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THE Business Income 
Exposure: Properly Insuring the 

MOST Important Property 
Exposure

Christopher J. Boggs, CPCU, ARM, ALCM, LPCS, AAI, APA, CWCA, CRIS, AINS
Executive Director Risk Management and Education

Topics for Today

• Four Key Concepts
• Conquering the Business Income Worksheet
• Calculating Limits
• “Insurable” vs. “Compensable” Business Income
• Extended Business Income
• Dependent Property Coverage (Contingent Business Income)

Four Key BI Concepts
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Four Key Business Income Concepts

• Business Income

• Period of Restoration 

• Operational Capability

• “Time Doctrine”

“Business Income”

Net Income (Net Profit or Loss before income taxes) that would have 
been earned or incurred; and [PLUS]

Continuing normal operating expenses incurred, including payroll

“Net Income”

NOT defined the same as it is within the world of finance!

• Business Income Form: “Net profit (or loss) before income taxes”

• In finance/accounting, “net income” means: “Gross revenue minus 
all business and production-related expenses”

If the risk is classified as a manufacturing operation, this amount 
includes the sales value of production!
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“Continuing Normal Operating Expenses”

• Normal operating expenditures that continue (in whole or in part) 
during the time the operations are discontinued due to a direct 
property loss.

• Includes payroll, unless reduced or altered by endorsement (CP 15 10)
• Non-continuing operating expenses are not included within the 

definition of “Business Income.” 
• It is not necessary to know which operating expenses will or will NOT 

continue when developing the business income limit

“Period of Restoration” 

• Time period beginning after the direct physical loss or damage and 
ending on the earlier of: 

(1) the date the property 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.

2 Key “Period of Restoration” Requirements

• Direct physical loss/damage to the insured property itself; and

• The damage must be caused by a “Covered Cause of Loss”
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4 Period of Restoration Objectives

1. Repair or rebuild the insured structure or find an alternative 
permanent location

2. Locate, purchase, install and have operational replacement 
machinery and equipment

3. Replace or replenish stock

4. Return as quickly as possible to the same level of “operational 
capability” existing just prior to the loss

“Operational Capability”

• This term is not found in the business income policy, but it defines the 
end of the period of restoration

• An entity’s ability to operate at or as nearly as possible at pre-loss 
sales or production levels

• Operational Capability can be accomplished by repairing or rebuilding 
the current location; or by finding a new permanent location

“Time Doctrine”
• Terminology is not found in the policy

• “Business Income” losses are settled based on the coverage limit
purchased

• The Coverage limit is based on two factors
• The 12-month business income exposure; and
• The worst-case “period of restoration” 

• The Key to business income is the correct estimation of time
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“Time Doctrine” Defined

All business income losses are settled based on the coverage limit 
purchased. An accurate business income coverage limit calculation 
depends on the legitimate estimation of the worst-case period of 
restoration. Estimating the worst-case period of restoration 
necessitates understanding the time required to accomplish the 10 
steps within the four “period of restoration” objectives. The key to 
business income is the correct estimation of time.

Conquering the Business Income 
Worksheet

Why Underwriters Need the CP 15 15

• Time Element’s Equivalent of the Commercial Property Schedule.

• Nothing More than the Starting Point in the BI Underwriting Process

• Designed to Help the Insured and Agent Develop the 12-month 
estimated BI Exposure
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Worksheet Details
Four Columns

• Two for Manufacturing
• Two for Non-Manufacturing

Can be Divided into Two Halves
• First two columns request information about the year ENDING
• Second set of columns requests information about the UPCOMING year (estimated data)

The Most Important Column – the ESTIMATED column

Most of the Information for Completing the Worksheet can be Found in the Year-End Income 
Statement 

Does not always follow GAAP

Step-by-Step Guide – Page 1 Information Page
• Accrual Basis: The BI worksheet is to be 

completed using the accrual basis of 
accounting. If the insured uses Cash Basis, 
the data must be converted to accrual basis.

• Agreed Value: If the Agreed Value coverage 
option has been chosen, the insured must 
provide requested info and sign.

• BI Premium Adjustment (CP 15 20): If this 
endorsement is used, the insured must 
certify the information provided in the 
form. Makes it a type of Reporting Form.

Step-by-Step Guide – Page 2: Income & 
Expense Calculation

• “Ending” and “Estimated”: The more 
important of the two is “Estimated.”

• Manufacturing and Non-Manufacturing: 
Only two columns must be completed.

• “A” Gross Sales: Applies to both 
manufacturing and non-manufacturing 
operations. 

• “B” & “C” Finished Stock Inventory: Only 
Applies to Manufacturing Risk. 
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Step-by-Step Guide – Page 2: Value of 
Finished Stock

“B” – Deduct the Sales Value of Finished Stock at the Beginning
of the Period

“C” – Add the Sales Value of Finished Stock at the End of the 
Period

To Develop the Finished Stock Value:
• Divide inventory into its three component parts:

• Cost of Raw Material
• Cost of Stock in Process
• Cost of Finished Stock (Internal Cost)

• Apply one of two Methods to Arrive at the Sales Value
• “Mark Up” (Margin) Method
• “Percentage-of-Net-Sales” (Percentage) Method

Developing Sales Value

• “Mark Up” (Margin) Method

• “Percentage of Net Sales” (Percentage) Method

Cost x (1 + Profit Margin) = Sales Value of Production

Traditional COGS / Net Sales = Cost of Goods Sold Ratio (COGSR)

Cost / COGSR = Sales Value of Production

Step-by-Step Guide – Page 2: Gross Sales 
Value of Production

“D” - Gross Sales Value of Production: 
Applies only to manufacturing risks. 

This all makes sense when you remember 
which policy insures what:

Property/Value CPP BI
 Raw Materials X
 Stock in Process X
 Cost of Finished Product X
 Sales Values of Finished Stock Sold 

but not delivered
X

 Sales Value of Finished Stock not 
yet sold

X
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Step-by-Step Guide – Page 2: Cost of Sales, 
Unrealized Income & Collection Expenses

“E” – Deduct Cost of Sales, Unrealized Income & 
Collection Expenses

Cost of Sales:
• Prepaid Freight – Outgoing
• Returns & Allowances
• Discounts

Bad Debts. Any spike will likely be considered a part of 
business income.

Collection Expenses. Any increase in collection expenses 
will likely be paid either as Business Income or as an “Extra 
Expense” (discussed in a later session).

Step-by-Step Guide – Page 2: Net Sales & 
Total Revenues

“F” –Net Sales / Net Sales Value of Production
• Net Sales applies to non-manufacturing risks.
• Net Sales Value of Production applies to 

manufacturing risks.

“G” – Other Earnings
• Commissions or Rents
• Cash Discounts Received
• Other Income
Added to the amount in “F”

“H” – Total Revenues

Step-by-Step Guide – Page 3: Subtracting 
Expenses

Five Deductions to Arrive at 12-Month Business 
Income
1. Cost of Goods Sold: A Required Deduction 

(From page 5 of Worksheet)
2. Cost of Services Purchased and Resold

(Required Deduction if Present)
3. Power, Heat and Refrigeration not 

Continuing Under Contract (Optional 
Deduction if Correct Endorsement)

4. Ordinary Payroll Expenses (Optional, 
Depending on Attachment of Endorsement)

5. Special Deductions for Mining Properties
(Page 6 of Worksheet)
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Step-by-Step Guide – Page 5: Cost of Goods 
Sold

Complete the Calculation for the Period Ending and the 
Upcoming Policy Period.

Steps in the Process
1. Begin w/Inventory at beginning of the year (this excludes 

finished stock as broken out earlier)
2. Add: Cost of Raw Stock purchased during the year (Mfg.)
3. Add: Cost of Factory Supplies Consumed during the year 

(Mfg.)
4. Add: Cost of Merchandise Sold
5. Add: Cost of Other Supplies Consumed 

Equals: Cost of Goods Available for Sale

Step-by-Step Guide – Page 5: Cost of Goods 
Sold

From the: Cost of Goods Available for Sale

• Subtract: Inventory on Hand at the End 
of the Year

• FINAL NUMBER: Cost of Goods Sold

Step-by-Step Guide – Page 5: Cost of Goods 
Sold

25

26

27



1/21/2022

10

Step-by-Step Guide – Page 3: Subtracting 
Expenses

Cost of Services Purchased from Outsiders

• Required deduction (if applicable)

• Only applies to outside services billed by the 
insured as part of their services

• The service has to end when the when 
production ceases. If there is a contract 
requiring payment regardless of production, 
then this cost is NOT deducted.

Step-by-Step Guide – Page 3: Subtracting 
Expenses

Power, Heat and Refrigeration Expenses 
that do not continue under contract

• An optional deduction

• Requires the attachment of the CP 15 11 
endorsement

• Most commonly seen with 
manufacturing operations

Step-by-Step Guide – Page 3: Subtracting 
Expenses

All “Ordinary Payroll” expenses or the amount of 
payroll expenses excluded

• An optional deduction

• Only applies if CP 15 10 is attached

• Based on the number of days payroll being 
covered 

What is an “Ordinary Employee”?
What expenses are included?
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Step-by-Step Guide – Page 3: Subtracting 
Expenses

Special Deductions for Mining Operations

• 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
• (From page 6 of the worksheet)

Total is placed on appropriate line

Step-by-Step Guide – Page 3: 12-Month 
Business Income Exposure

TOTAL Revenue (Line “H”)
(-) Specified Costs (page 3)
Business Income Exposure For 12 
Months

Step-by-Step Guide – Page 4: Additional 
Expenses

Two Additional Expenses

• Extra Expenses

• Extended Business Income and 
Extended Period of Indemnity

Result is total BI Exposure for 12 
months. 
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Step-by-Step Guide – Page 6: Mining 
Properties

Calculating Coinsurance, Period 
of Restoration and Coverage 

Amounts

Calculating Coinsurance
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Property Vs. BI Coinsurance

• Property coinsurance is based on the VALUE of the property at risk at 
the time of the loss

• Business income coinsurance is solely a function of time

Necessary Information

A legitimate estimation of the time it would take the business to return 

to “operational capability” following a worst-case scenario loss – the 

“Period of Restoration”

Calculating Coinsurance 

1. Estimate the worst-case “Period of Restoration.” How many months 
will it take to return to “operational capability” following a worst-
case scenario loss?

2. Divide the worst-case period of restoration by 12 (the number of 
months in a year)

3. The result is the recommended coinsurance
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Importance and Use of the BI Coinsurance 
Percentage

• The business income coinsurance percentage is NOT dependent on 
the amount subject to loss; it is dependent on and calculated using an 
accurate estimation of the “Period of Restoration.”

• Once the coinsurance percentage is calculated, it can be applied to 
the 12-month business income exposure (“J.1’” or “J.2.” on the CP 15 
15) to develop the limit of business income coverage needed. 

ISO’s Acceptable Coinsurance Percentage

Requires calculating the “Developed Coinsurance Percentage” before 
deciding upon the “Applied” coinsurance percentage. 

• 50% • 60% • 70%

• 80% • 90% • 100%

• 125%

Example 1

Estimated “Period of Restoration” 12 months

Applied Coinsurance Percentage
(12/12)

100%

“Estimated Loss of Income” 
$2,000,000 (Amount Subject to 

Loss)

Minimum BI Limit Purchased $2,000,000
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Example 2

Estimated “Period of Restoration” 6 months

Applied Coinsurance Percentage (6/12) 50%

“Estimated Loss of Income” 
$1,000,000 (Amount Subject to 

Loss)

Minimum BI Limit Purchased $1,000,000

Example 3

Estimated “Period of Restoration” 9 months

Applied Coinsurance Percentage (9/12)
75% - Not an option, increase 

to 80% (maybe)

“Estimated Loss of Income” 
$1,500,000 (Amount Subject to 

Loss at 75%)

Minimum BI Limit Purchased $1,600,000 at 80% - OR…

Example 4

Estimated “Period of Restoration” 15 months

Applied Coinsurance Percentage
(15/12)

125%

“Estimated Loss of Income” 
$2,500,000 (Amount Subject to 

Loss)

Minimum BI Limit Purchased $2,500,000
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Example 5

Estimated “Period of Restoration” 18 months

Applied Coinsurance Percentage
(18/12)

150% - not an ISO option – use 
125%

“Estimated Loss of Income” 
$3,000,000 (Amount Subject to 

Loss)

Minimum BI Limit Purchased $3,000,000

Calculating Period of 
Restoration

Review – 4 Key Objectives During POR

• Rebuild the building or find and move into an alternative permanent 
location;

• Find, purchase, install and have operational new/replacement 
machinery or equipment;

• Replace and/or replenish stock (does not include the time necessary 
to replace “finished stock” in manufacturing operations); and

• Return to the same level of “operational capability” existing just prior 
to the loss.
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10 Factors Affecting the POR

1. Time to adjust the direct property loss;
2. Building plans must be drawn and approved;
3. A contractor must be found and hired;
4. The insured must apply for an wait for building permits to be 

issued;
5. Site preparation must be scheduled and completed, including 

clearing the site of damaged or destroyed property;

10 Factors Affecting POR

6. Time required to rebuild (may be adversely affected by “10.”);
7. Time required to restock;
8. Rehiring and hiring new employees;
9. Replacement machinery and equipment must be found, 

purchased, installed and made operational; and
10.Federal, state or local government may involve themselves 

following a loss. 

Building Codes and the “Period of Restoration”

• The unendorsed business income policy excludes any increase in the 
period of restoration that results from the enforcement of ANY 
ordinance or law. 

• Building codes (ordinances or laws) can increase the time required to 
complete the rebuilding process (also increases the cost to rebuild).
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Building Codes and the “Period of Restoration”

• Jurisdictional enforcement of building codes fall under one of two 
broad categories:

oThe Jurisdictional Authority Rule

oThe Percentage Rule

Building Codes and the “Period of Restoration”

The Jurisdictional Authority Rule: The authority having jurisdiction 
decides when a structure must be brought into compliance with 
current building codes.

• Subjective in its application

• Jurisdictions may base this decision on some percentage of square 
footage damaged, the perceived safety of the undamaged part of 
the structure, how “out of code” the building was, or any other 
method that they deem reasonable

Building Codes and the “Period of Restoration”

The Percentage Rule: Buildings damaged beyond a certain percentage 
of their square footage or value must be brought into compliance with 
current building codes. When “value” is used, that’s the problem. 

• Different definitions of “value”: Replacement Cost vs. Actual Cash 
Value vs. Market Value

• Different percentages used: Can range from 40% to 60%
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Building Codes and the “Period of Restoration”

• Business Income policy must be endorsed to account for any 
increased building time attributable to an ordinance or law. 
oAttach the CP 15 31 – Ordinance or Law – Increased Period of 

Restoration
oRemember to adjust the business income limits to account for this 

increased period of restoration
oEndorsement covers the extended time to bring the building into 

compliance with applicable building codes even if the ordinance or 
law deals with a cause of loss not covered by the commercial 
property policy.

“Period of Restoration” Time Factors
The 10 period of restoration factors are not necessarily linear or in order of 
importance. 

Several steps may be able to be accomplished simultaneously.

DAYS  30 75 120 150               390 450   500 
Adjust Loss                                  
                                  Plans                                  
                                  Contractor                                  
                                  Permits                                  
                                  Site Prep.                                  
                                  Building                                  
                                  Restock                                  
                                  Machinery                                  
                                  Ord. / Law                                  

 

Calculating Coverage Amounts
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Required Information

• 12-month Business Income Exposure - Taken directly from the business 
income worksheet (“J.1” or “J.2.”)

• The worst-case period of restoration – Time necessary to accomplish 
the four key objectives; and 

• The chosen coinsurance percentage
• A function of the period of restoration
• Estimated POR÷365 days = Coinsurance Percentage
• If the developed coinsurance percentage falls between two available numbers, 

go to the next higher percentage and increase the business income coverage to 
correspond or drop the coinsurance percentage, but not the limit. 

• The coverage limit developed

“Insurable” vs. “Compensable” 
Business Income
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“Insurable” Business Income

• A function of:
• The revenues and expenses contemplated in the CP 15 15; and
• The worst-case period of restoration

• Remember, only specific sales-related expenses and production-
related expenses are contemplated when creating the Business 
Income Report/Work Sheet 

“Compensable” Business Income

• The actual amount of business income paid to cover the amount of 
income lost during the period of restoration. 

• This is the amount necessary to indemnify the insured.

• Based on net profit or loss before tax plus continuing normal and 
ongoing (continuing) operating expenses incurred during the period 
of restoration. 

Key Questions

• How much difference between these amounts?

• When might the difference be noticeable? 

• What can be done to adjust for the difference? 

• What are the benefits of the difference? 
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Extended Business Income

Loss of Income After Re-Opening

• When do “business income” payments end?

• What happens to customers/clients during a shut down?

• How long will it take the insured to return to pre-loss operational 
income?

• How does the insured secure payment for this additional income 
loss?

BI Payments End

Business income payouts end once the insured has returned to 
“operational capability” meaning they have reached the end of the 
“period of restoration.”

The BI policy states that the “period of restoration”
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.
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What Happens During Shut Down

• Retail customers find other stores

• Service operation customers create new habits

• Those within the manufacturing process enter new contracts and find 
alternative buyers and/or suppliers

Result: Although the insured has returned to full “operational capability,” it  
may not return to pre-loss operational income levels for a long time.

Result: Two Loss Periods

Returning to Pre-Loss Income Levels
How long will it take to return to pre-loss income levels? 

Depends on the operation!
• Retail operations may have a relatively short return time
• Restaurants and others may require a few months
• Manufacturing operations and any operation on a production schedule or operating 

under contracts may require a year or longer

Depends on the market conditions!
• Entire area may have been subject to a catastrophe
• Economic conditions may be poor
Loss due to market conditions is NOT covered by the policy or any standard endorsement!
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Securing Payment for Additional Income Lost
Unendorsed business income policies provide a limited amount of coverage under Additional 
Coverage 5.c. Coverage is limited to the earliest of:
• The insureds return to pre-loss operational income levels; or
• 60 consecutive days

If this length of coverage is not enough, the insured must:
• Decide how long coverage is needed;  
• Calculate how much additional coverage is needed; and 
• Include that amount on the CP 15 15 (K.2.).

There is no endorsement required; a box must be checked on the application specifying the number 
of days coverage desired.

Where does the Money Come From for the 
First/Automatic 60 Days
• What’s Paid: The difference between what IS made and what would 

have been made had there been no loss or damage.

• The amount paid is based on the definition of “business income.” 

• Does the insured need to increase the business income limit to cover 
this initial 60 days? The answer is found in the difference between 
“insurable business income” and “compensable business income.”

When 60 Days Isn’t Enough

• Options available:

• Calculate the estimated amount of coverage needed: 
(12 mos. BI exposure / 365) x (Total Number of Days – 60) = Amount
($1,387,000 / 365) x (180-60) = $456,000 (place on K.2.)

• 90 Days • 120 Days • 150 Days

• 180 Days • 270 Days • 365 Days

• 450 Days • 540 Days • 630 Days

• 730 Days

70

71

72



1/21/2022

25

Limitations

• Cannot be used with the Maximum Period of Indemnity

• Cannot be used if coverage is written on a no-coinsurance basis. This 
is not the same as a non-coinsurance option, just that no coinsurance 
percentage is being applied.

• This option not available for extra expense protection

Dependent Property Coverage 
(Contingent Business Income)

Dependent Properties, Or…
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…Contingent Business Income

Assume for a moment that you work in the risk management 
department at General Motors. You find out that the three most 
popular colors for the Corvette (representing 52% of your total 2017 
model year Corvette sales) are manufactured in only one place in the 
world.  

Question: Do you think GM has a potential  problem?

The Dependent Property Exposure

• Business Income covers loss of business income when a covered 
cause of loss damages an insured location resulting in a suspension of 
operations.

• Damage to dependent properties is NOT covered by the unendorsed 
Business Income Coverage Form.

• What constitutes a “dependent property?”

What is a “Dependent Property”

• An external property or operation necessary for the continued 
viability of the insured.

• It’s not limited to mutual beneficiaries.
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Where to Find Dependent Properties

1. “Suppliers” (Contributing Location)

2. “Buyers” (Recipient Location)

3. “Providers” (Manufacturing Location)

4. “Drivers” (Leader Location)

“Suppliers” 

• Contributing Location per ISO
• Supply the insured with parts, raw materials or services
• May be sole or major source of material
• If this source cannot supply the necessary material, what happens to 

the insured?
• Water, power and communication service providers are not within 

the definition of a “supplier” (This exposure requires a separate 
endorsement – “Utility Services-Time Element CP 15 45)

“Buyers”

• Recipient Location per ISO
• Buys or accepts the products or goods of the insured
• How much of the manufactured product is bought by a particular 

“buyer?”
• Contracts can play a part
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“Providers” 

• Manufacturing Location per ISO

• Not a location owned by the insured

• Acts as the manufacturer FOR the insured

“Drivers” 

• Leader Locations per ISO
• Exclusively beneficial to the insured
• Anchor stores
• Sporting events
• Major attractions (convention centers, casinos, etc.)
• Essentially, what drives customers to the insured’s location

Dependent Property Coverage by 
Endorsement
• Business Income from Dependent Properties – Limited International 

Coverage (CP 15 01)
• Extra Expense from Dependent Properties – Limited International 

Coverage (CP 15 02)
• Business Income from Dependent Properties – Broad Form (CP 15 08)
• Business Income from Dependent Properties – Limited Form (CP 15 

09)
• Extra Expense from Dependent Properties (CP 15 34)
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Policy Provisions

Applicable to all five dependent property endorsements
• No coverage if the loss leading to the dependent property shutdown is limited 

to the damage or destruction of electronic data
• “Business income” and “extra expense” are defined the same in these forms
• “Period of restoration” carries the same definition – Beginning 72 hours (or 

whatever endorsed to) after the loss and ending when the property SHOULD 
be repaired, rebuilt or replaced with reasonable speed. 

• To be covered, the loss causing the dependent property’s shut down must be 
one that would be covered if it occurred to the insured’s property.

Policy Provisions

Applicable to the Broad Form (CP 15 08) and the Limited Form (CP 15 
09) – Remember, this is domestic coverage

• The dependent property business income loss will be reduced if (and 
when)the insured can find another “buyer” or “supplier”

Christopher J. Boggs,
CPCU, ARM, ALCM, LPCS, AAI, APA, CWCA, CRIS, 
AINS

Executive Director Risk Management and Education

Chris.boggs@iiaba.net
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