Insurance Glossary of Terms

ACCOUNTS RECEIVABLE 

Funds due to the Association; their receipt or replacement of the records of that which is due may be covered in an insurance policy. 

ACTUAL CASH VALUE/ ACV 

ACV is the depreciated value of property and is normally representative of the remaining useful life of the property in question. ACV will not replace the property. Unlike accounting practices, the insurance industry depreciates from the current replacement cost rather than the original cost. 

ADDITIONAL INSURED (AKA ADDITIONAL PERSON INSURED) 

A person or entity, other than the Named Insured, who may be protected by some of the terms of the policy. The additional insured may be a spouse, member of the family, unit owner, committee member, officer, or real estate manager.

ADDITIONS AND ALTERATIONS 

See Improvements and Betterments for an explanation of this term. While the terms are not identical, they are often usually interchangeably. 

ADVERTISING INJURY/ AI

AI responds to slander, defamation, and similar injuries when made in written or published form. This could occur in an association newsletter. 

AGENT 

An individual who acts as the representative of another. In contrast to a broker, an insurance agent represents the interest of the insurance company, not the community association. 

AGGREGATE 

The aggregate is the maximum limit that will be paid during a specified period of time, normally the term of a policy. It is most often found in liability policies. 

AGREED AMOUNT 

A clause in a property policy, which waives the co-insurance clause. With it in place, the policy can be expected to pay the stated limit on the policy. Those policies that do not have a co-insurance clause do not need agreed amount clauses. 

ALL-IN BASIS 

A policy that provides property coverage, which insures common elements, units, and unit owner improvements and building upgrades. The term varies from company to company; therefore we advise reading the policy provisions carefully. 

ALL RISK - (SEE SCOPE AND SPECIAL FORM) 

This term is rarely used today since it implies that all risks are covered when they are not. The intent is that the policy covers all except those which are specifically excluded or limited. Today "Special Form" or "Risk of Direct Physical Loss" is the preferred terminology. 

ASSOCIATION INSURANCE POLICY* (AKA MASTER POLICY) 

A written contract combining liability and property protection into one document and designed to cover common areas of a community association, usually including the structure(s), and take precedence over unit owners’ policies.

AUTOMATIC COVERAGE 

Coverage that is included without being specifically selected or charged for. 

AUTOMATIC INSURED 

Those entities or individuals who are provided with limited insured status in a liability policy without being specifically added. Normally their relationship is a close one to the Named Insured, e.g. as directors, employees, or property manager. 

AUTOMOBILE POLICY (AKA VEHICLE POLICY) 

An insurance policy that protects an automobile or other land vehicle and its usage. It may be incorporated into a package or other program, but usually is independent. Association policies usually include Hired and Non Owned Automobile Coverage, even when no vehicles are owned; this coverage may or may not be included on an automobile policy. 

BACK UP OF SEWERS AND DRAINS (ALSO SEE FLOOD) 

A condition in which water (possibly plus other materials) enters a premises through a drain or sewer because of blockage or super saturation.

BAILEE’S COVERAGE (SEE RECEIVING ROOM COVERAGE) 

Insurance purchased by an entity such as an Association to pay for loss or damage to property of others within the care of the entity. A typical case would be in an Association that had a receiving room or that accepted deliveries for a unit owner at the gatehouse or front desk.

BARE WALLS 

A term used to describe a property policy that insures just the common elements and provides no coverage for the interiors or contents of a unit. 

BASIC FORM 

See Cause of Loss for explanation. 

BINDER 

A form providing temporary proof of insurance pending the issuance of the actual policy. It must be in writing and is not a full contract of insurance. 

BLANKET BOND COVERAGE 

A bond form with a per loss limit in which a group of individuals are covered without specific identification or naming. [See Blanket Employee Dishonesty and Crime.] 

BLANKET COVERAGE (ALSO SEE MASTER POLICY) 

A form of property coverage in which multiple units or buildings are insured with one single limit and on one form rather than having separate scheduled limits for each building or separate policies for each. In an Association such a form provides some margin of error in limits used and is to be recommended. 

BLANKET EMPLOYEE DISHONESTY (SEE CRIME, FIDELITY COVERAGE) 

Another term for crime or fidelity coverage. The form provides protection to the insured against losses that result due to theft or misappropriation of funds or other property by employees. This coverage is mandated by the secondary mortgage market, some state law, many CC&Rs, and good business judgment. It is strongly recommended that the definition of insured be modified to include Directors, Officers, and certain volunteers. 

BLANKET VALUE (ALSO SEE BLANKET COVERAGE)

Limit used when blanket coverage is in place. 

BODILY INJURY 

A term defined within a CGL policy, this is part of the coverage offered and refers to bodily injury, sickness or disease suffered by a person and includes death. The term is distinct from Property Damage and Personal Injury. 

BOILER AND MACHINERY INSURANCE (AKA MECHANICAL BREAKDOWN) 

This form provides physical damage coverage for certain sudden and accidental events that originate inside the machinery or electrical apparatus, such as mechanical breakdown or electrical arcing. The coverage will also include damage caused by explosion of steam boilers. With changing technology, the coverage more common applies to elevators, generators, chillers, alarm systems, transformers, and other electronic gadgetry. 

BOND See Crime and Blanket Bond for an explanation. 

BROAD FORM 

A form of property insurance described under Cause of Loss. 

BROKER 

An individual or firm representing an insured rather than a company and acting on behalf of the customer. See Agent. 

BUILDING ORDINANCE OR LAW (AKA OPERATION OF BUILDING LAWS) 

This coverage pays for additional construction costs incurred as the result of local building laws. It contains three coverages, which may be provided separately or together: 

* Demolition pays to demolish the parts of the building which were undamaged in the loss but which have to be torn down due to building codes. Similar coverage is provided as Debris Removal for those portions that are damaged by a Covered Cause of Loss. 

* Increased Cost of Construction pays to bring a building element up to current codes. For example, this could pay to replace aluminum wiring with copper, to add sprinklers, or to upgrade fire rated doors. 

* Loss of Value or Contingent Liability pays for the cost of replacing that part of the building which was not damaged by the loss but which must be torn down due to code requirements. 

CARE, CUSTODY, & CONTROL 

A phrase which describes the fact that certain property belonging to one party is held by another, voluntarily, and under the second party’s control. Normally such property is limited within a property policy, unless specifically increased, e.g. with Bailee’s Coverage. 

CASUALTY INSURANCE 

The type of insurance that is primarily concerned with the legal liability for losses caused by injury to persons or damage to property of others. Contrast with Property Insurance. 

CAUSE OF LOSS 

Formerly know as "peril", cause of loss is the sudden and accidental event, which starts the damage to the insured property, e.g. fire, windstorm, earthquake, and war. Only certain causes of loss are insured. Policy forms use two techniques to distinguish insured from uninsured causes of loss. One has been known as "Named Peril" or closed, because it lists the causes of loss, which it insures. This includes the basic and broad forms below. The second technique formerly was known as "All-Risk" and is sometimes called "Risk of Direct Physical Loss". This form covers all causes of loss except those specifically limited or excluded. 

BASIC FORM

This includes the fire policy (fire and lightning), EC or Extended Coverages (includes riot, explosion, vehicles, smoke, hail, aircraft, and wind), as well as VMM (Vandalism and malicious mischief). 

BROAD FORM

This includes all of the Basic Form plus water escaping from plumbing systems, certain damages from collapse, falling objects, weight of snow, ice or sleet, and breakage of building glass. 

SPECIAL FORM

This form (also known as "all risk", "Open cause of loss", or "Risk of Direct Physical Loss") includes coverage for accidental, direct physical loss from any event that is not specifically excluded or limited. The exclusions vary from company to company; many use Customized Forms. Such forms are subject to a standard set of exclusions including war, nuclear accidents, vermin and rodents, wear and tear, settling, flood and earthquake, landslide, and errors in construction and design. Some such exclusions can be removed by endorsement or purchase of policy forms such as DIC. (See DIC) 

CLAIM RESERVE 

Amount defined by an insurance company as the expected payment on a particular claim. This amount is normally included in calculation of the Loss Ratio. 

CLAIMS MADE LIABILITY 

One of two forms of coverage trigger for liability. The policy covers claims made or presented only during the time the policy is in force. That time may be extended or limited by a "tail" or "retroactive date". Typically once the period covered has expired the next policy, if also a claims made form, will cover the acts which occurred in the prior period but were not reported until the current period. This form is typically used for D&O policies and certain types of high exposure general liability coverages. This form limits exposure for the insurance company. Care is required in switching between the forms. 

CO-INSURANCE (ALSO SEE AGREED AMOUNT) 

This is a mechanism used to involve the insured as a co-payer in the event that the limit of insurance on a particular property is not equal to full replacement cost or some defined percentage of replacement cost. It is designed to avoid underinsuring a property and to penalize an insured should a property be underinsured by paying on a proportionate share of a loss. Such an endorsement should be avoided in community association insurance. 

COMMERCIAL GENERAL LIABILITY/CGL 

This type of liability is normally part of the Association’s package or master policy. It includes four kinds of legal liability: bodily injury, personal injury, advertising injury, and property damage. In addition, it provides medical payments. When one of these legal liabilities is alleged, CGL provides the Association and other named insureds with defense and damages. It does not include wrongful acts. It was formerly referred to as Comprehensive General Liability. 

COMPUTER FRAUD 

A possible source of loss that may be covered by certain insurance policies, either multiperil policies or special form such as EDP. In essence the insurance pays for losses that result by illegal use of computers for theft or other damages. The cover will not pay for Y2K losses. 

CONTRACTUAL LIABILITY 

Liability that arises from the breach of a written or oral contract. All insureds should exercise care because the definition of an insured contract in an insurance policy is quite specific and will not include many incidents of breach and many forms of contract. 

COVERAGE TRIGGER 

Liability coverage can be triggered in two ways, either occurrence or claims made. (See these terms for definitions.) The coverage trigger determines which liability policy will respond to a claim. 

COVERED CAUSE OF LOSS (AKA PERIL) 

These are the accidents for which coverage is provided. Perils include events such as fire, windstorm, and leakage and seepage. Such causes of loss may be included in policies either as "open" or "closed". See Cause of Loss for further description of these forms. 

CRIME 

This term references the coverage also know as employee dishonesty or fidelity bonds. These are designed to protect the insured against theft, embezzlement, or other misappropriation of Association funds or property by the Association employees, or other defined parties. Also included in crime coverages can be Money and Securities and Depositors’ Forgery. 

CROSS LIABILITY 

This refers to the endorsement or other policy language that provides defense when one insured party sues another. Normally a policy covers only actions by "others"; in Community Associations parties that are both insureds may have separate interests and thus merit this extension of coverage. 

DAMAGE BY THE ELEMENTS 

A descriptive phrase often found in insurance policies referring to losses caused by weather or other natural forces. 

DEBRIS REMOVAL 

This coverage pays to remove damaged property, up to the state policy limits for such removal, and must result from a Covered Cause of Loss. 

DECLARATION PAGE 

This page(s) provides the key information defining the insured property, including the name of the insured, the location of the insured premises, the time period of coverage, and the limits provided for a particular policyholder. Other parties whose interests are protected, e.g. lenders and additional insureds, may be listed. This page normally also lists all the policy forms and endorsements that are part of the policy, through a list of the relevant numbers. 

DEDUCTIBLE 

An amount specified in the insurance policy, that the insured must pay before the policy responds to a claim. 

OCCURRENCE DEDUCTIBLE 

Applies the deductible amount to the entire loss, including all damaged property. For example, if the policy covers ten buildings and seven are damaged in a tornado, only one deductible will apply. 

PER BUILDING DEDUCTIBLE

Applies the deductible to each damaged building individually. For example, if three buildings are insured on the policy and each is damaged by a windstorm, a separate deductible will apply to each building. 

PER UNIT DEDUCTIBLE

Applies a separate deductible to each unit damaged. For example, if ten units are damaged by ice damming, each unit will pay the stated deductible. 

DEFENSE COSTS 

These are that portion of the CGL policy that applies whether or not the claim is legitimate and well founded. These costs may be part of the total stated policy limits ("defense inside limits") or may be in addition to the stated policy limits ("defense outside limits"). Auxiliary 

charges may be included with defense costs. 

DEMOLITION COSTS 

That portion of Ordinance or Law coverage that pays to destroy the undamaged portion of the premises, when mandated by local ordinance. See Building Law definition. 

DEPOSITOR’S FORGERY 

This form of crime coverage insures against losses from altered checks. 

DETACHED SIGNS 

Signs located away from the designated premises. They may or may not be part of the Covered Property. 

DIC (DIFFERENCE IN CONDITIONS) 

An endorsement that can be added to a policy to expand the Causes of Loss covered. Typically such an endorsement would add flood or earthquake insurance. 

(SEE INDEPENDENT AGENT DIRECT WRITER EXCLUSIVE AGENT) 

These terms refer to an insurance company whose agents are company employees. Such a company is in contrast to those who use "exclusive agents" or who work through "independent agents". 

DIRECTORS AND OFFICERS LIABILITY/ D&O 

Coverage for the alleged wrongful acts of insured parties, normally Board members, officers, volunteers, and possibly the Association itself. Such acts can include errors in judgment, breaches of duty, and wrongful acts in carrying out prescribed duties. The coverage is distinct and separate from CGL. It may be extended to employees and property managers. Many policies exclude defense and damages for decisions relating to the purchase of insurance. 

DISCOVERY PERIOD 

The period of time allowed to identify and report to the insurance company losses occurring during the policy period. 

ELECTRONIC DATA PROCESSING (EDP) EQUIPMENT 

A form of Covered Property of increasing importance to community associations and including items such as computers, terminals, and printers. 

ELECTRONIC DATA PROCESSING MEDIA 

A form of Covered Property that includes the materials on which data is recorded or retained, e.g. disks, tapes, and CD ROMs. 

ELEVATOR COLLISION 

Coverage for damage caused by the collision of an elevator, regardless of fault. The damaged property may be Personal Property, building, or the elevator itself. 

EMPLOYEE BENEFITS LIABILITY 

Coverage that provides defense for Insureds who are charged with having breached their obligations to provide benefits appropriately to their employees. 

EMPLOYEE DISHONESTY See Crime for a definition. 

AKA FIDELITY BOND COVERAGE EMPLOYERS’ LIABILITY 

Legal liability imposed on an employer requiring responsibility to pay damages to an employee injured by the employer’s negligence and normally imposed by common law in contrast to the liability imposed by the Workers’ Compensation law. This coverage is Part B of the Workers’ Compensation policy form. EL comes into play when WC Coverage A is not applicable. 

EPL (EMPLOYMENT PRACTICES LIABILITY) 

A form of liability that arises by virtue of having employees and the responsibility for how they are treated. Common examples are failure to pay retirement funds in a timely fashion and failure to inform employees accurately of their health insurance rights. 

ENDORSEMENT 

This is a rider or other statement or form, which is added to an insurance policy to modify the terms or other provisions of the policy. The endorsement may or may not incur an additional premium if added. 

EQUIPMENT AND MACHINERY (SEE BOILER & MACHINERY, MECHANICAL BREAKDOWN) 

An insurance coverage against sudden and accidental loss arising from the operation of boilers and machinery including the operation of pressure, mechanical, and electrical equipment. Coverage may be extended to consequential loss and to loss of use. The traditional term, B&M, has been replaced with Mechanical Apparatus to reflect modern equipment, much of which is electronic. 

EXCESS AND SURPLUS LINES 

A term used to describe insurance purchased to cover risks for which coverage is not available through normal or typical insurance markets. Normally a specialty broker is involved. 

EXCESS LIABILITY 

An insurance form, which increases the total amounts of liability coverage available through a particular policy, but does not change any of the terms and conditions of the policy. For example, an excess Liability policy may increase the package policy limits from $1,000,000 to $5,000,000. 

EXCLUSION 

Language in a policy, which specifically identifies a Cause of Loss or Property, which is not covered by the policy. 

EXTENDED BODILY INJURY See Bodily Injury. 

This describes an insurance coverage which provides defense and damages when an insured, including an employee or a manager, injures a third party while acting to protect the premises or those on the premises. 

EXTENDED REPORTING PERIOD (AKA TAIL) 

A designated period beyond the time period of the policy during which a claim can be reported and will be defended by the insurance company. The term is commonly applicable to Claims Made policies; a tail should be considered whenever an Association changes insurance companies or agents. 

EXTRA EXPENSE 

An insurance payment that assists an insured entity in continuing to operate at costs in excess of normal operating costs. For example, for an association whose management office is damaged by fire extra expense may pay the cost of renting additional temporary office space. 

FELLOW EMPLOYEE COVERAGE 

Extends Bodily Injury coverage to one employee when caused by another. 

FEMA/FIA 

Federal Emergency Management Agency/ Federal Insurance Administration. The Federal agency that provides and administers flood insurance under the National Flood Insurance Program (NFIP). 

FIDELITY BOND

A formal agreement under which an employer would be reimbursed for loss, up to an amount specified, that may result from a dishonest act of covered employee occupying a position of trust. Community associations may purchase fidelity insurance to protect themselves from theft by residents or managers. 

FIDELITY COVERAGE See crime for an explanation of this coverage. 

FIDUCIARY/ FIDUCIARYRESPONSIBILITY 

This term refers to a role of care, responsibility, and trust that one individual or entity has for another, often relating to the handling of financial transactions. Within community associations the term is commonly used to refer to the Board of Directors carrying out their functions for the Association. Insurance protection for that fiduciary role is found in a combination of Directors and Officers Liability and Fidelity Bond coverage. 

FINE ARTS 

Personal possessions of the insured that have intrinsic value and typically are high valued. The Coverage may be found in or added to most multiperil packages and personal lines packages. 

FIRE LEGAL LIABILITY See Legal Liability. 

This coverage provides protection when a fire caused by or held to be the responsibility of the insured damages the property of another; typically rented to the insured. 

FLOOD 

A cause of loss that arises from water overflowing its banks or gathering on the surface of a property. In certain forms, it may be broadened or may overlap with what is included in "Broad Form Water" coverages. Coverage may be obtained directly from an insurance company, but more typically from NFIP (also see). 

GARAGE LIABILITY 

Coverage providing defense and damages for any Bodily Injury or Property Damage that is caused by an accident and resulting from garage operations. 

GARAGEKEEPERS’ LEGAL LIABILITY INSURANCE 

Coverage provided for insured’s legal responsibility for vehicles not owned by the insured but left in the care, custody, or control of the insured, most commonly for attendant or valet parking. 

GUARANTEED REPLACEMENT COST/ GRC 

A form of property coverage in which the insurance company agrees to replace damaged property even if the cost to do so exceed the limit stated in the policy or the underlying rating basis on which the premium is calculated. This extension may be conditional on an approved appraisal and reporting of improvements to the building(s). 

HIRED AUTO (ALSO SEE NON-OWNED AUTO) 

A vehicle rented by the insured for the insured’s own use. Special coverages are required to protect both the driver and the vehicle and are usually grouped to form Hired and NonOwned Auto Liability. This coverage is excess of the primary vehicle coverage. 

HO-3 

A policy form which includes coverage for the structure as well as its contents, loss of use, and personal liability; the dwelling and related structure is on an "all risk" basis. Normally this is used by homeowners. Those who live in Homeowners Associations should increase the $1,000 sublimit for loss assessment coverage in their policies. 

HO-4 

A policy form designed for purchase by a renter. It insures the tenant’s personal property or contents on a broad form basis and includes loss of use and liability. The 

Tenant’s betterments to the building may be increased above the sublimit in the policy. 

HO-5 

Some companies use this form to provide homeowners insurance both for the structure and the personal property on a special form. 

HO-6 

The common term for a policy which a unit owner or shareholder buys to cover his/her personal property, personal liability, and building elements such as decorating and 

improvements and betterments. The coverage also includes loss assessment coverage against special assessments from the Association. The coverage may be written on a special or broad form and may or may not be on a replacement cost basis. 

HO-6A 

Same as the above, but on a special form and normally includes broad form water coverages such as the back up of sewers and drains. 

HO-7 

Similar to an HO-3 policy form for homeowners, but written on a special form and including replacement cost and other extended coverages. 

HOLD BACK 

When a replacement cost policy is triggered due to a loss, most policies pay the actual cash value of the lost or damaged articles immediately and then the full replacement cost once the repair or replacement is done. The difference between these two limits is called a hold back. 

HOLD HARMLESS 

An agreement form which shifts liability inherent in a situation; one party holds another free of liability for the consequences of a relationship. 

HOST LIQUOR LIABILITY 

The term referring to the coverage provided for that legal liability of the Association and relevant individuals, such as Directors, arising from bodily injury or property damages that result from the serving of liquor. Events or activities that involve exchanges of money or which may be subject to licensure normally fall outside of the scope of "host". 

IMPROVEMENTS AND BETTERMENTS (AKA ADDITIONS AND ALTERATIONS) Normally refers to material changes made in a unit or residence beyond the developer’s standard. Such changes include addition of upgrades, special flooring, added paneling, etc. Clarifying what these items are and how they are insured is critical because CC&Rs and master policies vary considerably in how these are handled. These items are not to be confused with the term improvements when it refers to any additions to raw land. These normally would fall within the responsibility of the Association to insure, unless specified otherwise in the CC&Rs.

INCIDENTAL MEDICAL MALPRACTICE 

A portion of the CGL policy that is triggered if a covered party or the Association were to be sued because they tried to provide "Good Samaritan" help or other medical first aid type care and were not professionals in the medical field. 

INCREASED COST OF CONSTRUCTION 

The incremental cost attendant to bringing a particular building element up to current building code when that code is different from a "like, kind, and quality" replacement of what existed at the time of a loss. 

INDEMNIFICATION

A condition, usually contractual, of being protected against possible damage, loss, or suit. 

INDEMNIFY 

To compensate a party for an actual loss sustained and restore that party to the condition that existed before the loss occurred. That is the intent of an insurance policy. Replacement cost coverage is essential to assure that the property will be restored with "like, kind, and quality." 

INDEPENDENT AGENT 

An insurance agent who represents multiple carriers and yet is not controlled by any of the carriers. This agent is to be contrasted to a direct writer and an exclusive agent. 

INFLATION COVERAGE 

A portion of a property policy, which adjusts the dollar limit of the policy to keep pace with inflation. An appropriately drafted endorsement will increase the policy limit periodically and reduce the potential of a building being underinsured. 

INLAND MARINE 

Coverage for any type of property that is in some way related to transportation. Today is used for all sorts of movable property, which may be scheduled and often carries a lower deductible than the building insurance carries. 

INSURABLE INTEREST 

This is the condition of having a risk of financial loss if the insured property is damaged. Without it, recovery under an insurance policy can be voided. Careful examination of the insurable interest is important when master or blanket policies are being written on community associations. 

INSURANCE TRUSTEE 

An individual or entity, often a bank, which acts on behalf of an insured party, usually the Association, to assure proper collection and management of claims payments. 

LEASEHOLDER (AKA SHAREHOLDER) 

In a cooperative the individual resident does not own his or her unit or apartment, but rather owns a share or shares in a corporation, shares that are represented with a lease that allows the leaseholder to occupy a designated apartment. 

LEGAL LIABILITY 

Liability arising from the law. See Liability. 

LIABILITY 

Liability arising from the law, from a contract, or from some other agreement. In insurance the term commonly refers to the liability that an individual has if he or she should negligently injure another party. Liability insurance protects the insured against claims from other parties for specified claims. 

LIQUOR LAW LIABILITY 

Liability that arises as the result of serving or selling alcoholic beverages to third parties and that beverage consumption results in Bodily Injury or Property Damage to third parties. 

LOSS ASSESSMENT 

A coverage included in personal lines policies, which helps to pay for any special assessments levied against the unit owners of the Association. While the coverage details vary, typically the loss must be insurance related, on a peril that would be covered by the policy, and requires assessment against all residents, not just one. The coverage is triggered at the time of the assessment, rather than of the incident that led to the assessment. 

LOSS OF ASSESSMENTS 

A policy coverage that reimburses an Association for funds not collected from unit owners, whether or not mandated by the CC&Rs. Normally it applies only when an insured loss has led to the nonpayment; the carrier does not intend to become a collection agency for the Association. If mandated, the insurance company will assume the collection rights of the Association. The benefit of this coverage is a protection of the cash flow of the Association immediately after a loss. 

LOSS OF INCOME 

An insurance coverage designed to reimburse the association for income that is lost as the result of the occurrence of an insured peril. 

LOSS OF RENTS 

An insurance coverage designed to reimburse the association in the event that normal and expected rental income cannot be collected because of the occurrence of an insured peril. 

LOSS RATIO/ LR 

A measurement that an insurance company uses to determine the profitability of an Association. The LR is typically the sum of the actual amounts paid out due to losses plus any existing reserves, divided by the premiums collected for that time period. This "pure loss ratio" does not take into account any carrier adjustment expenses or defense costs. A loss ratio may include Loss Adjustment expenses. However, the "Combined Loss Ratio" also adds in the company’s operating expenses. More reliable loss ratios cover at least 3 years. 

MAINTENANCE FEES AND ASSESSMENTS 

An insurance cover designed to reimburse an association for those monies it would normally collect as maintenance fees and assessments but which it has not collected because of the occurrence of an insured loss. Normally the carrier that pays for such a loss will also be subrogated to the rights to seek collection of those monies from the entity or individual that owes them. 

MANAGING AGENT’S RIDER 

An endorsement to an insurance policy that names the property or community association manager as an additional insured for their activities relating to the association involved. Typically it is recommended for General Liability policies and for Fidelity Bond coverages. 

MASTER POLICY (AKA BLANKET POLICY) 

A package insurance policy which encompasses an Association’s property and liability exposures and typically includes the structures on the premises, all with a single limit. Additional coverage is normally needed to satisfy all of an Association’s exposures. 

MECHANICAL BREAKDOWN (SEE BOILER AND MACHINERY) 

Because of the change in the equipment used in many structures and because of the expansion of what is covered by such policies, this term is more current and appropriate for what has traditionally been known as a "Boiler and Machinery policy". 

MEDICAL PAYMENTS (AKA PREMISES MEDICAL PAYMENTS) 

An incidental coverage included with most General Liability policies, to pay for medical costs incurred by a guest on the premises who sustains Bodily Injury on those premises. No question is raised as to whether negligence was involved on the part of the Association. Premises medical payments may or may not be extended to residents of an Association. 

MONEY AND SECURITIES 

A form of crime coverage that pays for the robbery or burglary of money or equivalent property. 

NAMED PERIL 

A cause of loss specified in the policy or a type of policy that covers only those causes listed. See Cause of Loss for further explanation. 

NATIONAL FLOOD INSURANCE PROGRAM/ NFIP (ALSO SEE FLOOD) 

Flood insurance is provided for residential and non-residential buildings and their contents from FEMA/ FIA through insurance companies and agents. The coverage is available for condominium and cooperative associations, HOAs, and PUDs on their buildings on their buildings and commonly owned contents. Flood insurance is also available to unit owners for any portion of the building they own outright together with their contents. For more details, see your property insurance company or agent, call the NFIP @ 1-800-638-6620, or visit FEMA’s web site @ www.fema.cov.nfip. 

NEGLIGENCE 

Failure to use the degree of care which an ordinary person of reasonable prudence would use under given circumstances. Acts of either omission or commission or both may constitute negligence. 

NO CONTROL ENDORSEMENT 

An endorsement to a policy that provides that the insured entity is not denied covered because of the actions of one of its members, actions that are beyond the control of the insured entity. An example is the payment of a fire claim even if the fire is started by a member of a unit owner’s family. 

NON-OWNED AUTO (ALSO SEE HIRED AUTO)

Part of the CGL that covers the association for suits arising from auto accidents which occur when a driver of a car that the association does not own gets involved in a vehicle accident while on an errand for the association. The association may be named as a defendant since it indirectly contributed to the loss. 

NONWAIVER 

An agreement between an insured and an insurer that a claim defense is being undertaken but without agreement that coverage is due. Usually the insured gives up some rights in exchange for the insurer undertaking the defense. 

OCCURRENCE 

An incident or event that triggers coverage in an insurance policy. 

OCCURRENCE POLICY 

This policy form responds to a claim regarding an event that occurred during the policy period, regardless of when the claim is filed. In theory an occurrence policy responds to a claim whenever it is made. However, some such policies have reporting period restrictions that can limit coverage. This form is typically used for CGL policies. See coverage trigger. 

OPEN CAUSE OF LOSS See Special Form for a complete definition. 

OPERATION OF LAWS See Building Ordinance Coverage. 

OTHER INSURANCE 

This term generally refers to the language within a policy that describes how the policy interfaces with other coverage that may apply to the same property or the same loss. In some cases, one coverage is excess of another. In others both are pro-rata. Within associations, the master condominium policy is normally primary to the coverage carried by the unit owner. 

OWNERS AND CONTRACTORS PROTECTIVE/ O&CP 

A policy which protects an insured against losses caused by the negligence of a contractor or subcontractor that he hires. The coverage may also be referred to as Independent Contractors Insurance. 

OWNERS, LANDLORDS, AND TENANTS/ OL&T 

A form of insurance that protects an owner when another entity sustains bodily injury or property damage as the result of the operation of the defined premises. Investor owners in an association typically carry such coverage, though it is more limited in scope than that available in a package policy or as an extension from the homeowner’s policy. 

PACKAGE POLICY 

A policy that groups into one contract two or more coverages that could have been provided in separate policies. 

PERIL 

The cause of a possible loss, such as collision, fire, earthquake, windstorm. This term should not be confused with risk or with hazard. See Covered Cause of Loss for more detail. 

PERSONAL EFFECTS 

The property of an individual covered by the policy in question. Normally refers to items such as clothing, furniture, and jewelry. 

PERSONAL INJURY 

A term used to describe one of the General Liability coverages, other than Bodily Injury, which includes libel, slander, false arrest, wrongful eviction, and invasion of property. The definition is usually quite specific in each policy and merits reading. 

PERSONAL PROPERTY OF OTHERS 

Property belonging to individuals or entities other than the insured, which is covered by the policy. Normally property in the "care, custody, and control" of the named insured is explicitly excluded. This coverage will extend coverage to such property. 

POLICYHOLDERS’ SURPLUS 

The amount over and above liabilities available for an insurer to meet future obligations to its policyholders. In the case of a mutual insurer, it is the whole equity section of the balance sheet. In the case of a stock insurer the equity section is divided into two parts, the stockholders’ surplus and the policyholders’ surplus. 

POLLUTANT CLEANUP AND REMOVAL 

Cost that results from a requirement that the insured remove chemical or other irritants or contaminants from premises whether brought onto the site by a third party or already on the site. Some policies have limited coverage for this exposure. 

POLLUTION COVERAGE 

An insurance coverage, which provides for damage done by pollution, as defined in the policy. The pollution damage may be property damage or bodily injury for third parties that resulted from the operation of the Named Insured’s premises. 

POSITION BOND (ALSO SEE BLANKET BOND) 

A type of fidelity bond, which covers losses caused by the dishonesty of only those employees holding positions specifically named in the bond. 

PREMISES MEDICAL PAYMENTS See Medical Payments for a definition of this term. 

For associations the relevant issues are the limit per individual and whether or not association residents and owners are covered by this coverage. 

PRINCIPAL 

In a bond or surety, the principal is the one whose honesty, fidelity, or ability to perform is guaranteed. 

PRODUCTS AND COMPLETED OPERATIONS 

A form of insurance coverage which protects an insured against claims which arise out of products sold, manufactured, handled, or distributed. Coverage is applicable only after the product is sold and delivered to the buyer. The completed operations portion responds to claims resulting from activities or operations completed by the insured. 

PROFESSIONAL LIABILITY 

A form of liability that arises because the individual or entity involved has particular skills and train or has a particular role as a responsible party, often a fiduciary. Medical Malpractice insurance provides protection for the professional liability of a doctor or nurse dentist. Errors and Omissions insurance provides protection for certain other professionals, such as attorneys and accountants. Directors and Officers Liability insurance provides protection for the officers and directors of a Board. 

PROOF OF LOSS 

A formal and normally written statement capturing the information needed to demonstrate what was lost in a particular incident or event. Normally such a proof must be signed by the insured. 

PROPERTY DAMAGE 

A term defined in the CGL policy. It refers to damage done to someone else’s property or to liability for the loss of use of that property. 

PROPERTY INSURANCE 

This is the portion of the package policy, which insures against direct damage to one’s own property. For associations such property will normally include buildings, signs, antennas, and other such items. In order for such coverage to apply, that which was damaged must be defined as covered and the cause of loss must be included among the perils insured against. 

PROPERTY OFF PREMISES 

This term describes coverage extended to property owned by the insured but away from the defined premises, e.g. in storage in a facility away from the association premises. 

RECEIVING ROOM COVERAGE 

As described under Bailee’s Coverage and Bailee, this is a form of coverage to protect the insured against claims alleging loss or damage to property belonging to others but temporarily in custody of the insured. Within associations this may be dry cleaning left in a receiving room or a package left with a doorman. 

REINSURANCE 

A type of insurance that involves acceptance by an insurer, called a reinsurer, of all or part of the risk of loss covered by another insurer, called the ceding company. It is a way for an insurer to avoid having to pay large or catastrophic losses and to spread the risk among multiple companies. 

REPLACEMENT COST/ RC 

A form of valuation of property within a policy. With replacement cost the damaged property is repaired or replaced with "like kind and quality" of materials, but at today’s labor and materials cost, without deduction for depreciation. 

RESERVATION OF RIGHTS 

A statement by an insurer in which the insurer agrees to provide defense but does not agree (or deny) that it owes any payment on the claim. In essence, the company states that by providing defense it is not agreeing that monies are due and that it is proceeding to determine whether the claim involved is covered by the policy or not. In this circumstance, the insured may be left without funding at any time and may be asked to return any costs incurred. 

RESERVE See Claim Reserve. 

RETENTION 

The proportion of the risk which the direct or primary insurer retains on its own account or which is left for the insured party to pay. 

RETROACTIVE DATE 

Events that happened before the retroactive date are not covered by the policy. This most commonly occurs on D&O policies that are written on a claims made form. 

RIDER See Endorsement. 

SCHEDULED 

A listing, within an insurance policy, of covered entities. The schedule may be of buildings insured on a property policy or of individuals insured on a bond or of articles of jewelry covered by a floater. Generally a schedule is more limiting in coverage than is a blanket policy. [See Blanket.] 

SECTION I 

This is the portion of the multiperil policy that covers property. 

SECTION II 

This is the portion of the multiperil policy that covers liability. 

SELF-INSURED RETENTION (SIR) 

In general that portion of a loss that is assumed by the Named Insured. Specifically it is used in connection with Umbrella policies to describe what must be paid by the insured in the event that there is no underlying coverage for a particular loss. 

SEVERABILITY 

A condition of a policy, which allows one party covered by the policy to be separated from another without damage to the defense and rights of the other. The carrier must provide separate defense and indemnity to each of numerous insureds. This may also be referred to as SEVERABILITY OF INTEREST. 

SINGLE ENTITY See Scope of Coverage above. 

SPECIAL MULTI-PERIL/ SMP 

A business or commercial policy which combines into one contract a number of template forms and endorsements to provide coverages required by the insured. For associations, such a policy form may include property, liability, directors and officer’s liability, crime, hired and nonowned auto, and boiler and machinery. This form has been replaced by most insurers with the commercial package policy. 

SPECIAL FORM See Cause of Loss for explanation. 

SPRINKLER LEAKAGE INSURANCE

Protection against loss caused by accidental discharge of water from an automatic fire prevention sprinkler system. 

STOP GAP 

Term for Employers Liability coverage when provided in a State Fund Workers Compensation state. 

SUBROGATION (AKA TRANSFER RIGHTS OF RECOVERY) 

An insurance company’s contractual right to recover amounts it has paid to its policyholder from those responsible for the loss. Within an association, this may include the right to act against a tenant who causes a fire or to seek compensation from a contractor who damages the building while doing repairs on it. In most associations, a waiver of subrogation in favor of unit owners is required. 

SURETY 

One who guarantees the performance or faithfulness of another, often through a bond. 

TAIL See Extended Reporting Period. 

TORT 

A private wrong, not related to a contact and committed against an individual, which gives rise to a legal liability and is adjudicated in a civil court. A tort can be either intentional or unintentional. Liability insurance is purchased largely for unintentional torts. 

TRANSFER OF RIGHTS OF RECOVERY See Subrogation. 

UMBRELLA/ UMBRELLA LIABILITY 

A separate liability policy, which provides excess coverage after the Association’s CGL or other liability policies (e.g. D&O, owned vehicle, or workers’ compensation) are used up by paying claims. The underlying policies and limits will be stated in the umbrella policy. The policy may also "drop down" for certain liability coverages not excluded when there is no underlying coverage, and may be subject to a self-insured retention (SIR). Such coverage should be contrasted with Excess Liability. Umbrellas are usually written for million dollar increments of coverage. 

UNIT OWNER 

In a condominium, the owner of one of the units, who also has an undivided share in the common areas. 

VEHICLE POLICY See Automobile Policy above. 

WAIVER OF SUBROGATION 

A common requirement of association insurance policies. See Subrogation above. 

WATER DAMAGE INSURANCE

Protection against property loss caused by water, with certain exceptions. See Water Damages definition below. 

WATER DAMAGES (ALSO SEE BACKUP OF SEWERS AND DRAINS, FLOOD) 

A term that refers to accidental damage caused by water. Among the perils that may be included are broken or frozen pipes, back up of sewers and drains, leakage and seepage, wind driven rain, surface water, and the overflow of a body of water. Coverage for water damage varies widely. 

WORKER’S COMPENSATION 

This policy pays for the medical bills, lost wages, and certain other benefits for injured employees. State laws define when such coverage may be required and vary widely as to when an association will be deemed to be an employer. Many associations will carry such coverage even when they have no employees in order to avoid being held responsible for an incidental employee, a subcontractor who does not have his/her own coverage, or a volunteer acting as an employee. A portion of the policy provides employer’s liability coverage also. 

WRONGFUL ACTS 

This is the basic covered injury or damage in a D&O policy. Such acts include unintentional negligent acts, omissions or breaches of duty, or errors relating to the operation of the community association. What is a wrongful act varies from policy to policy. Some D&O policies add advertising injury and personal injury to wrongful act coverage. 

These definitions are drawn from CAI’s Industry Terminology listing. Special thanks are given to all the members of the Community Association Institute’s Insurance and Risk Management Professional’s Committee for their input in drafting and editing this glossary. Particular thanks are due to Barbara Wick, Lori Long, and John Hebden. 

