Liberty Technical Update 5 - Novated Contracts
Novated Contracts And Their Insurance Implications

What are “novated contracts” and when do they take place?
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These issues will be discussed in this Technical Update.
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When are Contracts Novated?

projects or property developers would have appointed design

There are many instances in which contracts are novated. The novation
process may be used for instance, in car leasing arrangements, in
mortgages or as a financial option to transfer risks in and out of
insurance captives.
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In the case of large infrastructure projects, a principal is likely to
engage design consultants early on in the project to prepare,
design or detail the project requirements prior to the engagement
of a contractor to carry out the works.
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All the rights and obligations

under the first contract are novated to the new D&C contract.

The “traditional” method of procurement for a construction project is one
whereby the contractor is responsible only for the construction works.

“A contract that is transferred by the novation process transfers all
rights and obligations from the original party to the new party”
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contracts. In our new Australian Construction PI policies we offer
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that risk profile in the subsequent contract created by the novation.
Conversely, the new contract may also impose obligations and
liabilities on the new contracting parties that would not otherwise
For example,

in the case of novated business contracts, whilst there may be
indemnities in place to protect the purchaser, the indemnity may
not be sufficiently exhaustive or it may be limited. Similarly, for
contractors, they may bear the risk of design defects when they
accept the design works carried out by design consultants that they
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to warrant that they can comply with their obligations under the
D&C contract without the need to change the existing design.
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