
ENVIRONMENTAL EXPOSURES

DRYWALL CONTRACTORS Liabilities associated with environmental exposures

can devastate your business. Environmental claims are costly and time-consuming. They

can range from business interruption to bodily injury, property damage and cleanup

expenses. Because pollution losses are low-frequency, high-severity events, your bottom

line may be severely compromised if you do not have adequate protection. 

Protect your business by understanding your environmental exposures and how the 

XL Insurance companies can help you effectively manage your risk and protect your 

bottom line.

COMMON ENVIRONMENTAL

EXPOSURES FOR DRYWALL

CONTRACTORS

Through operations, drywall contractors face a num-

ber of environmental exposures that could impact a

profitable business:

OPERATIONAL EXPOSURES

– Inadvertent disturbance of pre-existing

contamination, such as asbestos-containing

materials, lead-based paint, mercury and/or mold

– Dust resulting from cutting and sanding activities

especially in environments with sensitive

populations including schools and hospitals

– Water/mold damage due to installation before

completion of building envelope

– Mold resulting from closing up wall cavities with

moisture present

– Installation of wet materials due to inappropriate

material storage practices or elevated moisture

levels of delivered materials

– Water/mold damage resulting from punctured

piping

– Improper disposal of waste materials

– Spills from equipment brought on-site

This list is intended only to outline some typical environmen-
tal exposures common to drywall contractors and is not all-
encompassing.

CLAIM SCENARIOS INVOLVING 

DRYWALL CONTRACTORS

The following examples demonstrate some of the

many ways in which drywall contractors can incur

environmental liabilities.

Multi-Million Dollar Settlement 

On School Mold Claim

A plaster subcontractor was assigned almost equal

liability with the General Contractor in a settlement of

a California school project claim in 2002. Initially, the

contractor filed an acceleration claim against the

school district that awarded them $1 million; how-

ever, the school district filed a counter claim alleging

defective work resulting in water intrusion. In prepa-

ration for the construction defect claim, mold was

identified in the walls of the school, which resulted in

the school being closed for a week for evaluation.

After the school district filed an amended complaint,

the acceleration claim award was overturned and

the plaster subcontractor and the general contractor

were assigned $2.2 million and $2.3 million of liabil-

ity respectively, with other contractors, including the

window and sheet metal contractors contributing

over $1 million each. This settlement was reached

with no bodily injury claims by students.



Contractor’s Mold Management Knowledge 

Is A Competitive Edge

An interior renovation firm won a HUD contract to

renovate 56 townhouses/row homes that had been

vacant for more than three years. While removing

damaged drywall, a tremendous amount of mold

growth was discovered due to leaks in the roof,

bathrooms, and kitchen. The contractor, who was

very knowledgeable about mold exposures, proper

mold management techniques and remediation, did

not exacerbate any conditions and was able to rene-

gotiate the contract that resulted in an increase in

contract value. Failure to be proactive could have

resulted not only in the loss of additional fees but

also a significant claim for the cost of exacerbating

the condition.  

Completion Of High School

Project Delayed Another Year

To achieve the completion date on

a school project, the general con-

tractor accelerated its schedule

and the drywall contractor agreed

to start drywall installation before

the building envelope was com-

pleted. Rain damaged the majority

of the installed drywall as well as

the materials stored on site. This

resulted in $2 million in repair and

associated delay costs. Although these costs were

borne by the general contractor, they have initiated

subrogation claims against the drywall subcontrac-

tor. 

Hospital Investigates Deaths 

Caused By Construction Dust

A Denver hospital is investigating the infection by a

common mold of at least two patients, one of whom

eventually died. Experts believe the exposure

occurred during their heart surgeries in an operating

room adjacent to a construction area. Although it

appears that all proper precautions were imple-

mented, dust is a very effective transporter of air-

borne bacteria. The highly litigious potential for this

type of claim indicates the high risk nature of hospi-

tal and healthcare projects, thus increasing the liabil-

ity of not only the project’s general contractor but

also any contractor who generates dust during their

work. The contractor continues to prepare for future

litigation and has placed their subcontractors on

notice of the claim.  

Contractor Needs To Manage Project 

For Potential Future Claims

The principal of a school, where a new construction

project was in progress, was driving by the project

site and observed dry wall stored outside in a pud-

dle on the site. Photographs were taken of the stor-

age practice and the client contacted the general

contractor, notifying them that they would be held

liable for any future mold claims on the project.  

Lead Dust Contaminates Building

During renovation work, lead-based paint was iden-

tified while removing old walls. Although the contrac-

tor erected containment to isolate the work areas,

the HVAC system was not sealed and disconnected

prior to discovering the lead-based paint. The dis-

persal of the lead-laden dust through the HVAC sys-

tem clogged the heating coils. The contractor was

required to replace the HVAC as well as pay for busi-

ness interruption claims totaling $150,000.

Settlement Reached In 

Elementary School Mold Case

The contractor agreed to pay a $650,000 settlement

in a lawsuit involving a new elementary school that

had to be closed, gutted, cleaned and reconstructed

to remove mold that had grown throughout the

building. It was determined that damp interior walls



and other moisture problems had not been cor-

rected during construction. This settlement followed

an earlier settlement in which the contractor forgave

$484,000 in construction costs to the school dis-

trict. Contributions from subcontractors on the proj-

ect were not released.  

The examples above are intended to illustrate the wide variety
of environmental exposures faced by utility contractors and
the many ways in which those exposures can arise. Insurance
coverage in any particular case will depend upon the type of
policy in effect, the terms, conditions and exclusions in any
such policy and the facts of each unique situation. No repre-
sentation is made that any specific insurance coverage would
apply in the above examples. Please refer to the individual
policy forms for specific coverage details.

ABOUT XL INSURANCE

The environmental unit of the XL Insurance compa-

nies focuses on the construction and environmental

services industries, providing our clients with inte-

grated environmental risk management® solutions.

With unparalleled technical expertise and knowl-

edge, the XL Insurance companies provide clients

with integrated underwriting, loss control and claims

management services.

The XL Insurance companies are global providers of

intelligent risk solutions for leading industrial and

commercial enterprises. We offer a broad portfolio of

insurance products and related services including

property, casualty, professional and specialty cover-

ages. XL Insurance is recognized as having highly

experienced risk professionals and is known for its

financial strength and intelligent risk solutions —

delivered with integrity. XL Capital Ltd, through its

operating subsidiaries, is a leading provider of global

insurance and reinsurance coverages to industrial,

commercial and professional service firms, insur-

ance companies and other enterprises on a world-

wide basis. Additional information is available at

www.xlcapital.com or www.xlinsurance.com.

FOR MORE INFORMATION

For more information about Construction and

Environmental Services, contact:

XL Insurance

505 Eagleview Boulevard

Suite 100

Exton, PA 19341-0636

Phone: +1 800-327-1414

Fax: +1 610-458-8667

www.xlinsurance.com/environmental

The information contained herein is intended for information-
al purposes only and does not constitute legal advice. For
legal advice, seek the services of a competent attorney. Any
descriptions of insurance provisions are general overviews
only. 

"XL Insurance" is the global brand used by XL Group plc’s
(NYSE: XL) insurance companies. Coverages underwritten by
Greenwich Insurance Company, Indian Harbor Insurance
Company, XL Insurance America, Inc., XL Specialty Insurance
Company and XL Insurance Company Limited—Canadian
Branch. Coverages not available in all jurisdictions. 

Accurate as of September, 2008.
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