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Lessons Learned from the 
2017 Hurricane Season

DFS Course ID # 104268
Two (2) Hours of Continuing Education Credit

General Lines – Property and Casualty

Presented by:

Wm. Keith Jones, CPCU, CLU, 
ChFC, CASL, AAI

Florida Association of Insurance Agents

Unauthorized Entities

• The state of Florida has taken a very strong position 
on the issue of unauthorized entities. An 
unauthorized entity is an insurance company that is 
not licensed by the Florida department of financial 
services. Agents and brokers have responsibility for 
conducting reasonable research to ensure that they 
are not writing policies or placing business with 
unauthorized entities. Lack of careful screening can 
result in significant financial loss to Florida residents 
due to unpaid claims and/or theft of premiums. 
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Unauthorized Entities

• Agents may be held liable when representing these 

unauthorized entities. It is the agents and brokers 

responsibility to give fair and accurate information 

regarding the companies they represent. Any 

question about the authorized status of a company 

can be checked by calling the Florida department of 

financial services at 877-693-5236 or for out of 

state agents, 800-413-3089 .

We urge all agents and brokers to adhere to this 

admonition.

Unauthorized Entities

• For more information on unauthorized entities go 
to FAIA’s website at www.faia.com and under the 
Education section you will find a handout that you 
can download. 

Unauthorized Entity Issues

• Verify with the DFS:
– www.myfloridacfo.com
– 1-800-342-2762 / 1-877-MY-FL-CFO

• Verify with the OIR:
– http://www.floir.com/CompanySearch/

http://www.faia.com/
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OVERVIEW

• Commercial Property
• Business Income
• Extra Expense
• Spoilage Coverage
• Business Income Coinsurance
• Payroll Limitations
• Extra Expense Limitations
• Extension/Endorsement Limitations
• Loss File Review

Commercial Property

Direct Damage vs. Indirect Damage

• Damage to Property
• Deductibles

– Wind/Hail
– Named Storm

• Peril(s) … exclusions
– Windstorm
– Wind-Driven Rain
– Storm Surge
– Flood

• Property (premises) covered
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Deductible Addendum

The following deductible wording is in addition 
to all other deductible wording found elsewhere 
in this policy

– $5000 Per Occurrence for All Covered Perils, except:
– 3.00% of total values at risk per building (including time element if 

applicable) at the time of the loss subject to a minimum of 
– $50,000 Per Occurrence for Named Storm
– $25,000 Per Occurrence for Windstorm or Hail

Business Income

BI Forms

CP 00 30 With Extra Expense
CP 00 32 Without Extra Expense
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Insuring Agreement

• Insuring Agreement
If Limits of Insurance are shown under more than one of the above options, the provisions of this Coverage 
Part apply separately to each. We will pay for the actual loss of Business Income you sustain due to the 
necessary "suspension" of your "operations" during the "period of restoration". The "suspension" must be 
caused by direct physical loss of or damage to property at premises which are described in the Declarations 
and for which a Business Income Limit Of Insurance is shown in the Declarations. The loss or damage must be 
caused by or result from a Covered Cause of Loss. With respect to loss of or damage to personal property in the 
open or personal property in a vehicle, the described premises include the area within 100 feet of such 
premises.

• Cause of Loss Form
–Must be attached

• Endorsement(s)
–Windstorm exclusion

Definitions

1. "Finished stock" means stock you have manufactured.
"Finished stock" also includes whiskey and alcoholic products being aged, unless there is a Coinsurance percentage shown for 
Business Income in the Declarations.
"Finished stock" does not include stock you have manufactured that is held for sale on the premises of any retail outlet insured
under this Coverage Part.

2. "Operations" means:
a. Your business activities occurring at the described premises; and
b. The tenantability of the described premises, if coverage for Business Income Including "Rental Value" or "Rental Value"   

applies.

3. "Period of restoration" means the period of time that:
a. Begins:

(1) 72 hours after the time of direct physical loss or damage for Business Income Coverage; or
(2) Immediately after the time of direct physical loss or damage for Extra Expense Coverage;

caused by or resulting from any Covered Cause of Loss at the described premises; and
b. Ends on the earlier of:
(1) The date when the property at the described premises should be repaired, rebuilt or replaced with reasonable speed and

similar quality; or
(2) The date when business is resumed at a new permanent location.

Definitions

"Period of restoration" does not include any increased period required due to the enforcement of or compliance with any 
ordinance or law that:

(1) Regulates the construction, use or repair, or requires the tearing down, of any property; or
(2) 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".
The expiration date of this policy will not cut short the "period of restoration".
4. "Pollutants" means any solid, liquid, gaseous or thermal irritant or contaminant, including smoke, vapor, soot, fumes, acids,
alkalis, chemicals and waste. Waste includes materials to be recycled, reconditioned or reclaimed.
5. "Rental Value" means Business Income that consists of:

a. Net Income (Net Profit or Loss before income taxes) that would have been earned or incurred as rental income from tenant 
occupancy of the premises described in the Declarations as furnished and equipped by you, including fair rental value of any 
portion of the described premises which is occupied by you; and

b. Continuing normal operating expenses incurred in connection with that premises, including:
(1) Payroll; and
(2) The amount of charges which are the legal obligation of the tenant(s) but would otherwise be your obligations.

6. "Suspension" means:
a. The slowdown or cessation of your business activities; or
b. That a part or all of the described premises is rendered untenantable, if coverage for Business Income Including "Rental 

Value" or "Rental Value" applies.
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CP 00 30 vs CP 00 32
Extra Expense
a. Extra Expense Coverage is provided at the premises described in the Declarations only if the Declarations show that 
Business Income Coverage applies at that premises.

b. Extra Expense means necessary expenses you incur during the "period of restoration" that you would not have 
incurred if there had been no direct physical loss or damage to property caused by or resulting from a Covered Cause of 
Loss.

We will pay Extra Expense (other than the expense to repair or replace property) to:

(1) Avoid or minimize the "suspension" of business and to continue operations at the described premises or at 
replacement premises or temporary locations, including relocation expenses and costs to equip and operate the 
replacement location or temporary location.

(2) Minimize the "suspension" of business if you cannot continue "operations".

We will also pay Extra Expense to repair or replace property, but only to the extent it reduces the amount of loss that 
otherwise would have been payable under this Coverage Form.

Expenses To Reduce Loss
In the event of a covered loss of Business Income, we will pay necessary expenses you incur, except the cost of 
extinguishing a fire, to avoid further loss of Business Income. The total of our payment for Business Income loss and 
Expenses To Reduce Loss will not be more than the Business Income loss that would have been payable under this 
Coverage Form (after application of any Coinsurance penalty) if the Expenses To Reduce Loss had not been incurred.

This coverage does not increase the Limit of Insurance.

The Coinsurance condition does not apply specifically to such Expenses To Reduce Loss, but it is used as described 
above to determine the total amount payable.

CP 15 45
Utility Services – Time Element

A. Coverage
Your coverage for Business Income and/or Extra Expense, as provided and limited in 
the applicable Coverage Form, is extended to apply to a "suspension" of "operations" 
at the described premises caused by an interruption in utility service to that premises. 
The interruption in utility service must result from direct physical loss or damage by a 
Covered Cause of Loss (as provided under the applicable Causes of Loss form indicated 
in the Schedule) to the property described in Paragraph E. if such property is indicated 
by an "X" in the Schedule.

It does not include overhead transmission lines unless indicated by an "X" in the 
Schedule.

As used in this endorsement, the term transmission lines includes all lines which serve 
to transmit communication service or power, including lines which may be identified 
as distribution lines.

CP 04 40
Spoilage Coverage



5/25/18

8

CP 04 40
Spoilage Coverage

• Defines Covered Property to mean “perishable stock”
– Personal property maintained under controlled conditions for its 

preservation; and susceptible to loss or damage if the controlled 
conditions change

• Covered Perils include Breakdown and 
Contamination

• Power Outage is the Peril
– Just interruption of electrical power
– No mention of power transmission lines

• Selling Price Option

Business Income and the 
Coinsurance Problem

Business Income Form
Policy Language

COINSURANCE
If a Coinsurance percentage is shown in the Declarations, the following condition applies in addition to the Common Policy Conditions and the 
Commercial Property Conditions.
We will not pay the full amount of any Business Income loss if the Limit of Insurance for Business Income is less than:
1. The Coinsurance percentage shown for Business Income in the Declarations; times
2. The sum of:

a. The Net Income (Net Profit or Loss before income taxes), and
b. Operating expenses, including payroll expenses,

that would have been earned or incurred (had no loss occurred) by your "operations" at the described premises for the 12 months following 
the inception, or last previous anniversary date, of this policy (whichever is later).

Instead, we will determine the most we will pay using the following steps:
Step (1): Multiply the Net Income and operating

expense for the 12 months following the
inception, or last previous anniversary
date, of this policy by the Coinsurance
percentage;

Step (2) Divide the Limit of Insurance for the
described premises by the figure
determined in Step (1); and

Step (3): Multiply the total amount of loss by the
figure determined in Step (2).

We will pay the amount determined in Step (3) or the limit of insurance, whichever is less. For the remainder, you will either have to rely on 
other insurance or absorb the loss yourself.
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Business Income Form
Policy Language

In determining operating expenses for the purpose of applying the Coinsurance condition, the following expenses, if applicable, shall be 
deducted from the total of all
operating expenses:
(1) Prepaid freight - outgoing;
(2) Returns and allowances;
(3) Discounts;
(4) Bad debts;
(5) Collection expenses;
(6) Cost of raw stock and factory supplies consumed (including transportation charges);

(7) Cost of merchandise sold (including transportation charges);
(8) Cost of other supplies consumed (including transportation charges);
(9) Cost of services purchased from outsiders (not employees) to resell, that do not continue under contract;

(10) Power, heat and refrigeration expenses that do not continue under contract (if 
Form CP 15 11 is attached);
(11) All payroll expenses or the amount of payroll expense excluded (if Form CP 15 10 
is attached); and

(12) Special deductions for mining properties (royalties unless specifically included in coverage; actual depletion commonly known as unit or 
cost depletion - not percentage depletion; welfare and retirement fund charges based on tonnage; hired trucks).

Let’s go back to College …
Al’s “Suds and Duds” is a bar-laundromat combination located in College Town, Florida.  Al’s 
caters to students by offering them the opportunity to drink beer and watch TV while doing their 
laundry.  Al has purchased a Business Income (including Extra Expense) coverage form (BIC) with 
a limit of $90,000.  Generally speaking, Al’s income and expenses are earned/incurred evenly 
throughout the year.  On January 1st a tornado hit and caused extensive damage to “Suds and 
Duds” building.  Using the Annual Income Statement below, calculate the business income loss Al 
will collect if business operations are suspended for four months under his BIC form if BIC form 
carries a Coinsurance Percentage of 70% …

Revenue $260,000
Cost of Goods 50,000
Gross Margin $210,000

Payroll $  90,000
Operating Expenses $  70,000

Net Profit $  50,000

Suds and Duds

(1) Net Income $  50,000

Operating Expenses $  70,000

Payroll $  90,000

TOTAL $210,000

(2)$210,000 x 70% = $147,000

(3)$90,000 divided by $147,000 = 61.22%

(4)$210,000 divided by 12 = $17,500 per month

$17,500 x 4 months = $70,000

$70,000 x 61.22% = $42,854 payment
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Coinsurance Calculation vs          
Acutal Payment 

A. Coverage
1. Business Income
Business Income means the:
a. Net Income (Net Profit or Loss before income taxes) that would have been 
earned or incurred; and

b. Continuing normal operating expenses incurred, including payroll.

We will pay for the actual loss of Business Income you 
sustain due to the necessary "suspension" of your "operations" during 
the "period of restoration".

Eliminate Coinsurance
Business Income Form

1. Maximum Period Of Indemnity
a. The Additional Condition, Coinsurance, does not apply to this Coverage Form at the described     

premises to which this Optional Coverage applies.
b. The most we will pay for the total of Business Income loss and Extra Expense is the lesser of:

(1) The amount of loss sustained and expenses incurred during the 120 days immediately 
following the beginning of the "period of restoration" or

(2) The Limit Of Insurance shown in the Declarations.

Eliminate Coinsurance
Business Income Form

2. Monthly Limit Of Indemnity
a. The Additional Condition, Coinsurance, does not apply to this Coverage Form at the described 

premises to which this Optional Coverage applies.

b. The most we will pay for loss of Business Income in each period of 30 consecutive days after 
the beginning of the "period of restoration" is:

(1) The Limit of Insurance, multiplied by

(2) The fraction shown in the Declarations for this Optional Coverage.

Example
When: The Limit of Insurance is: $ 120,000

The fraction shown in the

Declarations for this Optional

Coverage is: 1/4

The most we will pay for loss

in each period of 30

consecutive days is: $ 30,000

($120,000 x 1/4 = $30,000)
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Eliminate Coinsurance
Business Income Form

3. Business Income Agreed Value
a. To activate this Optional Coverage:

(1) A Business Income Report/Work Sheet must be submitted to us and must show financial data for your       
"operations":

(a) During the 12 months prior to the date of the Work Sheet; and
(b) Estimated for the 12 months immediately following the inception of this Optional Coverage.

(2) The Declarations must indicate that the Business Income Agreed Value Optional Coverage applies, and 
an Agreed Value must be shown in the Declarations. The Agreed Value should be at least equal to:

(a) The Coinsurance percentage shown in the Declarations; multiplied by
(b) The amount of Net Income and operating expenses for the following 12 months you report on the 

Work Sheet.
b. The Additional Condition, Coinsurance, is suspended until:

(1) 12 months after the effective date of this Optional Coverage; or
(2) The expiration date of this policy;

whichever occurs first.
c. We will reinstate the Additional Condition, Coinsurance, automatically if you do not submit a new Work 

Sheet and Agreed Value:
(1) Within 12 months of the effective date of this Optional Coverage; or
(2) When you request a change in your Business Income Limit of Insurance.

Sample Worksheet

CP 15 15 10 12
BUSINESS INCOME REPORT/WORKSHEET
Date:
Your Name Location
This worksheet must be completed on an accrual basis.
The beginning and ending inventories in all calculations should be based on the same valuation 
method.
Applicable When The Agreed Value Coverage Option Applies:
I certify that this is a true and correct report of values as required under this policy for the
periods indicated and that the Agreed Value for the period of coverage is $_______________ ,

based on a Coinsurance percentage of __________%.
Signature:
Official Title:

Sample Worksheet
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Sample Worksheet

Sample Worksheet

Sample Worksheet
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Eliminate Coinsurance
Business Owners Policy

• Business Owners Policy
• No limit of liability is actually determined; 

therefore no business income coinsurance 
calculation …

• ALS – 12 months
• Actual Loss Sustained
– Unlimited
– Limited

Payroll Limitations

Business Income Form
2. The sum of:
a. The Net Income (Net Profit or Loss before income taxes), and

b. Operating expenses, including payroll expenses,
that would have been earned or incurred (had no loss occurred) by your 
"operations" at the described premises for the 12 months following the 
inception, or last previous anniversary date, of this policy (whichever is later).

Payroll Limitations

Business Owners Form
(b) We will only pay for loss of Business Income that you sustain during the 
"period of restoration" and that occurs within 12 consecutive months after 
the date of direct physical loss or damage. We will only pay for ordinary
payroll expenses for 60 days following the date of direct physical loss or 
damage, unless a greater number of days is shown in the Declarations.
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Extension/Endorsement 
Limitations

Case Study A

Program Specific
(c) Communications Supply Services Property, meaning property supplying communication services, including 
telephone, radio, microwave or television services, to the described premises, such as:
(i) Communication transmission lines, including fiber optic transmission lines;
(ii) Coaxial cables: and
(iii) Microwave radio relays except satellites.
But Communication Supply Services Property does not include overhead transmission lines.
(d) Power Supply Services Property means the following types of property supplying electricity, steam or gas to 
the described premises:
(i) Utility generating plants;
(ii) Switching stations;
(iii) Substations;
(iv) Transformers; and
(v) Transmission lines.
But Power Supply Services Property does not include overhead transmission lines.

Case Study B

Carrier Specific

No mention of power transmission lines
E. Off Premises Power Failure.

We will pay up to $25,000 for loss of Business Income and Extra Expense 
caused by the failure of power or other utility service supplied to the 
described premises if the failure occurs away from the described premises.

The failure of power or other utility service must result from direct physical 
loss or damage by a Covered Cause of Loss.

We will only pay for the loss you sustain after the first 24 hours following the 
direct physical loss to the off premises property.
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Case Study 1

Business Income Limit is largest on the Policy

Building $  4,000,000
Business Personal Property $  1,000,000
Business Income $16,000,000

Case Study 1

Off-set Printing Operation
Building – 32,000 sq ft, metal-clad, metal roof, 
concrete floor … 6,000 office w/warehouse

BPP - $500k paper and ink … rest FFE

BI - $800,000 (net) per month – ($1mil gross)

18 month delivery time frame (20 month 
total w/testing)

2 Mitzi Presses … manufactured overseas …

Case Study 1

Reciprocal Agreement
Insured located in North Florida
Entered into Reciprocal Agreement with firm 
in Central Florida.  Each “exchanged” their 3rd

shift and Sundays …
Eventually purchased second plant

Negotiated Pre-purchase Agreement with 
Manufacturer
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Case Study 2

Coverage requested is not coverage issued

Must not rely on phraseology.
Must be specific as to the request … including 
any actual form number.
Must never assume an Underwriter references 
coverage forms in the same way you do …

Case Study 2

Application
Agent requested (two locations)
– Business Income (did not indicate w/ or w/o EE)

• @ $300,000 w/ 1/6 monthly limitation
– Spoilage Coverage

• @ $50,000 at each location

Case Study 2

Carrier Quote
Included $300,000 Business Income on CP 00 32
Underwriter used Carrier-Specific Broadening 
Endorsement that included $25,000 Utility 
Services – Time Element as one of the several 
broadening provisions
Carrier Proposal used to rely the quote
“Spoilage Coverage” “included” in Form xx xx xx
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Case Study 2

Policy Issued
CP 00 32 @ $300,000 w/ 1/6 monthly limitation @ 
each location
Form xx xx xx … but on a policy basis – not per location
Hurricane Irma
Power Outage due to downed Transmission Lines

Case Study 2

Damages
Lost merchandise (meat, poultry and produce)
$40,000 location one and $35,000 location two

Hurricane Irma
No damage to described premises
Power Outage due to downed Transmission Lines
Business Income does not respond – No CP 15 45
Utility Services – Time Element does not include transmission 
lines
Utility Services – Time Element subject to 72-hour waIting period 
IF THERE WAS COVERAGE

Case Study 3

Insured operates two (2) Day Care Centers.  
Hurricane Irma caused damage to the buildings 
housing the Day Care Centers (insured owned 
the buildings).  While there was no coverage for 
Business Income on the primary property policy, 
the insured purchased Business Income 
coverage through ICAT.
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Case Study 3

Case Study 3

Case Study 3
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Case Study 3

Deductible and 72-hour waiting period are 
applicable …

Case Study 4

Description
– Hotel
– Generator
– BI w/EE …
– Lack of Communication

• Reservations
– Spoilage

• Restaurant

Case Study 4
Many carriers have “broadening” endorsements that are automatically added 
to their respective Package Policies.  Contained in these endorsements are 
things like EDP Coverage, Valuable Papers and Records, Money and Securities, 
etc.  Also in these endorsements, you may sometimes find Spoilage Coverage 
and Utility Services (Business Income and Extra Expense).  These last two (2) 
are great … except for one problem.  Some of these endorsements do not 
contain a separate and/or specific deductible provision.  Therefore the policy 
deductible(s) are applicable.  Not necessarily an issue with the AOP 
Deductible.  But what if the Wind/Hail or Named Storm is applicable?  In 
these instances, you could have coverage available but at a very high 
deductible.  In the case of a $1mil building with a 5% Wind/Hail or Named 
Storm … well, the deductible is $50,000.  In cases like spoilage, with no actual 
damage to the building itself, there might be no recovery as the deductible is 
so large.
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Case Study 4
Large Hotel Property loses power during Hurricane Irma.  Generator on site.  
Generator will power the front office and the kitchen.  Generator kicks on … 
but suffers a Mechanical Failure about two (2) hours into the outage.  Insured 
loses all of its produce and meats in the kitchen refrigerators and freezer.
They do have a Utility Services Endorsement that will be applicable.  Lost 
Business Income is covered (after the 72 hour deductible).
Spoilage is covered, but it is subject to the Named Storm deductible … which 
is quite large.
However, since the Generator suffered a covered Mechanical Failure, the 
Equipment Breakdown Protection Coverage Form (EB 00 20) provides 
protection (Spoilage Damage – one of the ten coverages provided) … and at a 
much lower deductible.

Case Study 4

• Mechanical Breakdown Form
• Mechanical Breakdown Deductible
– Dollar Deductible
– Time Deductible

Case Study 5

Central Florida Apartment Complex
• 2 Losses
– Fire 05.23.16 (16-17 policy year)
–Windstorm 09.11.17 (17-18 policy year)

• Fire Damage – nothing paid – still open
– Subrogation issue allegedly

• Wind Damage- very little paid - still open
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Case Study 5

Case Study 5

• Forced Place Cover by Bank holding Mortgage
– Policy non-renewed due to “damaged buildings” 

on February 26, 2018.
– Considering some form of Builders Risk

• Insured cannot/will not get repairs started
– Lack of cooperation?
– Inability to contract for repairs?

Case Study 5

• Ordinance and Law Coverage – Time Element
Rebuilding to code can extend the timeline to rebuild, increasing the 
amount of time the business is in a period of restoration.  Standard BI 
forms typically exclude the extended period of time attributable to 
building code upgrades.  Some carriers will offer a time-element 
component to the Ordinance and Law Coverage Form

• Demand Surge
The increased demand for materials and labor after a catastrophic event 
– known as Demand Surge – can drive up the cost of rebuilding.  Some 
carriers now make available a new optional coverage that provides as 
additional amount of insurance specifically to address the cost of 
Demand Surge.
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Case Study 6

Stand Alone Business Income Cover Forms
1.  Difference-in-Conditions Form – Spoilage
Insuring for perils other than direct physical damage to 
building and/or Mechanical Breakdown.  Power Outage 
(definition is key) NOT related to a covered peril for direct 
physical damage at the insured premises.  Oncology Meds …
$350,000 limit
$50,000 deductible
$35,000 annual premium

Case Study 6

Stand Alone Business Income Cover Forms
2. Civil or Military Authority Extension … coupled with 
Utility Services Interruption
Bed and Breakfast on an Island – concern was mandatory 
closure of bridge (lack of access) resulting in loss of booked 
revenue.  Lloyd’s market offered appropriate wording under 
their Civil or Military Authority Extension … coupled with the 
Utility Services Interruption (Business Income).

Case Study 6

Stand Alone Business Income Cover Forms
3. Weather Guard Product
Works much like a Special Events Cancellation Policy.  
Provides stated amount of protection in the event of a 
measured event (to their parameters).
Coastal Hotel
$100,000 limit
$5000 deductible
$4200 annual premium
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Mandatory Takeaways

• Power Transmission Lines
• Reciprocal Agreements
• On-Demand Generator

– Prearranged delivery of sufficient power
– Requires preinstalled transfer box
– Mechanical Breakdown protection

• Three (3) Point Focus
– Perishable Items
– Short Term Recovery
– Long Term Recovery

Conclusion … Wrap-up

Questions??


