companies and others requiring building owners to confirm their 
building is compliant with the advice note. Those who are unable to give such 
confirmation may then struggle to obtain mortgages and insurance. It is extremely 
difficult for PI Insurers to make any informed assessment of their own risk exposure, 
as they are required to do by the insurance industry’s own regulatory framework under 
the Prudential Regulation Authority, when the goalposts are regularly being moved.  



 

 

We appreciate that fundamental change does take time, but we are keen to see the 
pace significantly increase to give greater certainty for all involved.   
 
It is for individual insurers to make commercial decisions in a competitive market about 
their own risk appetite.  PI insurers of the construction sector will take some common 
factors into account.  These include (but are not limited to) previous claims, record-
keeping, good knowledge of the materials used in construction, internal procedures 
and protocols, risk management process for current and future projects, type of 
professional activity carried out, type of project, size and complexity of project. 
 
Below is a short overview briefing which sets out some of the concerns around the PI 
Market. 
 
It is important to note that the insurance industry is still providing buildings and 
contents insurance for those homeowners who purchased homes in good faith only to 
find that the building does not meet the required standards, and, where there are PI 
Insurance claims arising from negligence these will continue to be progressed in line 
with insurers’ contractual responsibilities. 
 
The ABI continues to liaise with the Scottish Government’s Building Standards 
department on its review of building standards and fire safety for the Ministerial 
Working Group on Building and Fire Safety. We welcomed the changes to fire safety 
standards announced by the Scottish Government in November last year but remain 
concerned that the Scottish Government continues to consider BS8414 as an 
acceptable test for combustible materials on high-rise and high-risk buildings. 
 
I hope this information is useful to the Committee in considering the issue of zero 
valuations. If the ABI can be of any further assistance then please let me know. 
 
 
 
 
 
 
 
 
 
  



 

 

  
Professional Indemnity Insurance in relation to building construction – Overview 
 

• Many professional indemnity insurers in the construction sector are asking 
more questions to prospective clients relating to potential exposures (for both 
high-rise and high-risk properties in particular).  There is a level of uncertainty 
on insuring the construction industry, who are currently operating in a regulatory 
environment that has been classed by Dame Judith Hackitt as not fit for 
purpose, and a general view that there is a lack of competence around all those 
involved in fire safety of a building. 

• The construction industry as a whole has a long history of a range of major 
claims, meaning it is a sector that often presents unattractive risks to PI 
insurers.  These market issues existed before the Grenfell Tower fire or the 
insolvency of Carillion.  With long and varied supply chains in the sector, the 
issues can be complex, particularly when it comes to negligence and potential 
liability. 

• In addition to this the Lloyds market has become less active in the UK PII 
market.  In October 2018 Lloyds announced they were taking a tougher stance 
on loss-making syndicates (Decile 10 review), meaning the market has 
reduced, syndicates have been asked to hold more capital against risk than in 
past years. 

• Competition and capacity still exist in the Professional Indemnity Insurance 
market and reinsurance is available, however, the market will generally reflect 
any changes in risk and the potential for significant PI claims in the sector in a 
post-Grenfell environment is clear.  Claims may result from installation of 
cladding not in accordance with specification, an untested combination of 
materials used, or inadequate supervision of the installation process.  It may be 
many years before the full consequences of these liabilities are known. 

• How insurers respond to each potential claim is a commercial decision for those 
insurers to make and will depend on specifics of the insurer/insured contract.  
Responses could range from an insurer refusing to renew a PI policy in the 
event of significant or perceived significant exposure to no reaction where there 
is little or no exposure.  Other options include imposing higher excesses to 
cladding-related claims, restrictions on cover, cladding related or fire safety 
related exclusions. 

• Insurers will likely be doing more diligent risk assessments and so insureds may 
well be seeing an increased number of questions at point of sale or renewal.  
This greater level of scrutiny is most likely to relate to cladding and fire safety 
and may be a result of underwriters needing greater management sign-off 
internally for certain risks (which can also take longer).   

• As with any risks, insurers will be more attracted to good businesses who they 
can establish a long-term relationship with.  Firms in the construction sector 
with accurate record-keeping, good knowledge of the materials they use, robust 
internal procedures and protocols and a risk management process for current 
and future projects will be more attractive to PI insurers.   

• The ABI will continue to monitor this situation and will alert MHCLG to any 
widespread or systemic issues we are made aware of. When we met with 
MHCLG officials to explain the above, they agreed not to react to the complaints 



 

 

of individual firms of premium increases given these could result from a wide 
range of factors. 

• The ABI has emphasised the importance of meaningful change through the 
review of building regulations to provide greater confidence to the market.  
Regulations on which PI insurers had previously relied upon, but which 
ultimately had proven to be flawed, are in need of fundamental reform. 


