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About 1ISO

tnsurance Services Office, Inc. 180} is a non-profit corporation that makes available rating, statistical,
actuarial, policy form and related services to any U.S. property/casualty insurer. 1ISO has no adherence
requirements, ISO's policy forms and explanatory materials are intended solely for the information and use
of ISO's participating insurers and their representatives. Those forms and materials cannot eliminate all
uncertainty as to whether or how insurance applies in every set of circumstances. Neither 1S0’s general
explanations of palicy intent (including hypothetical examples) nor opinions expressed by members of ISO's
staff necessarily reflact every insurer’s views or control any insurer’s determination of coverage for a
specific claim. ISO ngither interprets insurance policies for the contracting parties nor intercedes in coverage

disputes.

Copyright, Insurance Services Officg, Inc., 1984, 1985
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Foreword

Insurance Services Office, Inc. is introducing a new Commaercial General
Liability Policy which is the first major revision for this line of insurance since
1966.

The policy form is the result of years of effort and the most extensive industry
review of a new policy form in ISQO’s history. 130 distributed more than 1,500
copies of an exposure draft to a broad cross-section of industry interests —
nearly 250 groups and individuals in all—for their review and comment. Insurers,
producers, buyers, reinsurers, educators, lawyers, risk managers, adjustors,
consumers and trade associations all provided advice, and more than 30
organizations reported the suggestions and reactions of their members.

Of course, not every suggestion could be adopted, because some ware
diametrically opposed to one another. But ISO considered every single
suggestion, and the policy we are introducing reflects many changes—big and
small—made as a result of the industrywide review.

To help insurers and their representatives learn about the new policy, 1SO is
undertaking the most extensive information effort in its history. This booklet is

but one element of that program.

This booklet acquaints you with the new Commercial General Liability
Program: '

— why the program was designed as It was,

— what are some of the factors to consider in choosing between the
alternative versions of the new policy, and

- how the classifications and rules are changing.
Included are comparisons highlighting how the two versions of the new policy
form differ from the old form and from each other in some major areas.

We believe you'll find this booklet will help you sort out the new policy form’s
effects on you and your operations.




INTRODUCTION TO INSURANCE SER VICES OFFICE, INC.’S
NEW COMMERCIAL GENERAL LIABILITY PROGRAM

Insurance Services Office, Inc. will offer the insurance marketplace a choice between
two attractive alternative versions of a modernized, simplified, commercial general
liability policy form.

One version, the ‘occurrence” version, provides coverage for bodily injury and
property damage that occurs during the policy period. The other version, the
“claims-made’’ version, provides coverage if the claim for damages because of
bodily injury or property damage is first made during the policy period. The only
differences between the two versions of the policy form are in the provisions related
to what activates or triggers coverage.

The “occurrence” trigger is provided in recognition of continued marketplace
demand for a modern “cccurrence” form. The “‘oceurrence of injury or damage"
language that triggers coverage in the new policy is essentially unchanged from the
coverage trigger in the policy it replaces. _

The claims-made language for triggering coverage is a brand new alternative.
The ‘‘claims-made” policy’s unique features that assure reliability of coverage make
it unlike any other claims-made policy now in use. The introduction of thig “claims-
made”' trigger—and the continued availabllity of an “occurrence” trigger, too—-calls
for informed judgment and a rational assessment of the alternatives by insurers,
producers and ultimately, by consumers.

Why Change?

Assessing and adjusting to the new policy forms will certainty require some effort
on the part of all concerned. So, you may ask: Why not leave well.enough alone?
Why change anything at all?

Here's why: _

1. Litigation relating to the existing “occurrence” policy has been costly and
time-consuming. For the most part such litigation—which continues to go on
to the detriment of insurers and policyholders—has cantered on latent bodily
injury and long-term exposure issues involving substances such as asbestos
and DES. A key issue in dispute is: When did the injury or damage occur?
That's extremely important in the context of insurance because the answer
determines which “occurrence” policy or policies apply. Litigation over that
question is likely to affect more and more insureds of all sizes in all types of
business, as new cases arise whers the time when bodily injury or property
damage occurred is at issue.

2. Many insureds have fo rely on policy fimits provided by old “occurrence”
policies to respond to current claims, because the injury or damage may have
occurred long before the claim is made. Those old policies may have baen
purchased many, many years before claims emerge, settlements are reached
and judgments rendered—and years before inflation eroded the value of the
old policies’ limits.




. Some courts have adopted legal theories in latent-injury or long-term
exposure cases, which hold that injury occurred during a long series of
“occurrence” policies. That leaves many contracts—and sometimes many
insurers—with primary defense and indemnity obligations for a single ciaim.
Often, such situations arise when there are many claims for similar or related
injury. As a result, insurers don't know how much is at stake, and for how
long, under these contracts. That makes It difficult to determine accurate
premiums and loss reserves. And beyond that, such “'stacking'’ of limits
poses a serious threat to the very solvency of some insurers. In view of this,
some insurers and reinsurers have become increasingly reluctant to handle
""oceurrence” coverage. Without some change, there could be a real
insurance-availability problem.

. Under the existing policy form, the only limit that applies to some parts of the
coverage is a per-occurrence limit, so the insurer’s liability for injury that
occurs during the policy period increases with the number of “‘occurrences”™
held to have produced the injury. That liability could be astronomical,
depending on how courts interpret the term “occurrence.” “*Stacking” per-
occurrence limits within a single policy further threatens insurance availability
and.insurer solvency. (The existing policy form does, however, put aggregate
limits on many parts of the coverage, including products and completed
operations.}

5. Some courts—after iong and costly lawsuits—have interpreted the “sudden
and accidental’ exception in the existing policy form’s pollution exclusion so
broadly that insurers and reinsurers are exposed to unknown but potentially
gigantic losses totally unforeseen when existing policies were written or
priced. Moreover, pollution coverage is particularly vulnerable to all the
“‘oceurrencs” issues arising under the existing policy form, because pollution-
related damage or injury s often latent, there can be many causes of the
injury, and there may be no aggregate limits on the coverage.

8. Need exists to consolidate and modernize 1SO's advisory commercial general
liabiiity policy forms. Today many forms are needed to provide the scope of
coverage that most buyers consider standard.

7. To improve efficiency and reduce costs, the existing policy forms, manual
rules and rating procedures need to be streamlined and made more adaptable
to automated policywriting,

‘8. Insurance buyers and regulators want more readable and understandable
insurance contracts for all lines of insurance.

How does 1SO’s new General Liability Program improve things?




Here's how:
1.

The *‘claims-made’’ version of the new policy form reduces arguments and
expensive litigation over what policy responds to a particular claim for injury or
damage. By responding to claims first made during the policy term, the
“claims-made” version generally makes it unnecessary to determine when
injury or damage ‘“‘occurred.”

. With "claims-made,” today’s claims are covered by today’s policy with up-to-

date—not out-of-date—Ilimits of insurance.

. The “claims-made’’ version of the policy form reduces the potential under

some legal theories for stacking the limits of several policies in long-term
exposure or latent-injury cases. The “ciaims-made’' form is designed to have
one—and only one—precisely identified policy respond to a ¢laim for coverad
injury or damage. “‘Claims-made” introduces greater certainty and continuity
into claims-handling and improves the accuracy of rates and loss reserves
while covering exactly the same kinds of injury and damage as the
“occurrence’ alternative.

. Both new policy forms—"‘claims-made’’ and “‘occurrence’ —put aggregate

limits on all coverages to specify at the outset of the policy term the tota
amount available for indemnification.

. Given the extreme dn‘fsculty of fashioning language to provide coverage only

for the “sudden’’ emission of pdllutants, that is, language that will hold up in
the courts as insurers intend, the new basic general liability policy forms—
“occurrence” and “‘claims-made” —provide only certain off-premises
coverage without distinction between “sudden” and “'gradual” emission of
pollutants. Coverage for emissions from the insured's premises, whether
sudden or gradual, will be provided under special forms and endorsements.

. The coverages provided by the old Broad Form Endorsement are built right

into both new forms. So are the coverages for explosion, collapse, and
underground perils, which are optional under the existing policies. Thus, the
new forms automatically provide the scope of coverage most commonly
sought by buyers and made available by insurers in today’s marketplace.

. The new program streamlines the policy forms, manual rules and rating

procedures to make them more readily adaptable to cost-saving automated
policywriting.

. Both versions of the new poiicy form use simplified language in keeping with

trends toward more readable and understandable insurance contracts for all
lines of insurance.




“OCCURRENCE” AND “CLAIMS-MADE"":
SOME CONSIDERATIONS IN CHOOSING

Choosing between the “‘claims-made’’ and “occurrence’ versions of ISO’s new
policy form is made easier by the fact that both versions are identical except for the
triggers of coverage and related provisions.

“Occurrence’” or “Claims-made”’: The Differences

Both versions provide continuous, reliable coverage, without gaps, for the broad
spectrum of business insureds. There is no difference in the kinds of injury and
damage covered by either version, so an insured can purchase either version with
complete assurance that no claim will go uncovered merely because of which policy
is chosen. But claims for damages may be assigned to different policy periods,
depending on which policy version is chosen. Therefore, a number of factors should
be considered in selecting which of the new forms to use.

“Qceurrence’

Under the "‘occurrence”’ form, the policy in effect when the bodily injury or
nroperty damage occurs responds to the claim. This is nofa change from ISQ's
current policy. 1t is important to note that both the old and the new “‘occurrence”
policles are triggered by injury or damage that occurs during the policy period and
not by the "‘occurrence” that causes the injury or damage, or by the insured’s
negligent act or omission.

Under the "“occurrence” forms—old and new:

« If the injury or damage occurs during the policy period, the coverage applies no

matter when resulting claims are made.

« Cancellation or non-renewal after the injury or damage occurs does not affect
coverage for the resulting claims. '

« If the injury or damage Is held to have occurred over several policy periods, all
the policies in effect during these periocds may be required to provide primary
coverage for a single ¢laim.

+ Claims for injury that occurred long ago will be assigned back to previous
nolicies.that may have inadequate limits and/or coverages.

+ Policy records may need to be kept open indefinitely for possible future claims.

» Keeping limits current and adequate may be difficult.

« Disputes and litigation may arise in determining when the injury cccurred.

“Claims-made”

Under the “claims-made’” form, bodily injury or property damage is covered by
the policy in effect when the first claim for the injury or damage is made in writing
against any Insured. The form excludes bodily injury and property damage that
occurred before a Retroactive Date to be entered by the company on the
Declarations page. Normally, the Retroactive Date will be the inception date of the




insured’s first "‘claims-made” policy. But the company may choose to eliminate this
provision and provide retroactive Coverage by writing "'none” in the Retroactive
Date blank, or choose to provide some retroactive Coverage by using a Retroactive
Date earlier than the first “claims-made" policy's inception date. In either case,
coverage for a ¢laim first made during the “‘claims-made” policy wilf be excess over
any applicable prior insurance.

The "claims-made’ form has heen designed to ensure that no injury or damage
ocourring during the period of *‘claims-made’ Insurance need go uncovered becauge
of cancellation, non-renewal, renewal with an advanced Retroactive Date, or
replacement with insurance that is not on a “claims-made’ basis for bodily injury or
property damage. In any of these cases, the form provides an automatic 60-day
“tail” period on the expiring policy. Claims first made during that “tail” period for
injury or damage that occurred before the end of the policy period will be considered
first made on the last day of the policy period.

The form also guarantees that the insured may purchase an endorsement
extending the “tail’" period without time limit, With this endorsement, ciaims first
made at any time after the policy period, for injury or damage that occurred before
the end of the policy period, will bs considered first made on the last day of the
policy period.

With these“tail" periods guaranteed, the form itself preciudes coverage gaps.

The insured need not request a policy change or pay any additional premium to
obtain the 60-day "tall” period.

A specific policy provision, as well as ISO’s manual, guarantee that the price for
the “tail” endorsement wili not exceed a stated maximum. That maximum will be
200% of the liability premium paid for the expiring policy.

Under the ““claims-made” form: -

* One and only one *‘claims-made” policy will respond to a given claim. Coverage
is pinpointed in the most recent applicable policy.

« Disputes over which policy applies will be reduced.

* Limits can be kept current to reflect expacted claims patterns.

* Policy files need not be kept open indefinitely. :

* There is'complete continuity of coverage upon renewal or replacement.

* It the policy is cancelled or not renewed after injury or damage occurs, the built-
in option to buy the extended reporting period option (“tall) must be exercised
to obtaln coverage for resulting future claims, unless all those claims are first
made within the automatic 60-day “tail” period, or replacement ‘“‘claims-made”
coverage can be found with the same Retroactive Date as the expiring policy,
or no Retroactive Date.
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Tailoring the “‘Claims-made” Policy

Under certain circumstances, the *‘claims-made” insurer may wish to:

* use no Retroactive Pate, but eliminate the excess coverage for specific injury
and damage known to have occurred during pravious "‘occurrence’ policy .
periods;

« sliminate prospective coverage for injury or damage arising out of specific
products, work or locations; or

* avoid exposing additional sets of “claims-made” policy limits upan policy
renewal to future claims for injury and damage that occurred as of the end of a
“claims-made’ policy period.

For these purposes, SO has designed a special endorsement excluding
coverage with respect to accidents, products, work or locations described on a
schedule. Again, care has been taken to avoid coverage gaps. [n cases where
specific exclusions for accidents, products, work or locations are introduced on
renewal, the special endorsement itself guarantees:

+ an automatic 60-day “tail” period, without an additional premium, on the axpiring

policy; and

» the availability of an endorsement providing a ““tail” period without time limit on

that expiring policy
for injury and damage arising out of the newly excluded accidents, products,
work or locations. The expiring “claims-made" policy, with these "“tails,” will then

pick up future ctaims for all such covered injury or damage that had occurred before
the specific exclusion took effect. ]

For a quick overview of how these provisions and options will work, see the
section entitled **Claims-made’ Summary” at the end of this introduction.

In addition, a complete set of endorsements is available for use with both
versions of the policy. This gives the underwriter complete flexibility in tailoring
coverage for individual accounts and classifications. While most of these
endorsements are simplifiec adaptations of existing forms, new endorsements are
included to eliminate products/completed operations and many of the Broad Form
coverages when appropriate.

“Occurrence” or “Claims-made”: The Price

ISO will provide advisory manual rates for both versions of the Commercial
General Liability Policy.

“Occurrence”

1SO advisory rates for the new “occurrence” contract will be based on the rates
for the old "“occurrence’” policy, modified to reflect;

» the incorporation of the “'Broad Form" coverages in the basic policy form
+ the new aggregate limit




* a combined single limit for bodily injury and property damage
+ a new classification and rating structure.

“Claims-made”

The new ISO “occurrence™ rates will be the basis for pricing the ““claims-made”
contract, Those “occurrence” rates will be modified by:

» A discount to reflect the fact that the time between policy inception and the
average claim date is shorter under a “claims-made” policy than under an
“occurrence” policy, so claims-made’ losses come earlier and are less
affected by inflation. When applied to the “occurrence’ rates, the discount
produces rates for “mature claims-made,” which responds on a primary basis
to all claims first made during the policy period for covered injury and damage.

» A set of further discounts to be applied in the first four years of “claims-made”
coverage to reflect the fact that, during that period, fewer claims will be covered
because some of them will be for injury or damage that occurred before the
Retroactive Date. This discount decreases each year because more claims wd]
be covered as the “‘claims-made” program matures.

if no Retroactive Date is entered, the rates wili be higher than they would be with

a Retroactive Date, but still lower than the “occurrence’ rates.

Shortening the “IBNR" (incurred but not reported) period between premium
collection and claims payment will result in more accurate pricing by class.

Rating Plans

To track the new policy's rating structure the new experience rating plan
introduces, for general llability, a premium-at-present-rate type calculation instead of
the collected premium calculation now used. This new plan applies to both the
“oceurrence’ and ''claims-made’ contracts.

PART OF THE PROGRAM:
CLASSIFICATION AND RULES

Classifying Risks
As part of the overall simplification of general liability insurance, major general
liability sublines are combined into two sublines: premises/operations and
products/completed operations.
The general liability classification listings are completely revised to:
* Introduce a common exposure base for the premises/operations and
products/completed operations coverages for each classification. The common
exposure base for determining rates for both sublines will be:

— gross sales for most manufacturing and mercantile classes.
— payroll for most contracting classes.

— number of units for apartments.

— area for office buildings.




» Introduce an inflation-sensitive exposure base where appropriate.

» Help in the automation of general liability insurance.

» Modernize classifications.

+ Clarify the intended application of current classifications.

The general liability module of 1ISO’s Commercial Statistical Plan is being updated
to accommodate the new program. Statistical code numbers are all new. Upon
publication, the revisions will be consotidated within the Commercial Lines Manual
Classification Table.

Rewriting the Rules
The General Liability Rules are:
+ Revised to track with changes made in the coverages provided under the new
Commercial General Liability Policy

» Redesigned to conform with the revised classification and rating structure

+ Consolidated into one set of rules for all classifications instead of separate sets

of rules for each individual subline.

The rules are also amended to include:

1. anew step-by-step procedure for determining premium.

2. pricing for the “'tail”” coverage that's capped at a stated maximum.

3. atransition program that limits any premium increases that may resuit from a
change in a risk’s exposure base to 25 percent a year for five years. Premium
decreases caused by thé exposure-base change are limited to a value that
offsets the increases. The transition program only applies to about 120 store
classes.

More than General Liability

ISO's Commercial General Liability Program is part of a broader program to
simpiify the policy forms and rating of all commercial lines of insurance. As part of
that broader program, 1SO has developed new, simpiified contracts for ali
commercial lines of insurance, using non-technical and personalized language
wherever practical.

The ISO endorsement portfolio is revamped to eliminate many forms, to add new
ones, and to redraft all forms in a style and format that are consistent with the basic
policies. The total program is being Introduced in phases.

What It Means 7

Any change takes some getting used to, and adjusting to change requires some
extra effort to learn about and adapt to the new way of doing things. That will
certainly be true during the transition to the new Commercial General Liability Policy.

But in the long run, extra effort and adjustment will benefit insurers, producers
and consumers in the form of modernized coverages, more predictable losses,
reduced policywriting expenses and simplified policy fanguage.




“Claims-Made’” Summary
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“CLAIMS-MADE” SUMMARY :

Trigaer of Coverage for Bodily Injury and Property Damage

« Claims first made against any insured during the policy period.

Retroactive Date Provision

» Excludes bodily injury and property damage that occurs before a date entered
on the Declarations page.

« Provision can be nullified by writing “none’ in place of a date.

“Tail” Endorsement (CG 27 01)

» Provides that claims first mads after the policy period for injury or damage that
cccurred before the end of the policy period will be considered first made during
the policy period.

Special Endorsements

« CG 27 02 excludes specific accidents, products, work or locations.

» CG 27 03 provides 60-day “tail" period on expiring policy for specific accidents,
products, work or locations.

+ CG 27 04 provides “tail”” without time limit on expiring policy for specific
accidents, products, work or locations.

POINTS TO REMEMBER
If “Claims-Made” Policy ls: Remember That:
» Issued with no Retroactive Date Coverage is excess over prior

“ocourrence’ policies. Specific liabilities
may be excluded via CG 27 02.

» Issued with a Retroactive Date Coverage excluded for bodily injury and

property damage occurring prior to
- Retroactive Date. Coverage excess over
' any "‘occurrence” policies in effect before
the policy period but after the Retroactive
Date. CG 27 02 may still be used to
exclude specific known fiabilities.




POINTS TO REMEMBER (continued)
If “Claims-Made” Policy Is:

» Renewed or replaced with “claims-
made” policy containing the same
Retroactive Date

« (a) Renewed or replaced with “‘¢laims-
made"’ policy containing advanced
Retroactive Date; or

(b) Renewed or replaced with an
"'occurrence’’ policy, or

(c) Cancelted or not renewed and not
repltaced

+ Renewed with "'claims-made” policy
newly excluding specific accidents,
products, work or locations via
CG 27 02.

Remember That:

Coverage continues without interruption.

60-day "tail"" period automatically
provided under expiring policy. “Tail"”
endorsement CG 27 01 is available on
that policy.

Special endorsement CG 27 03 provides
80-day "tail” period on expiring policy for
accidents, products, work or locations
excluded. Endorsement CG 27 04
available on expiring policy to provide
“tail”’ period without time limit for
excluded accidents, products, work or
locations.




Coverage Highlights
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