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AIG Programs - Underwriting Bulletin

99 High Street, 25th Floor
Boston, MA 02110
May 1, 2015


Please note that this Bulletin may provide an update or additional guidance to direction previously provided to you via your Underwriting Guidelines or Program Underwriting Authority document.  This Bulletin supersedes any such previous direction as of the effective date specified below and will be incorporated into your Underwriting Guidelines or Underwriting Authority document, if applicable, as future updates are issued.  If you have any questions or require clarification regarding this Bulletin, please contact your Program Manager.

Title:
 Illinois Residential Property Condominium Insurance Requirements - Update
Effective June 1, 2015, Illinois Senate Bill 3014 which, in part, modifies various provisions relating to property and liability insurance requirements for condominium associations and provides the following requirement:  Property insurance issued or delivered to a condominium association must provide coverage, at the time the insurance is purchased and at each renewal date, in a total amount of not less than the full insurable replacement cost of the insured property, less deductibles, but including coverage sufficient to rebuild the insured property in compliance with building code requirements subsequent to an insured loss, including: Coverage B, demolition costs; and Coverage C, increased cost of construction coverage. The amendments further add that the combined total of Coverage B and Coverage C must be no less than 10% of each insured building value, or $500,000, whichever is less. 
If your Program uses the ISO Commercial Property Coverage Part, then be sure that the terms and conditions offered in ISO endorsement CP 04 05 10 12 meet the minimum requirements stated above.  
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For Programs using a Proprietary Property form:

· If using PropertyOne, increase the building limit by 10% of each building valueup to a maximum of  $500,000.  Include these increased values when rating the property premium, and document your file regarding the amount of value increase for Ordinance or Law;  There is an IL Condominium Association Ordinance or Law endorsement being filed that will delineate these limits, and therefore appropriately document the policy.  We will advise upon approval by the State of IL.
· If using any other approved proprietary forms, increase the Ordinance or Law limit on the Supplemental Declarations to the sum of 10% of each building value or $500,000 whichever is less.  This may be done by endorsement to the policy.  You must rate the increased limit (that amount above the pre-printed limit on the Supplemental Declarations) using ISO rating rules for Ordinance or Law.

Here is a copy of the Senate Bill for your review:

[image: image2.emf]Illinois Senate Bill  3014.pdf


If you have any questions or require additional support please contact your Program Manager.  Thank you.

The information and other material contained herein is proprietary to AIG Programs and intended for internal use only.  Unauthorized disclosure, dissemination, copying or other use of this information and material without the express written permission of AIG Programs is strictly prohibited.
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POLICY NUMBER:

COMMERCIAL PROPERTY

CP 04051012

THIS ENDORSEMENT CHANGES THE POLICY. PLEASE READ IT CAREFULLY.

ORDINANCE OR LAW COVERAGE

This endorsement modifies insurance provided under the following:

BUILDING AND PERSONAL PROPERTY COVERAGE FORM
CONDOMINIUM ASSOCIATION COVERAGE FORM
STANDARD PROPERTY POLICY

SCHEDULE
Coverage B Coverage C Coverage B And C
Building Number/ Limit Limit Combined Limit
Premises Number Coverage A Of Insurance Of Insurance Of Insurance
/ [ ] $ $ $ *
/ [ ] $ $ $ *
/ [ ] $ $ $ *

Information required to complete this Schedule, if not shown above, will be shown in the Declarations.

*Do not enter a Blanket Limit of Insurance if individual Limits of Insurance are selected for Coverages B and C,
or if one of these Coverages is not applicable.
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A. Each Coverage — Coverage A, Coverage B and

Coverage C — is provided under this endorsement
only if that Coverage(s) is chosen by entry in the
above Schedule and then only with respect to the
building identified for that Coverage(s) in the
Schedule.

B. Application Of Coverage(s)

The Coverage(s) provided by this endorsement
applies only if both B.1. and B.2. are satisfied and
are then subject to the qualifications set forth in
B.3.

1. The ordinance or law:

a. Regulates the demolition, construction or
repair of buildings, or establishes zoning or
land use requirements at the described
premises; and

b. Isin force at the time of loss.

But coverage under this endorsement applies only
in response to the minimum requirements of the
ordinance or law. Losses and costs incurred in
complying with recommended actions or
standards that exceed actual requirements are not
covered under this endorsement.

© Insurance Services Office, Inc., 2011

2.a. The building sustains direct physical
damage that is covered under this policy
and as a result of such damage, you are
required to comply with the ordinance or
law; or

b. The building sustains both direct physical
damage that is covered under this policy
and direct physical damage that is not
covered under this policy, and as a result of
the building damage in its entirety, you are
required to comply with the ordinance or
law.

c. But if the building sustains direct physical
damage that is not covered under this
policy, and such damage is the subject of
the ordinance or law, then there is no
coverage under this endorsement even if
the building has also sustained covered
direct physical damage.
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3.
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In the situation described in B.2.b. above, we
will not pay the full amount of loss otherwise
payable under the terms of Coverages A, B,
and/or C of this endorsement. Instead, we will
pay a proportion of such loss, meaning the
proportion that the covered direct physical
damage bears to the total direct physical
damage.

(Section H. of this endorsement provides an
example of this procedure.)

However, if the covered direct physical
damage, alone, would have resulted in a
requirement to comply with the ordinance or
law, then we will pay the full amount of loss
otherwise payable wunder the terms of
Coverages A, B and/or C of this endorsement.

C. We will not pay under Coverage A, B or C of this
endorsement for:

1.

Enforcement of or compliance with any
ordinance or law which requires the demolition,
repair, replacement, reconstruction, remodeling
or remediation of property due to
contamination by "pollutants" or due to the
presence, growth, proliferation, spread or any
activity of "fungus", wet or dry rot or bacteria; or

. The costs associated with the enforcement of

or compliance with any ordinance or law which
requires any insured or others to test for,
monitor, clean up, remove, contain, treat,
detoxify or neutralize, or in any way respond to,

or assess the effects of "pollutants”, "fungus”,
wet or dry rot or bacteria.

D. Coverage
1.

Coverage A — Coverage For Loss To The
Undamaged Portion Of The Building

With respect to the building that has sustained
covered direct physical damage, we will pay
under Coverage A for the loss in value of the
undamaged portion of the building as a
consequence of a requirement to comply with
an ordinance or law that requires demolition of
undamaged parts of the same building.

Coverage A is included within the Limit Of
Insurance shown in the Declarations as
applicable to the covered building. Coverage A
does not increase the Limit of Insurance.

© Insurance Services Office, Inc., 2011

2. Coverage B — Demolition Cost Coverage

With respect to the building that has sustained
covered direct physical damage, we will pay
the cost to demolish and clear the site of
undamaged parts of the same building as a
consequence of a requirement to comply with
an ordinance or law that requires demolition of
such undamaged property.

The Coinsurance Additional Condition does not
apply to Demolition Cost Coverage.

. Coverage C — Increased Cost Of

Construction Coverage

a. With respect to the building that has
sustained covered direct physical damage,
we will pay the increased cost to:

(1) Repair or reconstruct damaged portions
of that building; and/or

(2) Reconstruct or remodel undamaged
portions of that building, whether or not
demolition is required,;

when the increased cost is a consequence
of a requirement to comply with the
minimum standards of the ordinance or law.

However:

(1) This coverage applies only if the
restored or remodeled property is
intended for similar occupancy as the
current property, unless such occupancy
is not permitted by zoning or land use
ordinance or law.

(2) We will not pay for the increased cost of
construction if the building is not
repaired, reconstructed or remodeled.

The Coinsurance Additional Condition does
not apply to Increased Cost of Construction
Coverage.

b. When a building is damaged or destroyed
and Coverage C applies to that building in
accordance with 3.a. above, coverage for
the increased cost of construction also
applies to repair or reconstruction of the
following, subject to the same conditions
stated in 3.a.:

(1) The cost of excavations, grading,
backfilling and filling;
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(2) Foundation of the building;
(3) Pilings; and
(4) Underground pipes, flues and drains.

The items listed in b.(1) through b.(4)
above are deleted from Property Not
Covered, but only with respect to the
coverage described in this provision, 3.b.

E. Loss Payment

1. All following loss payment provisions, E.2.
through E.5., are subject to the apportionment
procedures set forth in Section B.3. of this
endorsement.

2. When there is a loss in value of an undamaged
portion of a building to which Coverage A
applies, the loss payment for that building,
including damaged and undamaged portions,
will be determined as follows:

a. If the Replacement Cost Coverage Option
applies and the property is being repaired
or replaced, on the same or another
premises, we will not pay more than the
lesser of:

(1) The amount you would actually spend to
repair, rebuild or reconstruct the
building, but not for more than the
amount it would cost to restore the
building on the same premises and to
the same height, floor area, style and
comparable quality of the original
property insured; or

(2) The Limit Of Insurance shown in the
Declarations as applicable to the
covered building.

b. If the Replacement Cost Coverage Option
applies and the property is not repaired or
replaced, or if the Replacement Cost
Coverage Option does not apply, we will
not pay more than the lesser of:

(1) The actual cash value of the building at
the time of loss; or

(2) The Limit Of Insurance shown in the
Declarations as applicable to the
covered building.

3. Unless Paragraph E.5. applies, loss payment
under Coverage B — Demolition Cost Coverage
will be determined as follows:

We will not pay more than the lesser of the
following:

a. The amount you actually spend to demolish
and clear the site of the described
premises; or

CP 04051012
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b. The applicable Limit Of Insurance shown
for Coverage B in the Schedule above.

4. Unless Paragraph E.5. applies, loss payment
under Coverage C - Increased Cost Of
Construction Coverage will be determined as
follows:

a. We will not pay under Coverage C:

(1) Until the property is actually repaired or
replaced, at the same or another
premises; and

(2) Unless the repair or replacement is
made as soon as reasonably possible
after the loss or damage, not to exceed
two years. We may extend this period in
writing during the two years.

b. If the building is repaired or replaced at the
same premises, or if you elect to rebuild at
another premises, the most we will pay
under Coverage C is the lesser of:

(1) The increased cost of construction at
the same premises; or

(2) The applicable Limit Of Insurance
shown for Coverage C in the Schedule
above.

c. If the ordinance or law requires relocation to
another premises, the most we will pay
under Coverage C is the lesser of:

(1) The increased cost of construction at
the new premises; or

(2) The applicable Limit Of Insurance
shown for Coverage C in the Schedule
above.

5. If a Combined Limit Of Insurance is shown for
Coverages B and C in the Schedule above,
Paragraphs E.3. and E.4. of this endorsement
do not apply with respect to the building that is
subject to the Combined Limit, and the
following loss payment provisions apply
instead:

The most we will pay, for the total of all
covered losses for Demolition Cost and
Increased Cost of Construction, is the
Combined Limit Of Insurance shown for
Coverages B and C in the Schedule above.
Subject to this Combined Limit of Insurance,
the following loss payment provisions apply:

a. For Demolition Cost, we will not pay more
than the amount you actually spend to
demolish and clear the site of the described
premises.
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G.
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b. With respect to the Increased Cost of
Construction:

(1) We will not pay for the increased cost of
construction:

(a) Until the property is actually repaired
or replaced, at the same or another
premises; and

(b) Unless the repair or replacement is
made as soon as reasonably
possible after the loss or damage,
not to exceed two years. We may
extend this period in writing during
the two years.

(2) If the building is repaired or replaced at
the same premises, or if you elect to
rebuild at another premises, the most
we will pay for the increased cost of
construction is the increased cost of
construction at the same premises.

(3) If the ordinance or law requires
relocation to another premises, the most
we will pay for the increased cost of
construction is the increased cost of
construction at the new premises.

The terms of this endorsement apply separately to
each building to which this endorsement applies.

Under this endorsement we will not pay for loss
due to any ordinance or law that:

1. You were required to comply with before the
loss, even if the building was undamaged; and

2. You failed to comply with.

Example of proportionate loss payment for
Ordinance Or Law Coverage Losses (procedure
as set forth in Section B.3. of this endorsement).

© Insurance Services Office, Inc., 2011

Assume:

® \Wind is a Covered Cause of Loss; Flood is an
excluded Cause of Loss

® The building has a value of $200,000

® Total direct physical damage to building:
$100,000

® The ordinance or law in this jurisdiction is
enforced when building damage equals or
exceeds 50% of the building's value

® Portion of direct physical damage that is
covered (caused by wind): $30,000

® Portion of direct physical damage that is not
covered (caused by flood): $70,000

® Loss under Ordinance Or Law Coverage C of
this endorsement: $60,000

Step 1. Determine the proportion that the covered
direct physical damage bears to the total
direct physical damage.

$30,000 + $100,000 = .30

Step 2. Apply that proportion to the Ordinance or
Law loss.
$60,000 x .30 = $18,000

In this example, the most we will pay under this
endorsement for the Coverage C loss is $18,000,
subject to the applicable Limit of Insurance and
any other applicable provisions.

Note: The same procedure applies to losses
under Coverages A and B of this endorsement.

The following definition is added:

"Fungus" means any type or form of fungus,
including mold or mildew, and any mycotoxins,
spores, scents or by-products produced or
released by fungi.

CP 04051012
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Public Act 098-0762

SB3014 Enrolled LRB098 19731 HEP 54944 b

AN ACT concerning civil law.

Be it enacted by the People of the State of lllinois,

represented in the General Assembly:

Section 5. The Condominium Property Act 1is amended by

changing Section 12 as follows:

(765 ILCS 605/12) (from Ch. 30, par. 312)

Sec. 12. Insurance.

(a) Required coverage. No policy of insurance shall be
issued or delivered to a condominium association, and no policy
of 1insurance issued to a condominium association shall be
renewed, unless the 1insurance coverage under the policy
includes the following:

(1) Property insurance. Property insurance (i) on the
common elements and the units, including the limited common
elements and except as otherwise determined by the board of
managers, the bare walls, floors, and ceilings of the unit,
(ii) providing coverage for special form causes of loss,

and (iii) providing coverage, at the time the insurance is

purchased and at each renewal date, in a total amount of

not less than the full insurable replacement cost of the

insured property, less deductibles, but including coverage

sufficient to rebuild the insured property in compliance

with building code requirements subsequent to an insured
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loss, including: Coverage B, demolition costs; and

Coverage C, increased cost of construction coverage. The

combined total of Coverage B and Coverage C shall be no

less than 10% of each insured building value, or $500,000,

whichever is less ‘wr—a—totat—amotunt—ofnot—Jtess—+than—+the

(2) General liability insurance. Commercial general
liability insurance against claims and liabilities arising
in connection with the ownership, existence, wuse, or
management of the property 1in a minimum amount of
$1,000,000, or a greater amount deemed sufficient in the
judgment of the board, insuring the board, the association,
the management agent, and their respective employees and
agents and all persons acting as agents. The developer must
be included as an additional insured in its capacity as a
unit owner, manager, board member, or officer. The unit
owners must be included as additional insured parties but
only for claims and liabilities arising in connection with
the ownership, existence, use, or management of the common
elements. The insurance must cover claims of one or more
insured parties against other insured parties.

(3) Fidelity bond; directors and officers coverage.
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(A) An association with 6 or more dwelling units
must obtain and maintain a fidelity bond covering
persons, including the managing agent and its
employees who control or disburse funds of the
association, for the maximum amount of coverage
available to protect funds in the custody or control of
the association, plus the association reserve fund.

(B) All management companies that are responsible
for the funds held or administered by the association
must be covered by a fidelity bond for the maximum
amount of coverage available to protect those funds.
The association has standing to make a loss claim
against the bond of the managing agent as a party
covered under the bond.

(C) For purposes of paragraphs (A) and (B), the
fidelity bond must be in the full amount of association
funds and reserves in the custody of the association or
the management company.

(D) The board of directors must obtain directors
and officers 1liability coverage at a level deemed
reasonable by the board, if not otherwise established
by the declaration or bylaws. Directors and officers
liability coverage must extend to all contracts and
other actions taken by the board in their official
capacity as directors and officers, but this coverage

shall exclude actions for which the directors are not
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entitled to indemnification under the General Not For

Profit Corporation Act of 1986 or the declaration and

bylaws of the association. The coverage required by

this subparagraph (D) shall include, but not be limited

to, coverage of: defense of non-monetary actions;

defense of breach of contract; and defense of decisions

related to the placement or adequacy of insurance. The

coverage required by this subparagraph (D) shall

include as an insured: past, present, and future board

members while acting in their capacity as members of

the board of directors; the managing agent; and

employees of the board of directors and the managing

agent.

(b) Contiguous units; improvements and betterments. The
insurance maintained under subdivision (a) (1) must include the
units, the limited common elements except as otherwise
determined by the board of managers, and the common elements.
The insurance need not cover improvements and betterments to
the units installed by unit owners, but if improvements and
betterments are covered, any increased cost may be assessed by
the association against the units affected.

Common elements include fixtures located within the
unfinished interior surfaces of the perimeter walls, floors,
and ceilings of the individual units initially installed by the
developer. Common elements exclude floor, wall, and ceiling

coverings. "Improvements and betterments" means all
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decorating, fixtures, and furnishings installed or added to and
located within the boundaries of the unit, including electrical
fixtures, appliances, air conditioning and heating equipment,
water heaters, e built-in cabinets installed by unit owners,

or any other additions, alterations, or upgrades installed or

purchased by any unit owner.

(c) Deductibles. The board of directors of the association
may, 1in the case of a claim for damage to a unit or the common
elements, (i) pay the deductible amount as a common expense,
(ii) after notice and an opportunity for a hearing, assess the
deductible amount against the owners who caused the damage or
from whose units the damage or cause of loss originated, or
(1ii) require the unit owners of the units affected to pay the
deductible amount.

(d) Other coverages. The declaration may require the
association to carry any other insurance, including workers
compensation, employment practices, environmental hazards, and
equipment breakdown, the board of directors considers
appropriate to protect the association, the unit owners, or
officers, directors, or agents of the association.

(e) Insured parties; waiver of subrogation. Insurance
policies carried pursuant to subsections (a) and (b) must
include each of the following provisions:

(1) Each unit owner and secured party 1is an insured
person under the policy with respect to liability arising

out of the unit owner's interest in the common elements or
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membership in the association.

(2) The insurer waives 1its right to subrogation under
the policy against any unit owner of the condominium or
members of the unit owner's household and against the
association and members of the board of directors.

(3) The unit owner waives his or her right to
subrogation wunder the association policy against the
association and the board of directors.

(f) Primary insurance. If at the time of a loss under the
policy there is other insurance in the name of a unit owner
covering the same ©property covered by the policy, the
association's policy is primary insurance.

(g) Adjustment of losses; distribution of proceeds. Any
loss covered by the property policy under subdivision (a) (1)
must be adjusted by and with the association. The insurance
proceeds for that loss must be payable to the association, or
to an insurance trustee designated by the association for that
purpose. The insurance trustee or the association must hold any
insurance proceeds in trust for unit owners and secured parties
as their interests may appear. The proceeds must be disbursed
first for the repair or restoration of the damaged common
elements, the bare walls, ceilings, and floors of the units,
and then to any improvements and betterments the association
may insure. Unit owners are not entitled to receive any portion
of the proceeds unless there is a surplus of proceeds after the

common elements and units have been completely repaired or
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restored or the association has been terminated as trustee.

(h) Mandatory unit owner coverage. The board of directors
may, under the declaration and bylaws or by rule, require
condominium unit owners to obtain insurance covering their
personal liability and compensatory (but not consequential)
damages to another unit caused by the negligence of the owner
or his or her guests, residents, or invitees, or regardless of
any negligence originating from the wunit. The ©personal
liability of a unit owner or association member must include
the deductible of the owner whose unit was damaged, any damage
not covered by insurance required by this subsection, as well

as the decorating, painting, wall and floor coverings, trim,

appliances, equipment, and other furnishings.

(i) Certificates of insurance. Contractors and vendors
(except public utilities) doing business with a condominium
association under contracts exceeding $10,000 per year must
provide certificates of insurance naming the association, its
board of directors, and its managing agent as additional

insured parties.
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(j) Non-residential condominiums. The provisions of this
Section may be varied or waived in the case of a condominium
community in which all units are restricted to nonresidential
use.

(k) Settlement of claims. Any insurer defending a liability
claim against a condominium association must notify the
association of the terms of the settlement no less than 10 days
before settling the claim. The association may not veto the
settlement unless otherwise provided by contract or statute.

(1) The changes to this Section made by this amendatory Act

of the 98th General Assembly apply only to insurance policies

issued or renewed on or after June 1, 2015.

(Source: P.A. 92-518, eff. 6-1-02.)

Section 99. Effective date. This Act takes effect June 1,

2015.






