
 

The Insurance Act – what businesses 

need to know 

The Insurance Act, a piece of legislation designed to 

modernise and support the growth of Britain’s 

insurance industry, received Royal Assent on 12th 

February 2015 and comes into force on 12th August 

2016. 

What the Reforms Mean for Businesses 

The aim of the Act is to remove rules which no longer 

reflect good commercial practice and achieve a fair 

and balanced regime between insurers and insureds.  

The Act contains three main areas of reform: 

disclosure and misrepresentation in business and 

other non-consumer insurance contracts, warranties, 

and remedies for fraudulent claims. 

The three main reforms should benefit both the 

insurance industry and businesses throughout the 

United Kingdom.  The government estimates 

businesses will benefit by about £100 million over the 

next ten years through lower litigation and 

transaction costs.  

1. Disclosure and Misrepresentation in Business 

Insurance Contracts 

 

Under current law you are required to disclose all 

material facts relating to the risk, which is anything 

that may influence an insurer in deciding whether to 

accept the risk and at what price.  Under the new Act, 

a new “duty of fair presentation” applies and whilst 

there is still a requirement to disclose all information 

which a business knows or ought to know, in the 

absence of full disclosure the duty is still met if the 

insurer is provided with sufficient information that 

puts them on notice that it needs to make further 

enquiries.  This puts the insured and insurer in a more 

balanced position. 

 

You must ensure that any information you provide 

is correct to the best of your knowledge and 

subject to you having conducted a reasonable 

search.  This could require you to obtain or verify 

information with a number of sources who may 

hold or have access to important information 

about your business or the insurance risk.  

Information should also be presented in a clear 

and accessible manner, which is intended to avoid 

‘data dumping’ scenarios. 

 

The Act also brings in a fairer proportionate 

approach to the outcome in the event of non-

disclosure or misrepresentation to the insurer.  

Under current rules, failure to disclose a material 

fact can lead to the Insurer avoiding the policy and 

returning the premium.  Under the new Act, as 

long as the breach was not deliberate or reckless, 

the outcome depends on what the insurer would 

have done had they had the full information 

available at the time the policy was taken out: 

 

 If the insurer can prove that it would not 
have written the policy at all, the insurer can 
avoid the policy but must return the 
premiums paid. 

 If the insurer would have accepted the risk 
but on different terms, the contract is to be 
treated as if it included those terms. 

 If the insurer would have entered into the 
contract but charged a higher premium, the 
insurer may reduce proportionately the 
amount to be paid on a claim. 

 
2. Warranties 

 

A warranty is a term in an insurance contract 

which must be strictly complied with.  Under 

current law, if an insured fails to comply with a 

warranty, the insurer is discharged from liability 

form the date of the breach onwards.  Under the 



 

new Act, in the event that the insured breaches a 

warranty, the insurer’s liability is suspended 

rather than discharged.  If the insured can remedy 

the breach before a loss has occurred, their cover 

is reinstated.  Furthermore, after a warranty has 

been breached, an insurer cannot decline 

continued cover if the business owner can provide 

proof that the breach did not increase the risk of 

loss.    

 

The Act also abolishes ‘basis of the contract’ 

clauses, which automatically transform pre-

contractual information supplied to insurers into a 

warranty.  

 

3. Remedying Fraudulent Claims 

 

The new Act clarifies the remedy available to an 

insurer in the event of a fraudulent claim.  If a 

business submits a fraudulent claim, the insurer 

has the option to terminate the contract at the 

time of the fraudulent act and, as such, is not 

responsible to pay the claim. If the insurer had 

distributed any funds to the owner prior to the 

discovery of the fraudulent claim, the insurer 

would be able to recover those payments. 

However, the insurer would remain liable for any 

genuine losses that the business experienced prior 

to the fraudulent claim.   

 

 

 

 

 

 

 

Next Steps for Businesses 

The Act’s reforms will go into effect in August 

2016, extending to every commercial insurance 

policy written in the United Kingdom (with certain 

exceptions).  As your insurance broker you can rest 

assured that we are on hand to help you 

understand your obligations under the Act and to 

guide you through the process of gathering the 

information required to make a fair presentation.  

We will undertake to present this information to 

insurers on your behalf in a way that is clear and 

accessible. 

We will contact you in good time before your next 

renewal to formally start the process.  In the 

meantime if you would like to discuss the 

Insurance Act or any other related insurance 

matters please don’t hesitate to contact us. 

 

 

 

 


